


LIST OF AUTHORISED AGENTS FOR THE SALE OF LOK SABHA
SECRETARIAT PUBLICATIONS

ANDHRA PRADESH

1. Andhra University General Co-
operative Stores Ltd, Waltair
(Visakhapatnam),

BIHAR

2. M/s. Crown Book Depot,
Upper Bazar,
Ranchi (Bihar).

GUJARAT

3. Vijay Stores,
Station Road,
Anard,

MADHYA PRADESH

4. Modern Bock House,
Shiv Volas Palace,
Indore City.

MAHARASHTRA

5. M/s. Sunderdas Gianchand,
; 601, Girgaum Road,
near Princess Street, Bombay-2.

6. The International Book House Pvt.,
9, Ash Lane,
Mahatma Gandhi Road,
Bombay-1.

7. The International Book Service,
Deccan Gymkhana,
Poona-4,

8. The Current Book House,
Maruti Lane, Raghunath Dadaji
Street,

, Bombay-1.

9. M/s. Usha Book Depot,
585/A, Chira Bazar Khan House,
Girgaum Road,
Bombay-2. -

100 M & J Services, Publishers,
Representatives Accounts &
Law Book Sellers,

Bahri Road,
Bombay-15.

11. Popular Boek Depot,

Dr. .Bhadkamkar Road,
Bombay-400001.

MYSORE

12. M/s. Peoples Book House,
Opp. Jaganmohan Palace,
Mysore-1,

UTTAR PRADESH

13. Law Book Company,
Sardar Patel Marg,
Allahabad-1.

14. Law Publishers,
Sardar Patel Marg,
P.B. No. 77,
Allahabad—U.P.

WEST BENGAL

15. Granthaloka,
5/1, Ambica Mookherjee Road,
Belgharia,
24-Parganas,

16. W. Newman & Company Ltd.,
3, Old Court House Street,
Calcutta.

17. Mrs, Manimala, Buys & Sells,
128 Bow Bazar Street,
Calcutta-12.

DELH]I

18. Jain Book Agency,
Connaught Place,
New Delhi.

19. M/s. Sat Narain & Sons,
3141, Mohd. Ali Bazar,
‘Mori Gate,

Delhi



20.

21.

22.

23

24.

25.

Atma Ram & Sons,
Kashmere Gate,
Delhi-6.

J. M. Jaina & Brothers,
Mori Gate, Delhi.

The English Book Store,
7-L, Connaught Circus,
New Delhi.

Bahree Brothers,
188, Lajpatrai Market,
Delhi-6.

Oxford Book & Stationery
Company, Scindia House,
Connaught Place,

New Delhi-1.

Bookwell,

4, Sant Narankari Colony,
Kingsway Camp,

Delhi-9.

27.

28.

29.

30.

The Central New? Agency,
23/90, Connaught Place,
New Delhi.

M/s. D. K. Book Organisations,
74-D, Anand Nagar- (Inder Lok),
P.B. No. 2141,
Delhi-110035,

M/s. Rajendra Book Agency,
IV-D/50, Lajpat Nagar,

Old Double Storey,
Delhi-110024.

M/s. Ashoka Book Agency,
2/27, Roop Nagar,
Delhi,

Books India Corporation,
B-967, Shastri Nagar,
New Delhi,



Corrigenda to 116th Report of Public
Accounts Committee (1982-83)

Page Para Line For Read
1 1.3 5 selection selection of
2 1.4 7 There These
8 1.19 30 31 41
10 1.21 10 has was
10 1.22 5 respective responsive
12 125 T repotrs reports
13 1.26 6 the are
14 130 1 whethe whether
16 137 21 Liaison Liaison cell
18 2.2 9 to 11 Delete (a) O B -
under | &
col. 5 million
18 2.2 2 to 11 (b) (a)
under P e g -
col, 6 in crores ‘million
18 2.2 9 to 11 Add (b) i, = n
undexr Rse
col. 7 in crores
18 2¢0 3 Wing Wing in
18 2.4 6 indents indentors
21 2.9 9 14 24
22 2.12 10 18 180
22 2.13 14 nationalisation rationalisation
23 2.13 2 redutcion reduction
24 2,20 2 morxre mere
29 2429 5 o nad on ad
(iil) _
30 2.30 2 guilty faulty
30 2432 3 to be have to be
30 2.34 3 76 75
30 2.34 7 * Before the word sontext
Add Supply Ving would nced to
) be viewed in the
30 2.34 9 aliminating eliminating
31 2e37 1 observed observe
33 3.4 13 or our
33 545 2 in discriminate indiscriminate
35 3.8 3 state stated
37 3413 18 leflet leaflet
39 3,17 1 additional Additional
45 3.32 4 constracts contracts
79 1e31 8 Affai Affair
83 140 3 Delete Cabinet Sectt,:
86 2.34 1 Add '17' in Col, 1
88 3.9 4 1981*82 1981-82
88 39 12 slaw slow
90 3.21 8 repititive repetitive
90 3421 9 economics economies
92 336 9 for a for
93 345 4 taht that
93 3.45 7 Anelysis Analysts
93 3.45 7 at as
94 3«45 6 or on



CONTENTS 2

CovPosITION oF THE Pustic Accounts CommitTee (1982-83).

INTRODUCTIO N . .

REPORT

CHAPTER I. ORGANBBATIONAL SET UP AND FUNCTIO NS
CHAPTER II. DELAYS IN PROCUREMENT OF STORES

CRAPTER III. OTHER MATTERS

Appendices

I. Aadit PARAGRAPH 23 of the Advance Regport of the C&AG
of India for the year 1979-80, Union Govt. (Civil) . . .

IL. Category—wise break up of staff employed in the Supply ng
London daring 1978-79, 1979-80 ard 1980-81. .

I[II. Statement of Ohservations and Recommendations

ParT II*

MINUTES OF THE SITTINGS OF TaE PyuBLIC AccouNTts COoMMITTER
HELD ON :

20 January, 1982(FN)
20 January, 1982 (AN) and
25 June, 1982

L]

Paaes
(iii)
v)

18

32

53

77

78

#Not printed . One ¢yclostyled copy laid on the Table of the House and

five copies placed in the Parliament Library.

843 Ls—1 '-



[ ™ S TR R WP Ty
N oma W =D

16.
17.
18.
19.
20.
21.

22.

- A Tl

PUBLIC ACCOUNTS COMMITTEE

(1982-83)
CHAIRMAN
Shri Satish Agarwal
MEMBERS
Lok Sabha
Shri Chitta Basu
Shrimati Vidyavati Chaturvedi
Shri C. T. Dhandapani
. Shri G, L. Dogra
Shri Bhiku Ram Jain
Shri K. Lakkappa
Shri Mahavir Prasad
Shri Sunil Maitra

. Shri Dhanik Lal Mandal
. Shri Jamilur Rahman
. Shri Uttam Rathod

. ‘Shri Harish Rawat

. Shri G. Narsimha Reddy
. shri Ram Singh Yadav

Rajya Sabha

Dr. Sankata Prasad

Smt. Pratibha Singh

Shri Syed Rehmat Ali

Shri B, Satyanarayan Reddy
Shri Kalyan Roy

Shri Nirma] Chatterjee

Shri A. P. Janardhanam.

(i11)



[iv]
SEC@TARMT
1. Shri H. G. Paranjpe—Joint Secretary

2. Shri D. C. Pande—Chief Financial Committee Officer
3. Shri K. C. Rastogi—Senior Financial Committee Officer



INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised by
the Committee, do present on their behalf this Hundred and Sixteenth
Report of the Public Accounts Committee (Seventh Lok Sabha) on
paragraph 23 of the Advance Report of the Comptroller & Auditor General
of India for the year 1979-80, -Union Goverment (Civil) on Purchase
Operations of the Supply Wing in the High Commission of India, London.

2. The Advance Report of the Comptroller and Auditor General of
India for the year 1979-80, Union Government (Civil) was laid on the
Table of the House on 27th April 1981. The Public Accounts Committee
(1981-82) examined the above paragraph at their sittings held on 20
January 1982 (FN and AN). The Committee considered and finalised

this Report at their sitting held on 25 June, 1982. The Minutes of the
sittings of the Committee form Part II* of the Report.

3. In this Report, the Committee have highlighted the inordinate
delays in procurement of stores by the Supply Wing due to delays in calling
for quotations, back references to the indentors, imadequacy of foreign
exchange, non-bulking of indents, delays in inspection and shipping of
stores etc. The Committee have found that the working of the Supply

Wing has been hamstrung by problemg of coordination on the one hand
and want of sufficiently qualified staff on the other,

4. In view of the dissatisfaction voiced by the Chiefs of Staff Committee
about the present arrangements and also comsidering that over 90 per cent
of the stores procured through Supply Wing, London are defence stores,
the Committee have opined that it would be desirable if the Ministry of
Defence themselves assume responsibility for their procurement from
ebroad. The Committee have desired that a decision on the suggestion to
allow the indenting Ministries to receive and process the indents directly
through the Coordination Cells—one in the Ministry of Defence and the
other in the Ministry of Supply and monitoring of contracts, delivery
schedules, shipment schedules etc. through these Cells should be taken

without further delay so as to put to an end the present state of uncertainty
about the future of the Supply Wing.

*Not printed. One cyclostyled copy 1aid on the Table of Ho-= and five copies
placed in Parliament Librar

(v)
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5. Keterring to the wide variations in the price estimated by indemus
and those actually secured in respect of large value items such as aircraft
spares, aeronautical engineering stores, engineering stores and refrigeration
and air-conditioning stores (ranging from 184 per cent to 376 per cent),
the Committee have emphasised the need for having an organised system -
in the Supply Wing to evaluate the reasonableness of the prices quoted,
to study the market trends and gather relevant data for feedback to the
indentors in. India.

6. A statement containing observations and recommendations of the
Committee is appended to this Report (Appendix IIlI). For facility of
reference and convenience these have been printed in thick type in the
body of the Report.

7. The Committee place on record their appreciation of the assistance
rendered in: the examination of this paragraph by the office of the Com-
ptroller and Auditor General of India.

‘8. The Committee would also like to express their thanks of the officers

of the Ministries of External Affairs and Defence and the Department of
Supply for the cooperation extended by them in giving information to the
Committee.

SATISH AGARWAL
Chairman
NEw DELHI; Public Accounts Committee.
Julv 8, 1982
Asadha 17, 1904 *(S)




REPORT
CHAPTER 1

YAudit Para 23 of the Advance Report of the Comptroller and Auditor
General of India for the year 1979-80, Union Government (Civil),
on which this Repor; js based is reproduced at Appendix—I of this
Repori]

ORGANISATIONAL SET UP AND FUNCTIONS

1.1. In April, .1975, contro]l over the Supply Wing in London was
transferred from the Department of Supply to the Ministry of External
Affairs. The Supply Wing makes purchases for the Government of India,
State Governments, certain autonomous bodies, etc. and also arranges for
the .inspection of stores and their shipment. The purchases include sophis-
ticated machinery, Defence equipment and maintenance spares. In recent
years more than 90 per cent of these stores represented Defence purchases.
Its overall charge vests in the Director General, who is assisted by 2 Deputy
Directors-General and 7. Directors. The Chief Accounting Officer of the
High Commission acts as the Financial Adviser of the Supply Wing.

(a) Staff Strength

1.2. The staff strength of the Supply Wing during each of the years
1978-79, 1979-80 and 1980-81 is given below:

1978-79  1979-80  1980-81

(i) India Bised . . . . . . 63 77 52
(i} Local . . . . . 60 37 33
{iti) ToTAL . . . 123 114 85

Category-wise breakup of the above staff is given in Appendix II.

1.3. Asked about the mode of recruitment of staff, the Ministry of
External Affairs have replied:

“Recruitment of India-based personnel in the Supply Wing, Lonlon
is through the various: Governmental. Ministries/Departmenis.-
The selection Minister (Supply) is made by a Committee con-
sisting of Foreign Secretary, Defence Secretary, Chairmamn
Railway Board, Expenditure Secretary and Supply Secretary.
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Other officers are selected by the Selection Committees of the
respective Ministries and approved by the relevant Ministers.
Thereafter the names are cleared by the Foreign Service Board
in consultation with the Foreign Minister, The final list then
goes to the Appointment Committee of Cabinet for approval.
India-based staff are cleared by the Selection Committees of
-the respective Ministries in consultation with their Ministers.
and finally approved by Foreign Minister.”

1.4. In reply to a question whether any experts from the Ministry of
Defence were associated with the Supply Wing, the Ministry have stated:

“Out of the total strength of 85, 52 are India-based personnel. Of
these 52, 21 are drawn from the Ministry of Defence.

All officers from the Purchase Directorates of Aeronautical Engi-
neering, Marine Engineering, Vehicle and Armaments and the
Computer Cell are drawn from the Defence, There are under
the general supervision of one Deputy Director General (Pur-
chase) also drawn from the Ministry of Defence.”

(b) Rationale of Transfer

1.5. The Committee enquired about the rationale of transferring the
Supply Wing from the control of the Department of Supply to the Ministry
of External Affairs in April 1975 and whether the objective had been
1ealised. In a note, the Ministry have stated:

“The rationale of transferring the control of the Supply Wing trom
the Department of Supply to the Ministry of External Affairs
was based upen conclusions reached by consensus at the meet-
ing of the Committee of Secretariecs at which the view point
of all concerned, including the Ministry of Supply was given
due consideration. A change in administrative control was
felt necessary because the indenting departments were Rot
" satisfied with the existing arrangements and desired a new
set-up accountable to them, if not directly, at least indirectly,
through a department other than the Department of Supply.
It was felt expedient to vest the administrative control of the
ISM with the Ministry of Externa] Affairs as all general ques--
tions in Parliament relating to our establishments abroad have
to be answered by this Ministry.

The long term objective defined by the Committee of Secretaries in-‘
April 1975 was the winding up of the Supply Missions  im



o London and Washington, while certain functions, which con-
sistent with the requirements of efficiency and economy, could

not be undertaken in India will be retained by the High Com-
mission/Embassy,

This long term objective is yet to be realised; meanwhile transfer
of all possible work, within the parameters of efficiency and
economy, and national interest, reformulation of and adapta-
tion of existing Governmental regulations and procedures to

enable the handling of the Supply Wing’s work from India is
under way.”

1.6 During evidence, a representative of the Ministry of External
Affairs further explained the position thus:

“It was because they found that the work as regards processing,
inspection, indenting, etc., was being handled quite unsatisfac-
torily as far as indentors from India were concerned. They
felt probably because the administrative control did not vest
with this Ministry since it was not directly concerned, it would
maintain a npeutrality—it was actually resulting in shortfall in
working standards. So, they decided that the transfer should
be done to the Ministry of External Affairs, which would have
the administrative and budgetary control over the ISM London,
but the guidelines would be laid down by the Department of
Supply as regards purchase procedures, Also the officials
would be chosen mainly from the user Ministries, apart from

the stenographers and other locally recruited staff who were
already present.”

1.7. The Secretary, Ministry of External Affairs added:

“It was felt in 1975 that, if the Supply Wing were brought under the
direct control of the Ministry of External Affairs, it would lead
to functional improvement and increase in efficiency because

then it would -have come under the direct control of the High
Commissioner himself.”

He added:

“The total number of people coming directly under the control of
the Ministry of External Affairs is relatively small in the sense
that people from the IFS cadre constitute a few Assistant and
a few Stenographers. The bulk of the staff employed in the

ISM is drawn from various organisations....It is a kind of
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loose administrative control in the sense that it is only on the
question of pay and allowances, accommodation °ceilings,
transport, issue of travel orders, and so on, but in every other
way, they are not, in fact they are selected by appropriate
agencies.”

1.8 Asked whether the change had resulted in any improvement in the
working of the Supply Wing, the Secretary, Ministry of External Affairs
stated: '

“There has been a certain marginal improvement. But we cannot
honestly claim that there has been the kind of improvement
one would have liked to see.”

1.9 Asked whether the Supply Wing was adequately manned to carry
out its functions efficiently, the Ministry of External Affairs stated:

“For their normal and legitimate functions, the Supply Wing is ade-
quately manned. Over the years, however, they have allowed
the various indenting departments from India to burden them
with additional and avoidable tasks which should be outside
the purview of their normal functions. Action is in hand to
prune this work and streamline the existing administrative pro-
cedures.”

1.10. The Ministry of Defence are however stated to hold the view that
the staff in the Supply Wing Jacks expertise experience and defence back-
ground to appreciate the defence requirements and therefore requires re-
vamping.

1.11 Commenting on the above, the Ministry of External Affairs have
stated:

“The staff strength of the supply wing during the period of the report,
(upto March 1979) was 123. During 1979-80, this strength
was gradually reduced to 114. At any given point of time the
percentage of defence service personnel ranged between 50 to
60. (The percentage of defence officers was in this range; the
staff from the defence services had a lower percentage of repre-
sentation, since the majority of staff posts were then manned by
personnel drawn from the Department of Supply and External
Affairs).

In the latest meeting of the Committee of Secretaries, it has been
concluded that the ISM should draw adequate personnel from
the user Ministries.”
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(¢) Problems of coordination

1.12. Since bulk of the stores are purchased for defence purposes, the
Committee enquired about the ‘'system of co-ordination with the Ministry
of Defence and its indenting departments. In a note, the Ministry of Exter-
na] Affairs have stated:

“One of the reasons for the inefficient performance of the Supply
Wing, London is the lack of proper coordination between

(a) the indentors and the Ministry of Defence; and
(b) the Supply Wing, London and the Ministry of Defence

As early as January, 1981, the Ministry of External Affairs had
“suggested the formulation of a Coordination Cell in New Delhi.
This Cell, comprising of representatives of various major inden-
ting Ministries and a Liaison Officer from the Ministry of Ex-
ternal Affairg will screen, pre-check and fill in all the lacunae in
indents, prior to placing orders directly with the suppliers from
India. In the event of the Cell’s inability to do so, the completed
indent would be cross mandated to the Supply Wing, London.
The Cell will also be responsible for bulking of similar indents;
it will possess a data bank of the latest available price quotations
and items specifications. It is envisaged that since Ministry of
Finance will also be associated with it, enhanced or additional
requirements of foreign exchange can be authorised very quick-
ly by this Cell.

The implementation of this proposal to set up a Cell is under active
consideration of the Committee of Secretaries.”

1.13 Clarifying their own view in the matter, the Mipistry of Defence
have stated:

“The lack of coordination between the ISW(L) and the various
indentors in the Ministry of Defence is no doubt the main reason
for non-fulfilment of the aspiration of the Defence Ministry in
the matter of purchase action being taken by ISW(L).

The proposal of MEA for creation of a coordination Cell in Delhi
was we'comed by the Defence Ministry but on detailed exami-
nation, it was felt that such a cell would unnecessarily introduce-
an additional level of scrutiny resulting in further delay. The
creation of such a Cel] will therefore be redundant.
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In case it is still considered desirable to create such a cell and if it
can help in eliminating or at Jeast reducing the delays in place-

ment of orders by ISW(L), Ministry of Defence would always
benefit.”

(d) Reorganisation of Supply Wing

1.14, The Committee pointed out that something back, the Chiefs of staff
had mooted a proposal for having their own machinery for procurement of
defence equipment and stores: The Committee desired to know the circum-

stances in which the proposal was mooted and the result thereof. The
Ministry of Defence have stated as under :

“The working of ISM London was reviewed by the Chiefs of Staff
@ommittee, who, in their paper of the 6th February, 1980.
highlighted the unsatisfactory functioning of the ISM London
which was adversely affecting the operational preparedness
owing to non-availability of vital spares and components for
equipment of UK and Furopean origin. The Chiefs of Staft
Committee came to the conclusion that the ISM was not res-
ponsive to the needs of the Service Headquarters so much so
that the number of pending indents had been increasing pro-
gressively and a large number of indents were being unilateral-
ly cancelled or returned.

All the related aspects involved therein, vis-a-vis remedial measures
thereto, had been studied and brought out in the re-
port submitted by the Ministry of External Affairs’ Team in
January 1981. Ministry of Externa] Affairs has suggested the
manning of all technical posts by technically qualified personnel
from the user Ministries of Defence and Supply. (The entire
report is under consideration of the appropriate authorities).”

1.15 Tracing the background of the reorganisation proposals, the
Foreign Secretary stated in evidence:

“The Cabinet Secretary in January 1975 had noted that Prime Minis-
ter had desired that the question of winding up the Supply
Mission in London and Washington should be examined. ....:
Examination of the entire question shows that it may not be
feasible to wind it up completely. We feel that there will have

to be a residual amount of ISM left in London in order to
carry on certain functions.”



He added:

“The same note by the Cabinet Secretary does say:

‘Discussion was held with the High Commissioner and he says as
the workload has increased in the recent past new set up may
jeopardise. PM’s view is solicited to the acceptance in prin-

ciple to the proposal that the supply set-up in London
Washington be reorganised in the matter ’

and

The noting says that the Prime Minister has approved the reorga-
nisation.”

/

1.16 Asked about the follow-up action taken in the matter, the Foreign
Secretary stated:

“A study team visited London and they went there in January, 1981.
There were three meetings held by the Committee of Secrcta-
ries. There were 2 meetings of the Sub-Committee also. The
Sub-Committee were appointed by the main Committee to go
into specific problems. The final outcome was that they gave
a report in September saying that over a period of 4 or 5 years,
the strength could be brought down to 20 people. It is a
‘phasing out operation which will have to take place.”

1.17 The Committee enquired about the precise position with regard
to the suggestion for setting up a Coordination Cell so as to improve the

efficiency of the Supply Wing, the Secretary, Ministry of External Affairs
stated:

“Coordination is, in fact, 2 major item to which we have to apply our
minds. Coordination involved a number of view points of a
number of people and the priorities seem to vary from person
to person, We wish to assure the Committee that this question
of ccordination and resulting in the improvement of the func-
tioning of the ISM is very much close to our hearts. But it is not
an easy thing.”

1.18 Asked about the views of DGS&D in the matter, the Director
Genera] replied:

“We have not undertaken any study as such or made any recom-
mendations. 1 would only say that so long as it was under the
Department of Supply, it was functioning quite effectively.”
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The Secretary, Ministry of External Affairs clarified:

“Secretary, Supply has always been present in the meeting, and he
has contributed greatly to the deliberations of the Committee.
ISM is mainly concerned with defence supplies and to that ex-
tent the involvement of DGS&D is very minimal. While we have
drawn on Mr......... experience and advise, he has not been
involved with the aiscussions that have taken place and which
are basically germane to the Ministry of Defence.”

- 1.19 In reply to a query whether the Ministry of Defence still held the
view that the Coordination Cell would be redundant, the representative of
the Ministry of Defence deposed:

“We greatly appreciate the idea of setting up a Coordination Cell.

The question however arises as to what is the Cell expected
to do. Here it is necessary to point out that the naturs of
indents projected by the Army. the Air Force, the Navy and the .
Ordnance Factories is entirely different. There is no commona-
lity between these four types of indents which are sent to our
Supply Mission. Consequently, what we felt was that it was
more important that the indents that we were sending to Sup-
ply Mission should be defect-free.. In that direction, we have
taken certain steps. First of all, we felt that it was necessary
that the indents ought to be checked up more carefilly because
we expect that there have been certain omissions and we also
expect that these omissiong have been resulting in the incresed
work—avoidable work and, if the indents are in good shape or
in perfect order, to that extent, the work in the Supply Mission
would run more smoothly. Consequently at the service head-
quarters, we have provided a certain level of scrutiny where
they have a check list. On the basis of that check list, it would
be possible for the scrutinising officers to find out quickly as
to whether all the columns have been filled up appropriately
or not, If there are any omissions.in this regard, he will send
those things back. Similarly, in the Air Headquarters we have
now installed a computer. Earlier, in the absence of a com-
puter, we have had certain problems in regard to the require-
ment of repairs and maintenance spares. Though there is no
coordination, with the help of the computer, it has now bee1
possible.  That is the reason why out of 31 items—a very
high ratioc was there—the Air-Force has none at all and there
is now a better coordination during the last year or so in the
_air force side. Similarly, on the army side, we are now main-



- 9

taining a progress register where the progress made in res-
pect of each indent is being observed and secrutinised at the

higher levels from week to week in order to ensure that there
are no slippages. If there are any, they are immediately
reported to the higher authorities anq if necessary, to the
Supply Mission. With all these facilities, we hope that it
would be possible to reduce the lapses which might have
taken place in the matter of placement of indents.”

He added:

“The question of having a coordination cell was examined; meetings
were held in the Ministry of Defence, in which officers of ‘the
‘Ministry of External Affairg also participated. In our Ministry,
these indents are projected by different Service headquarters.
There is no similarity of indents between the three Service
Headquarters, because they are different in character and speci-
fications. It is for the Service Headquarers, however, to coordi-
nate and bulk their requirements wherever possible. We

thought that such a cell would only be adding another tier of
examination and contributing to delays.”

1.20. Summing up, the Secretary, Ministry of External Affairs stated:

“This is one view that has emerged as a result of the last few meet-
ings. . . .the question has not been finally dropped. The idea
of having a coordination cell has not been completely given
up. The Ministry of Defence has got a view point. We too

have got a view point and, therefore, this question will come up
for discussion at the Committee of Secretaries when thev
consider the report which hag to be given to them by the end of
this month. . ...... We have an open mind about this. We do
not wish to impose our view because we are not the purchaser
in thig particular case. The idea was that the system should
be something that suits the Ministry of Defence. who are the
biggest indentors. If the Ministry of Defence feels that they
are not able to accept the view point of a coordination cell,
naturally it would be very difficult for the Ministry of External
Affairs to impose their will on them.”

1.21. In reply to a question regarding the institutional arrangements
they would like to recommend to overcome the shortcomings identified by
the C&AG, the Foreign Secretary stated:

“This point has always been agitating us a great deal in the past and
as I explained to the hon. Members, we have tried to bring
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about some order and co-ordination. But co-ordination seems

to be eluding us. Even in a small family sometimes we have

differences of opinion. In this particular case with so many

different agencies involved who are the users of the ISM, for

the Ministry of External Affairs to act as an arbitrator has not

been easy. Nevertheless we have tried to bring together and

as often as possible, these users and to try and work at least

some common factors which we could implement as quickly as

possible. As I explained to the hon. Members. .. ... the idea

of establishing a cell—a foreign stores purchase cell has mooted

and agreed to at one stage but the Defence Ministry on mature

consideration found that perhaps this would add an extra level

and may, therefore, create some difficulty. Whether it will

cause delay or not, we do not know but this is the kind of prob-

lem that we get running into from time to time. There was a

meeting by the Cabinet Secretary the other day and we have

very clearly put the whole matter into the hands of a com-

mittee which is to report to him by the end of this month and

to say what is the agreement that has been reached. We hope

that as a result of the discussions that are going on we shall

be able to establish a cell and if it is not a cell. to try to provide

something else which may be satisfactory to the Defence
Ministry.”

1.22. Asked about the latest position in the matter, the Foreign Secretary

stated that a meeting was held by the Cabinet Secretary on 22nd December,

1981. The Secretaries Committee came to the following conclusions:

“Indenting Ministries/Organisations would establish greater func-
tional linkage with ISM, Lond on in order to make it respective
to their needs.” The ISM should be thus functionally respon-
sible to the users Ministires and should draw adequate personnel
fromthem. The Ministry of Defence would undertake “an exa-
mination alongwith service Chiefs in liaison with the Ministries
of Supply and External Affairs:

(a) To identify the work that could be transferred from ISM
London to be handled from India.

(b) The support facility and the,procedural t*:hanges that would
be necessary to enable the work being performed from India.

(c) Delegation of powers necessary to the Service Hadequarters
and other users’ organiastions for placing indents directly and
for making payments without delay;

(d) On the staffing pattern of the residual staff in London keep-
ing in view the functiong to be performed.”
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1.23. Asked whether any of the suggestions had been implemented, the
Fore ign Secretary stated:

“The exercise is to be completed by the end of January, 1982....
‘ the main point js the establishment of 4 counterpart organisation
over here. Consequential arrangements have to take place in
India itself. The Secretaries Committee has specifically gone
imo the issue and they have given us their Report. First of
all we have to decide what are the things which got to be
done in India. Reduction of strength depends upon the estab-
lishment of the machinery and its proper set-up in India.”

1.24, In 3 further note regarding the indepth study of the functioning
of the Supply Wing, London carried out by the team of officers of the-
Ministry of External Affairs in January, 1981, it has been stated that the
Team has come to the definite conclusion that a major portion of the work
at present being handled by the Supply Wing, can be handled from India,
thus bringing about a large reduction in its workload. It is the considered
bpinion of the team that a gradual phasing out of the workload of the
' Supply Wing until only a very residual balance is left, is necessary and will
be very conductive to the better and more efficient functioning of the Sup-
ply Wing as well as a better servicing of the Defence and Civilian supply
needs of the country.

1.25, Some of the important recommendations by the study team are
as follows:

(i) The administrative and budgetary control of the Suppli; Wing,
London should continue to vest with the Ministry of External
Affairs so far it continues as a part and parce] of the High
Commission of India, London. Apart from the close nexus
between foreign policy and procurcmelit of critical stores from
abroad, there is every reason to continue to vest the adminis-
trative and financial contro] of the Supply Wing with the High
Commission of India, London, for better coordination, efficient
functioning and prevention of any breach of diplomatic con-
veations.

(ii) A work study revealed that the present staffing of the Supply
Wing in London is somewhat inadequate mostly because of
faulty indenting and procedural lapses on the past of the in-
dentors necessitating consequential superfluous work by the
Supply Wing at the cost of its legitimate work.
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(i) Two indenting Cells should be set up in-India—one under the
Ministry of Defence and the other under the Ministry of Sup-
plies to handle most of the contractnal work. The residual
items, mainly the following, should be dealt with by the Supply
‘Wing to be re-named as the Liaison Directorate:

(a) Market Survey and Analysis of specified items-monthly

(b)

(c)

repotrs will be sent to the Cells in the respective Ministries
in India,
Negotiations of purchase prices, where direct negotiations

between the indentors and the suppliers fail.

Location of sources of supply of items categorised as

‘Obsolete’ or others after efforts of the Indenting Cells have
failed.

(d) Inspection of stores, if so required; as per terms of the con-

tract. This should be only in case of first contracts with
new suppliers.

(e) Moﬁitoring of contracts, on request, in case of a breakdown

of communications between the indenting Cells and the
suppliers.

(f) Advice on alternative models/equipment and market poten-

tials of new models and the express permission prior to
shipment to suppliers in case of any deviations from the
shipping norms, as per terms of contract.

(iv) With this reduced allocation of work the Liaison Directorate
wil] require a total complement of 18. The corresponding
strength of the Cell in the Ministry of Defence would be 50
while in the Ministry of Supplies the saff requirement would be
10 persons—two officers assisted by 8 members of staff.

(v) A cost benefit analysis of the reorgansation proposal indicates

savings to the tune of Rs, 96 lakhs per annum at prosent day
costs.
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1.26. At the instance of the Committee, the Ministry of Extérnal Affairs
“have furnished copies of the brief* prepared by them for consideration of
the Comunittee of Secretaries in regard to the question of setting up a co-
ordination cell for screening, pre-checking and filling in the lacunae in the
indents before placing of orders with the suppliers. Relevant extracts there-
from the reproduced below:

“In order to reduce the workload of the Supply Wing, London and to
improve its functional efficiency, the creation of a Foreign
Stores Procurement Cell in New Delhi is being suggested. This
Cell will function as a Purchase Organisation and will be created
under the aegis of the Ministry of Defence (since the majority
of work pertains to Defence).”

1.27 The items of work which the Cell will handle are broadly as
follows:

“(i) Receive and process indents for procurement of Stores from
abroad, frem all Defence and Civil indentors/indenting dcpart-
ments in India, directly from suppliers abroad. (This pertains
only to those indents presently being handled by Supply Wing,
London).

(ii) Cross-mandate only such indents to the Supply Wing/Liaison
Directorate in London as are:

(a) of urgent/operational’AOG in nature after- due scrutiny, if
necessary; and

(b) such indents where efforts to .place orders on foreign suppliers
directly from India have failed.

(iii) Maintain a data bank on information regarding latest prices,
market trends, directory of suppliers and sources of supply, item
specifications, possible subsitute products, standard terms and
conditions of contracts etc.

(iv) The FSPC in India may take the assistance of the Liaison Cell
in London, with its DG’s approval, judicially to negotiate the
terms, conditions and prices etc. to achieve economy and effi-
ciency, wherever considered advisable/necessary.

(v) Computerised monitoring of contracts/delivery ,chedules/shlp-
ment scheduleg etc. Directorate-wise.

*This Is marked secret. ' 1
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(vi) Assist the primary indentor, in cases where the indentors have

failed to settle the discrepancy reports, with the foreign sup-
pliers,

1.28 The Foreign Stores Procurement Cell (FSPC) will be divided in
the same pattern as now exists in the Supply Wing, London and will be
headed by a Director-General of the rank of a Joint Secretary and a Finan-
cial Adviser, not less in rank than that of a Director.

1.29 The Liaison Cell i nLondon will function under the administrative

and budgetry control of Ministry of External Affairs. The functiona] con-

‘trol (i.e. in case of any queries, clarifications, problems, orders etc.) will be
of the Director General, FSPC. The Director General, FSPC will be fully

empowered to give directions and orders to the Director of the Liaison Cell,
London.

1.30 In reply to a question whethe Govenment had since taken a

final decision in the matter, the Ministry of External Affairs stated (Jan.
82) trat the matter is still under active consideration.

In a further communication dated 22 June, 1982, the Ministry have
stated '

“The winding up of the Supply Missions in London and Washington
can be brought about only after alternative financial, adminis-
trative and procedural rules and regulations to handle the work
effectively from India have been devised; the consent of the
major foreign suppliers (to this changed pattern of functioning)
as alsg that of the user Ministries in India has to be obtained.

Some of these user Ministries are sensitive ones like Defence, Finance,
Supply, Shipping and Agriculture. As wags brought out during
the oral evidence, some of them hold divergent views regarding
the practicability of the alternatives suggested by us. The
very fundamenta] difference of opinion is whether the Supply
Wing could functionally improve with the implementation of
the changes proposed or merely by a transfer of administrative
control to the Ministry of Defence. These views are being re-
conciled. The implementation of the 1975 objective has, there-

fore, been a time consuming and difficult exercise delaying the
achievement of the objective,

Presently, a stage has been reached when the entire issue, including
the alternative procedura] aspects, is under the active considera-
tion of the Committee of Secretaries for their final directives in
this matter.”
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1.31 The Supply Wing of the Indian High Commmission in Londom
makes purchases for the Government of India, State Governments, auto-
nomous bodies etc. and also arranges for inspection of the stores and their
shipment. In recent years more than 90 per cent of these stores represented
defence purchases. The control over the Supply Wing was transferred from
the Department of Supply to the Ministry-of External Affairs in April 1975
on the ground that “the indenting departments were not satisfied with the
existing arrangements and desired a new set up accountable to them, if not
directly, at least indirectly through a department other than the Depart-
ment of Supply. It was felt expedient to vest the administrative control of
the ISM with the Ministry of External Affairs as all general questions i
Parliament relating to our establishments abroad have to be answered by
this Ministry.”

1.32 The Committee understand that the long term objective defined
by the Cominittee of Secretaries in April 1975 was “the winding up of the
Sepply Missions in London and Washington, while certain functions,
which consistent with the requirements of efficiency and economy could
not be undertaken in India will be ' retained by the High Comnnssnonl
Embassy.”

-\

1.33. According to the Ministry “this long term objective is yet to be
realised; meanwhile transfer of all possible work within the parameters of
efficiency and economy and national interest, re-formulation of and adap-
tativn of existing governmental regulations and procedures to enable the
handling of the Supply Wing work from India is under way.

1.34 The Committee understand that as a follow up of the directive
issned by the Prime Minister for reducing the staff in the Supply Wing,
the strength has been successively reduced from 123 in March, 1979 to
114 in 1979-80 and 85 in 1980-81.

1.35 From the material made available to the Committee and the
eviCence tendered before them by the representatives of the Ministries of
Ext:rnal Affairs, Defence and Supply, the Committee find that the working
of (he Supply Wing, London has been hamstrung by problems of coordi-
nat'on on the one hand and want of sufficiently qualified technical staff on
the other. In a review of the working of the ISM, London carried out by
Chiefs of Staff Committee in February, 1980, it was pointed out that the
unsatisfactory functioning of the ISM, London was adversely affecting the
operational preparedness owing to non-availability of vital spares and
components for equipment of UK and European origin. The Chiefs of Staff
Coinmittee came to the conclusion that “the ISM was not responsive to
the needs of the Services/Headquarters so much so that the number (of
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pending ‘indents had been increasing progressively and a large number of
indents were being unilaterally cancelled or returned.” The Ministry of
External Affairs have attributed the present situation to the fact that the
Supply Wing bave allowed the various indenting Departments from India
to burden them with addiional and avoidable tasks which should be outside
the purview of their normal functions. The Ministry of Defence on the
other hand are of the view that the staff in the Supply Wing lacks exper-
tise, experience and Defence background to appreciate the defence require-
ments and therefore réquires revamping, -

-1, 36. In the later sections of this Report, the Committee have high-
lighted the inordinate delays in procurement of stores by the Supply Wing
due to various factors which have inhibited its functioning. It lhas been
admitted that one of the reasons for inefficient performance of the Supply
Wing is lack of proper coordination between the indentors and the Minis-
try of Defence on the one hand and between the Supply Wing and the
Ministry of Defence on the other. *

1.37 The Committee understand that as a folow up of the criticism by
the Chiefs of Staffi Committee, the Ministry of External Affairs deputed a
team of four officers in January, 1981 to study the functioning of the Sup-
ply Wing and to suggest measures to improve its efficiency. The team is
stated to be of the conmsidered opinion that a gradual phasing out of the
work Joad of the Supply Wing and only very minimum of functions left to
it, is necessary and will be conducive to the better and more efficient func-
tioning of the Supply Wing. It would also ensure better servicing of the
defence and civilian supply needs of the country. One of the important
recommendations of the study team is the setting up of two indenting Cells
in India—one under the Ministry of Deience and the other under the Min-
istry of Supply to handie most of the contractual work, The Report of the
team of officers visualises setting up of a Foreign Stores Procurement Cell
under the aegis of Ministry of Defence for receiving and processing
inden's of defence and civil indentors directly from suppliers abroad. Only
such ndents would be cross mandated to the Supply Wing as are of
urgen'|operational nature or where efforts to place orders on foreign sup-
pliers directly from India have failed. The Cell would also maintain data
bank on information regarding latest prices, market| trends etc. The Supply
Wing, London would conseguently be converted into ; Liaison CeB!
Directorate with a staff of about 20 people. The LiaisonDirectorate in
London would undertake market surveys and analysis of all specified
items and would be sending monthly reports to the two Cells in the respec-
tive Ministries in India, and render such assistance as mav be required in
locating sources of supply of obsolete items or such other items which the
indenting cells have failed to obtain. It would also undertake inspection of
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stores if so0 required and monitor the contracts on request in case of break-
down of commumications between the indentors in India and the foreign
suppliers.

1.38. The Comvnittee observe from the foregoing that the objective of
transferring the control of the Supply Wing from the Ministry of Supply
to the Ministry of External Affairs has not been achieved and that it has
in no way resuited in smy improvement in the efficiency of the Supply
Wing.

1.39. The evidence tendered before the Committee has revealed basic
divergence of views between the Ministry of External Affairs and the
MimstryoiDefencemthregmdtoﬁeiutm'esetupoftheSupplmeg.
The Ministry of External Affairs consider it necessary to divest the Sop-
ply Wing of all functions with regard to placements of indents, their
monitoring etc. which they feel can be better handled by the indentors
themselves in India through the mechanism of the Foreign Stores Procure-
ment Cell referred to above. The Ministry of Defence who initially wel-
comed the proposal, have found on detailed examination that “creation ef
such a coordination Cell would unnecessarily introduce an additional level
of scrutiny resulting in further delay. The creation of such a Cell would,
therefore, be redundant.”

1.40 In view of the dissatisfaction voiced by the Chiels of Staff Com-
mittee about the present arrangements and also considering that over 98
per cent of stores procured through Supply Wing, London are defemce
stores, the Committee are of the opinion that it would be desirable if the
Ministry of Defence themselves assume responsibility for their procure-
'ment from abroad. The question that needs to be considered is to what
(extent these functions can be discharged through the mechanism of the
Foreign Stores Procurement Cell proposed to be set up under the aegis of
the Ministry of Defence so that the Supply Wing in London can be divesied
pf all such jobs which can better be done in India. The Committee desire
fthat a decision on the suggestion to allow the indenting Ministries t®
Feceive and process indents directly through the Coordination Cells—one
@n the Ministry of Defence and the other in the Ministry of Supply amé
l onitoring of contracts, delivery schedules, shipment schedules etc. through
iGhese Cells should be taken without further delay so as to put fo end the
@reseut state of uncertainty about the future of the Supply Wing. The
‘®ommittee would urge.that the details of transfer should be worked out
; the Committee of Secretaries and necessary reorganisation of the Supply
Wing, London effected without further loss of time. The Committee would
e to be aporised of the precise decisions taken in the matter.




. CHAPTER II |
DELAYS IN PROCUREMENT OF STORES

2.1 In the purchase of stores, the Supply Wing follows the Policy and
Procedure Rules, 1975 laid down by the Department of Supply, the guiding
principle of which is timely procurement consistent with economy in
expenditure, The Committee desired to know whether the Ministry of Ex-
ternal Affairs had issued any guidelines regarding purchase procedure to
be followed by the Supply Wing after its takeover in April 1975. The
Ministry have stated: -

“The Cabinet Secretariat while transferring the budgetary and
administrative control of ISM London to the Ministry of
External Affairs had laid down in May 1975 that the rules of
procedures and orders rtgulating the exercise of purchase
powers in 1975 by the Department of Supply would continue
to be operative and that no changes would be made except
with the specific prior approval of the Ministry of Finance.

In view of the above, no fresh guidelines were required to be issusd
by the Ministry of External Affairs.”

2.2. The purchase activities of the Supply Wing for the years 1976-77
to 1978-79 were: i

A

—

Year No. of No. of Total No. of Value of No. of No. of
indents  indents of con- con- indents in-
outstand~ received Columns t:acts tracts  disposed dents
ing as  during 2 and placed placed of carried
on 1st theyear 3 forward
April '

(a) (b)
£ Rs.in
million crores

1976-77 . 2336 6148 8484 - 7322 22-06 55-30 6055 2429

1977-78 . 2429 6183 8612 7032 33°62 53-79 6299 2313

1978-79 . . 2313 4831 7144 6021 49-23  78- 77 5022 2122

2.3. The audit had test checked 416 contracts valued at £ 14.5 million
(Rs. 22.45 crores) pertaining to the period October 1977 to September
1978. These contracts included 326 high value contracts (each value of

18
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£7500 or more) valued at £13.72 million (Rs, 21.93 crores) and 90
low valued contracts valued at £0.33 million (Rs, 0.52 crores). The time
taken by the Supply Wing finalising these contracts was upto 4 months in
153 contracts and 4 months to over one year in the remaining 263 cases.

Reasons for delays in procurement of stores

24 A§ked whether the reasons for delays in finalising the contracts had
been identified and if so, what steps had been taken to reduce such delays,
the Ministry of Externa] Affairs have stated:

“Yes, the reasons for delays in finalising the contracts have been
identified. = These are:

(i) Faulty indenting and procedural errors on the part of indents
in India and

(ii) Poor alround coordination

Such delays will be substantially minimised once the Coordinating
Cell becomes fully functional.”

2.5 However, the Ministry of Defence have stated* in this regard:

“While there might be some odd cases of faulty indenting but the
delays in finalisation of contracts are primarily due to lack of
expertise in the Supply Wing, London to understand the criti-
cality of Defence requirements.”

(a) Delays in calling for quotations

2.6 The Audit Para reveals that in 192 out of 416 cases, delays. of one
month or more occurred even in inviting quotations; the delay was 1 to 3
months in 157 cases, 3 to 6 months in 24 cases and 6 to 12 months in 11
cases. Such delays were attributed to time taken in locating the sources
of supply and processing the indents. In 120 out of 192 cases, stores were
to be procured from specified proprietary firms on the basis of proprietary
article certificates issued by the indentors in their favour. Normally there
should be no delay in inviting tenders. In these cases, the Supply Wing
attributed (February 1980) the delays to inadequate and inexperienced
staff. As quotations were to be called for proprietary articles from the
specified firms only, the Committee wanted to know the reasons for delay
in such cases. The Ministry of External Affairs replied:

“The delay in calling for such quotations has been due mainly to
the additional and excessive workload which had accrued to

—— — o —— e S ——— — i nn

*Not vetted in Audit.
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the Supply Wing due to procedural errors in indenting leading
to avoidable but protracted correspondence; this had hindered
effective discharge of Supply Wing's legitimate functioning.”

2.7. Asked whether the Government were convinced that the delays
were due to inadequate and inexperienced staff, the Ministry stated:

“All officers posted to the Supply Wing are selected by the Minis-
tries of Supply and Defence, keeping in mind the working re-
quirements of the Supply Wing London. Some of the officials
manning the Supply Wing are from the IFS(B). Keeping in
mind the Supply Wing’s repeated requests for qualitative,
technical improvement of staff, a review is under way on the
necessity of substituting IFS(B) personnel by technically
qualified personnel with purchase experience.”

(b) Delays due to back ;eferemes to indentors

2.8. Audit has also stated that out of the 416 cases scrutinised, back
references to the indentors had to be made on technical matters in 100 cases.
In this connection, the Secretary, Ministry of External Affairs stated:

“If an indent comes to the ISM, we take it that it will be complete
in all respects. 1If it is complete in all respects, then it can be
processed through different stages. Unfortunately, as the audit
hag pointed out, there were a number of faults discovered in
the indents. Therefore very often, many of the indents had to
be returned back to the indentors for correcting the mistakes.
That means the processing of one indent is dealt with at several
stages over and over again. In fact, it has increased the burden
on the staff of the ISM.”

T .
" 29. Tt was further noticed in test-check in audit that in a number of
indents the indentors had not indicated certain essentia]l information and
such frequent references to indentors become necessary on the above
counts thereby retarding the procurement process.

In this connection, the Ministry of External Affairs have informed the
Committee that the system of EDP sheets to accompany all indents, intro-
duced recently ensures that indents are complete in respect of all the
‘relevant information. The Minister (Supply) High Commissoin in London
further stated in evidence:

“The moment an indent is received, there are various items which
we check as for instance, whether the last purchase price has
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been given etc. Then very often they say that a copy of the
agents’ quotation is enclosed. But we find very often, it is
not enclosed. SO, we have got a standard form. I believe,
the audit report itself has given this figure. The instances
where the last purchase price was not given were 101 out of
165 cases amounting to 61 per cent. Where a previous
reference was not given amounts to 76 cases out of 130 cases
' repre'senting_ 58 per cent. Probably source of supply was not
mentioned—17 out of 14 cases amounting to 70 per cent.
Instances where indent estimate was not provided were 30 out
of 35 cases. Basis thereof were not mentioned—83 out of
129 cases amounting to 64 per cent. Instances where drawings
and specifications not mentioned were 60 out of 74 cascs amount-
ing to 81 per cent. Without complete technical details were
'32 out of 41 cases.”

2.10. Asked whether this did not indicate that there was something
inherently wrong with the system that they were pursuing, the foreign Sec-
retary replied:

“I must confess that it ig so.”

To a question why the Ministry could not rectify the defects during the
last seven years, the witness replied:

“This is one of the reasons why we feel that in fact, a good deal of
work which is now being done in London could be done in
India itself by transferring a good deal of work from London
to India.” '

2.11. The Committee desired to be furnished the details of indents which
were found to be incomp'ete in one respect or the other during each of the
last 3 years and the percentage thereof to the total number of indents
Flaced on the Supply Wing. The Ministry of External Affairs have stated:

“It has not been possible for the Supply Wing, London to compile
the relevant data for a period of 3 years as it is a very laborious
and time consuming job. They bave, however, furnished in-
formation for the month of January for each of the years 1979,
1980 & 1981. Compilation of this data involved examination
of 1029 files by 5 different Directorates and took them 4
working days, suspending all other indent/centract work.



22
The information furnished is ag follows:—

Month [ Year Total Total Total Perecen—
number number numhber tage of
of i~  of in—- of back (B) to

dents complete- references (A)
received indent

made

(A) ¢:)) (9]
Jan., 1979 . . . . 607 159 159 26
Jan., 1980 . . . . . 238 62 62 26

Jan., 1981 . . . . . . 184 43 43 23

It may be seen by projection from the above statistics that the per-
centage of the incomplete indents received by them is 25 per
cent approximately.”

2.12. Referring to the high pendency of gver 2000 indents every year,
the Committee enquired during evidence about the steps taken to reduce
the number of such carry forward indents. The Minister (Supply) in the
Indian High Commission stated:

“We can never arrive at a sftuation where there would be cent per-

cent execution of all the indents that we received.:..But it is

“directly related to the quantum of work which can be practically

attempted successfully. My information is that in the DGS&D

a purchase unit, which consists of six people, is employed to
handle 18 indents per annumi.”

2.13. The representative of the DGS&D, however, intervened to say that
the position was not factually correct because apart from ad hoc indents,
they were also required to enter into rate contracts, running contracts etc.
The Minister (Supply) clarified:

“Foreign Service Inspectors’ team in 1974 had carried out this ins-
pection and they had said that we will go by the norms  of
DGS&D, which is 180 indents per unit....Assuming my in-
formation is correct that 180 indents per year per purchasing
unit being the norm, each unit being of six people, I should
have 75 people dealing with the purchase operations alone. I
have increased it from 180 to 200, although officers: may say
it is not practicable. On the basis of that, my requirement
comes to 67 bodies out of which the number is 23. .. .If vari-
ous proposals of streamlining and nationalisation are commen-
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dable and necessary, and some of them I have initiated myself
there will be redutcion of the burden. But so long as this
does not actually come into effect, my persona] assessment
would be that I need 101 bodies for the entire gamut of opera-
tions required for the Supply Mission.”

2.14. In reply to a question as to how many of the staff had purchase
experience, the Minister (Supply) stated:

“So far as officers with purchase experience are concerned, we have
ten people in the Purchase Directorate, Marine Engincers has
got 3; Vehicles and Armaments 2, Electricals and Electronics
2; C & I—nil and computers cell has got four. .. .Out of the
85 people, I am having 23 people with purchase experience.
It is not necessary that all of them have purchase experience
because quite a few of them are Stenographers. They are drawn
from IFS(B). In the light of my experience in the last one
year, my own assessment is since we came down to 85, there
is no reduction in the workload.”

2.15. Asked about the output of the inspection officers, the Minister
(Supply) stated:— i

“The output has been steadily increasing through the years, although
there is decline in the number of officers I have had. In 1977-
78 each technica] officers did 44.4 inspections, in 1978-79, 83;
in 1979-80—68; in 1980-81—78 and the latest 1981.82 it
would go up to 86 per year per man. ... This, I think, is a load
which hag got to be recognised and appreciated and I really feel
Inspection Wing has got to be strengtened, Unless we take a
decision that below a certain limit, inspection will not be neces-
sary at all.”

2.16. Asked to state how far it was justified to prune the staff when the
number of indents had been increasing, the Foreign Secretary stated:

“I have been putting that question to myself. It seems to me that
we did take a decision to prune the staff of ISM; but it was not
done without any consultation. We did consult all the user-
Ministries and asked them how they felt about it. So. the

decision to cut the staff was taken, again, by a meeting con-
‘ vented by the Cabinet Secretariat, in which all the Secretaries
who were involved, took part A decision was taken and it was
implemented. Then came e question of the quality of staff.
I regret to say that the corresponding steps which should have
been taken, viz, for the improvement of the indenting system
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and others which the Audit has quite rightly pointed out, have
not-been taken. So, we have to go back to the question as soon
- as we get the signal.

The second problem of quality of staff is very important. As you
are aware, many of these so-called locally employed staff-and
they constitute a fairly large bulk of ISM’s staff viz, 33 out of
$9—cannot be considered to be of the highest calibre.”

2.17 In reply to a further question about the reasons for their inability
to find adequately qualified staff through local recruitment particularly in
view of the large Indian community in Britain and whether this did not
indicate that there was something wrong with the recruitment policy, the
Foreign Secretary stated:—

“It is a combiantion of both. First of all the salaries that we pay
are below the market salaries. As a result, we don’t neces-
sarily attract the kind of talent which is required.”

(c) Delay due to Inadequacy of Foreign Exchange

2.18 The audit para has pointed out that in another 110 cases, back
references were made because the foreign exchange estimated and provided
by the indentors was found inadequate, even though these cases were cover-
<d under the Supply Wing’s powers to exceed such provisions by 50 per cent
in Defence indents and 10 per cent in Civil indents (subject to an overall
limit of Rs. 5 lakhs in respect of each indent) without referring the matter
back to the indentors.

2.19 Asked about the reasons for making back references to the inden-
tors particularly when the inadequate foreign exchange estimate could be

covered under the Supply Wing’s powers, the Ministry of External Affairs
have stated: -

“The factua] position has been ascertained from the Supply Wing.
In a large number of cases the indentors based their estimates
either on contracts/supplies made very far back in time or
purely on an adhoc basis. Against this when the quotations
are received by ISM(L), the price. as offered, works out well

beyond the delegated powers, a back reference by ISM(L) to
the indentors becomes inevitable.”

2.20 Audit para pointed out that in 45 cascs even after the foreign
exchange was released, the more process of floating the indent was delayed
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by. one to more than six months. Giving reasons for delay in floating the
indent, the Ministry of External Affairs have stated:

“Price quotations usually have limited time validity. Delays in
floating tenders have sometimes occured even after getting a
sanction for additional release of foreign exchange, because by
that time the estimated prices for which additional foreign ex-~
change has been calculated, were no longer valid, having escala-
ted further. In some cases, since foreign excange releases are
made in terms of Indian Rupees, variations in exchange rate
have made the additional releases inadequate. This was mainly
because no single agency exists in Indla to coordinate and ex-
pedite all such issues.”

2.21 Duwring evidence the Committee desired to know about the steps
taken to simplify the procedure for release foreign exchange so as to mini-
mise delays in procurement of stores from abroad. The representative of
the Ministry of Finance (Deptt. of Economic Affairs) stated:

“Foreign Exchange work is handled by and large by Defence people
themselves. Delegation upto a limit is there. Tt is Rs. 25
lakhs per case. Public Sector undertakings under Defence
Ministry’s control however get bulk allocation each year for
meeting import of raw materials and components for production
purposes and it is 75 per cent of the actual utilisation in any
of the two previous years whichever is higher.”

2.22 In a further note* on the subject, the Ministry of External Affairs
have stated: .

“Prior to placement of indents, the following actions are taken by
the Service Headquarters:—

(i) The requirement of varioug items is estimated;

(ii) Clearance from import angle is obtained from DGTD, DG
‘or other technical authorities;

(iii) The likely cost of the items is estimated on the basis of last
procurement price, catalogue price plus escalation at the rate
of 10 per cent per annum/professional officer’s valuation
(POV); and

(iv) on the basis of the cost so estimated release of the requisite
foreign exchange is sought for from the Ministry of Defence

——— s s e

*Not vetted in Aucht
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or Department of Economic Affairs, ag the case may be.
(Till recently, the power for release of foreign exchange dele-
gated to the Ministries by the Department of Economic
Affairs was Rs, 15 lakhs per case at the level of Secretary
and Rs. 10 lakhs per case at the level of Joint Secretary.
These powers have since been revised to Rs. 25 lakhs per

case at Secretary’s level and Rs. 15 lakhs at Joint Secretary’s
level).

During the tender action taken by ISW(L), if the quotations receiv-
ed from the Suppliers go beyond the financia]l powers of the
Minister (Supply), viz., more than 50 per cent of the estimated
-cost of the item or Rs, 5 lakhg in respect of indent as a whole,

- the ISW (L) has to refer back the case of the indenting autho-
rity for obtaining financial sanction as well as release of addi-
tional foreign exchange. At this stage, the Services Hgrs. often
undertake a review of their requirement in order to see whether
it can be curtailed or dropped altogether. After the require-
ment has been reassessed, the process of obtaining financial
sanction/foreign exchange clearance has to be undertaken all
over again.

In the light of the position stated above, it will bz seen that the pro-
cess of release of additional foreign exchrnge does take some
time. However, in cases where the requirements. are urgent, or
where the offers are time-bound, all efforts are made to reduce
the time taken in reviewing the requirement and obtaining the

_ release of additional foreign exchange by moving the relevant

files by hand and classifying them as ‘OP Immediate’/*Time-
Bound.’

2.23 Enquired whether any decision had been taken on the suggestion
of Supply Wing for raising its powers to meet the foreign exchange require-
ments from 50 to 75 per cent in Defence indents, from 10 to 33 1|3 per
cent in Civil indents and from Rs. 5 lakhs to Rs. 15 lakhg in overall limit,
the Ministry of External Affairs have stated: '

“This matter is under the consideration of the Committee of Secre-
taries, keeping in mind the reduced foreign exchange powers
that will be required by ISM Lond~, once the Coordination
Cell becomes functional in New Delhi.” -
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(d) Financia] implications of delays in procurement

2.24 Specific instances of extra expenditure arising out of delays in
finalisation of contracts have been mentioned from time to time in the Audit
Reports of the Comptroller and Auditor General of India in the past. In
the present test-check in audit, 20 cases were noticed involving extra ex-
peanditure amounting to over £74,000 (Rs, 11.88 lakhs) on account of
revision of quotations by firms because of delays from over 4 months to
over 2 years in procurement action for various reasons. The Committee
desired to know whether these cases of delays had been examined in detail.
‘The Ministry of External Affairs have stated:

“Cases of delay in procurement involving extra expenditurc of Rs.
11.88 lakhs are twenty in number. Of these, Audit had exa-
mined in detail only four cases stated to be involving extra
expenditure to the extent of Rs. 3.21 lakhs. 1In all four cases,
the issues raised relate to action/comments by the indentors
‘which are being obtained. In general for other cases also
delays have been on account of incorrect/outdated estimation
of prices, non-finalisation of contracts within the validity period
of the price quotation on account of delays by indentors in
providing requisite foreign exchange., None of these cascs re-
late to those areas where any extra expenditure could be attri-
buted to the delays by the Supply Wing.

A number of uniform contractual formats specifying uniform terms
and conditions for the different categories of stores, are being
devised in consultation with the Ministry of Supply and other
relevant Ministries. It is expected that such standardised con-
tractual formats will obviate cases of delayed procurements
resulting in extra expenditure.”

2.25 It was noticed in Audit that often there were wide variations in
the prices estimated by indentors and those actually secured, far exceeding
the prescribed limits. The Committee enquired whether the cases of wide
variations in the prices had been examined and if so, what steps had been
taken tn ensure more accurate estimates, The Ministry of External Affairs
have stated:

“Such cases have been examined. It has been found that such varia-
tions have occurred only where indentors have failed to take
advantage of limited time quotations or have based their esti-
mates on outdated prices which mainly pertained to new items
of procurement. The rapid and unprecedented escalation of

843 LS—3
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prices in the world market particularly Britain in the recent
years has contributed to these variations. While every care' is
taken to ensure accurate estimate of prices in foreign exchange,
it may be difficult to eliminate variations altogether in view of
the growing inflation.”

The Ministry of Defence have added:

“The prices indicated in the indents are based on the last purchase
price enhanced by 10 percent per year on account of escalation.”

2.26 In this connection, the representative of the Ministry of Defence
stated during evidence:

‘....the items which were bought in the past were being ordered
for the first time for which we placed our orders as a matter
of fact, five or six years ago, Under the present dispensation,

. we escalate the price at the rate of 10 per cent per annum.
In short, if these were purchased five years ago, then, we
would escalate these by fifty per cent or a little more than
that, We have now realised that this basis is quite unrealistic,
particularly, in the background of the high inflationary situ-
ation in the UK. and elsewhere in Europe. So, that is one
important factor. Then, there would be items which would be
bought for the first time. Here, we have to make an assess-
ment on the basis of their valuation which has been done by
the professional officers, They do try to assess what is the
equipment and what is it made of and what is the amount of
skills that has gone into this. On the basis of their background
and technical knowledge, they try to assess the price, These
are the people who do that. They are not conversant with the

situation abroad. They are also not aware of the pricing policies
of the firms abroad.”

2.27 Elaborating the point further, lhe Minister (Supply), Indian High
Commission in London stated:

“Basically these are the items which are of the category of obsolete
equipment, It is not always the prime manufacturer who has
them. If he has them he has committed them to his require-
ments or for a major supplier to whom he is catering. Very
often we come across a situation that they are available with
stockists, And, Sir, stockists are there in the market to make
money. Sometimes they buy from the prime manufacturer
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and keep stores with them and at the time the Supply Mission
goes in the market and they know it is an urgent item then
they dictate their terms. It is an opportunity cost.”

2.28. The Committee find that of an average of 8080 indents during
the three year period 1976-77 to 1978-79 received by|pending with the
Supply Wing, as many as 2288 indents have had to be carried forward at
the end of the year. A test-check in audit has revealed that out of 416
contracts examined by audit, only 153 contracts could be finalised within
four months while the remaining 263 took between four months to over
one year to materialise,

2.29 The information made available to the Committee has brought
out the following disturbing aspects:

(i) There have been delays even in the matter of calling for

quotations in respect ol proprietary articles which are to be
obtained from specified firms only. The delays have been
attributed mainly to the additional and excessive workload
which bas accrued to the Supply Wing due to procedural
errors in indenting leading to avoidable but protracted corres-
pondence.

(ii) In a large number of cases, back references had to be made to

the indentors on technical matters since the indents were not
complete in all respects. Some of the common lacunae noticed
are—last purchase price not mentioned; previous references
and probable sources of supply not given, basis for estimate,
drawings and specifications and other technical details, pro-
prietary article certificate not furnished etc. etc,

A sample study made by the Ministry at the instance of the Com~

mittee shows that the percentage of incomplete indents ran-
ged between 23 to 26 per cent of the number of indents
received during the months of January 1979, 1980 and 1981,
i.e. on a average 25 per cent of the indents were lacking in
necessary details. This involves processing of one indent at
several stages over and over again thereby increasing the
burden on the staff of the Supply Wing.

(iii) Delays in getting the necessary foreign exchange released

have also been found responsible for delays in processing the
indents, In a large number of cases, indentors base their
estimates either on contracts|supplies made very far back in
time or purely o nad hoc basis, Back references to the inden-
tors in such cases becomes inevitable. '
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2.30 According to the Ministry of External Affairs, the delays in
finalisation of contracts are due to guilty indenting and procedural errors
on the part of indentors in India and poor all-round coordination. Dis-
agreeing with this analysis, the Ministry of Defence have opined that while
there might be some odd causes of faulty indenting, the delays in finalisa-
tion of contracts are primarily due to lack of expertise m the Supply Wing,
London to understand the criticality of Defence requirements.

2.31 The Committee are concerned to find that even though the
various deficiencies noticed by Audit were reported to the Ministries of
External Affairs and Defence in October, 1979 and again in April, 1980,
there has been no improvement in the situation A further stady made by
audit in respect of 216 contracts during February-July, 1980 revealed that
the same deficiencies were mostly persisting. This underscores the
imperative need for revamping the organisational set up of the Supply Wing.

2.32 It is disconcerting for the Committee to note that over 2200
out of an average of 8000 indents received every year by the Supply Wing
to be carried forward for want of experienced and qualified staff, repeated
requests of the Supply Wing for qualitative and technical improvement of
the staff have elicited the belated response that “a review is under way on
the necessity of substituting IFS(B) personnel by technically qualified
personnel with purchase experience.”

2.33 The Committee stress that while effecting changes in the organi-
sational set up of the Supply Wing on lines proposed in the earlier para-
graphs, the Ministry should keep this aspect fully in view and provide the
Supply Wing with the requisite qualified staff to enable it to discharge the
role and functions that may be assigned to it in the revised set up.

2.34 The Committee understand that the question of raising the powers
of the Supply Wing to meet the foreign exchange requirements from 50 to
76 per cent in Defence indents and from 10 to 33 1|3 per cent in Civil |
indents and from Rs. § lakhs to Rs. 15 lakhs as the overall limit is under
consideration of the Committee of Secretaries. As this question is linked
with the question of future set up of the Supply Wing, the desirability]|
necessity of raising the powers of the context of the changes contemplated
in its set up. The Committee expect that decision in the matter would be
taken keeping in view the need for aliminating delays in release of foreign
exchange which account for inordinate delays in procurement of stores in
a large number of cases.

2.35 The test-check in audit has revealed that extra expenditure to
the tupe of Rs. 11.88 lakhs had to be incurred in 20 cases on account of
revision of quotations by firms because of delays from over 4 months to
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over 2 years in procurement action for various reasons. The Committee
have no doubt in their mind that the number of such cases and the finan-
cial implications of delays involved in processing the indents are much
more than have come to surface. The Committee would like to point out
that apart irom the direct financial implications of delayed procurement
action, a more disturbing aspect of the situation is the natural tendemncy
on the part of the suppliers to jack up prices so as to provide a cushion
- g highly inflationary situation.

2.36 The Committe find that there have been wide variations in the
prices estimated by indentors and those actually secured. In the ease of
large value items such as air-craft-spares, the price differential was found
to be as high 215 per cent in case of aeronautical engineering stores it
was 184 per cent in case of engineering stores it was 227 per cent while in
case of refrigeration and airconditioning spares it was as high as 376 per
cent.

2.37. The Committee regret to observed in this connection that there
is no organised system in the Supply Wing to evaluate the reasonableness
of the prices quoted. The Committee urge that the matter should be
looked into without delay and necessary action taken to remove this defi-
ciency in the system. The Committee expect that adequate and properly
- qualified staff would be provided to the Supply Wing to study the market
‘trends and gather relevant data for feedback to the indentors in India.



CHAPTER 111

OTHER MATTERS
(a) Classification of Indents

3.1 Audit has pointed out that 190 indents out of the 416 contracts
test checked were classified as ‘operational’ or ‘Urgent’, However out of
these 190 contracts, 116 contracts took more than 4 months to be finalised
(18 of them took more than one year) and in another 38 cases there was
delay of 1 to 12 months in inviting quotations. In this connection, the
Supply Wing stated in December, 1978 that majority of the indents recei-
ved by it were marked indiscriminately as operational and that it was

virtually impossible to accord priority to all of them because of the limited
staff.

3.2 The Committee therefore desired to know. the steps taken by
the Supply Wing to avoid indiscriminate marking of priorities on indents
and whether this matter had been sorted out with the Ministry of Defence
and other indentors. The Ministry of External Affairs have stated:

e |
¢

“It is not for the Supply Wing to take any action to avoid indis-
criminate marking of priorities on indents. The Supply Wing

had, however, repeatedly pointed out this lapse to thé indent-
ing Ministries.”

3.3 In this connection, the Ministry of Defence have stated:

“In the absence of any facts and figures it is difficult to accept the
contention that priorities are marked indiscriminately, The
urgency of the requirements can be better appreciated by the
indentors and priorities are marked to meet the specific require-

32
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ments after scrutiny and consultation with technical authorities
at appropriate levels.

The coordinating cell will not be able to decide on the priority
of indents.”

3.4 During evidence, the Committee enquired as to how priorities were

fixed for processing the indents. The Minister (Supply), High Commis-
sion of India, London replied: —

“It is determined on the basis of Naval Logistics or Operationa] Or
critica] indents. . ..There are ordinary indents, and also AOG
and NL indents. At the Supply Mission, we find that in
1978-79 the percentage of AOG, NL, Immediate and Opera-
tiona] category indents, compared to the total, was 72. Im
1979-80 it was 68.6 per cent, in 1980-81 again it was 68 per
cent and in 1981-82 upto 6th October, 1981 it was 64 per cent.

The Hon, Member is right in saying that when there are a large
number of indents marked ‘critical” we are not able to get

them priority, and it upsets or normal priorities.”

‘3.5 In reply to q question if the Ministry of Defence had considered the
question of devising a suitable procedure for avoiding in discriminate mark-

ing of indents as ‘urgent’ or ‘operational’, the representative of the Ministry
stated:

“A very large number of indents have been marked operational or
immediate and this has increased the work-load. It is true that
the number of indents marked immediate or operational is
rather high though I would submit that it is coming dewn as
from 72 per cent in the year 1978-79 to 64 per cent in the year
1981-82. Even now it should be considered rather high. I
consider it necessary to explain why it becomes necessary for
us to mark large number of indents as operational immediate.
We have 5 large number of equipment, particularly aircraft and

_also weapons. In such a situation it becomes necessary for us
to ask for immediate ;support from our suppliers. In many Cases
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it is difficult to anticipate what sort of spares support would be
needed. Where the Services based on the previous experience
can easily indentify the requirement or anticipate the require-
ments, it is simple, but where they are not in a position to in-
denﬁfjr their requirements. I ~am afraid operational indents
have been raised. Thirdly, the slow pace at which we get the
supplies also encourages the Service Headquarters to mark the
indents operational. I would refer to the contract of indents
for the Air Force. These were placed between January 1980
and March 1980. I find that even after one year and six
months, 25 per cent of these indents could not be contracted.
On the other hand of the priority indents only 3.8 per cent re-
mained uncontracted. In short, the point that I am making is
that the priority indents we are able to clear in the ISM.”

3.6 In a subsequent note furnished at the instance of the Committee,
the Ministry of External Affairs have furnished the following details of the
total number of indents placed during each of the last 3 years, the number
of indents marked ‘urgent’ or ‘operational’, the average time takea in their
disposal and the reasons for delays in materialisation of supplies:

Year Total No. of  Percent- Average

No, of indents age to timec ¢

Indents marked total taken in
urgent/ indents  disposing

opera-— indonts*

tional
1978-719 . . . . . . . 4747 3424 729% 6 months
197980 . . . . ... 3476 2386  69% 7 months
1980-81 . . . . . . 3062 2081 78% 4 months
1981-82 .. . . . 194 1259 659 4 months
(upto 7-2-82). - oo 4

¢(Figures are on a random sample basis).

3.7 The reasons for delays in materialisation of supplies are—raw
material shortfalls, sub-contractor’s default, plant hold-ups, industrial action
etc. besides the unrealistic schedules of delivery indicated by the indentors in
their indents.
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3.8, In a further note regarding the steps taken by the Ministry of Def-
ence to see that the practice of indiscriminately marking the indents as
‘urgent’ or ‘operational’ is effectively curtailed, it has been state:

“The urgency of indents for operational/urgent requirements placed
by the Service Hgrs. on ISW (London) is certified at appro-
priate levels in the respective Service Hqrs. In the Army
Hgrs., the priority marking on indents is certified by Command-
ants of Depots (Brig/Col) and Dy. Directors, Ordnance
Stores, who are of the rank of Col. Instructions to this effect
are contained in the indenting procedure issued by the Ordn-
ance Services Hqrs. Operational /urgent indents are normally
placed only to meet operationally emergent requirements. Some
of the factors which govern the marking of priorities on Defence
indents are as follows:—

(i) Armed Forces have to maintain old weapon systems which
require frequent repairs, necessitating emergency procure-
ment of spares etc.; '

(ii) In respect of new items/weapons, failure patterng cannot be
forecast, as failure pattern of such items has not been stabi-
lized even in the couatry of their origin,

(iii) Quite often, suppiies against the normal indents do not mate-
rialise in time and the stocks get badly depleted, which makes
it imperative to raise the priority of the relevant indents.”

3.9 The Committee find that an inordinately high percentage of indents
placed with the Supply Wing is marked urgent|operational by the indenting
Deparmtent in the Ministry of Defence—the percentage of such indents
being 72 in 1978-79, 69 in 1979-80, 68 in 1980-81 and 65 in 1981-82.
Such indiscriminate marking of indents as urgent/cperational makes it
virtually impossible for the Supply Wing to accord priority to all of them
because of constraints of staffi. The Commttee are concerned to find ithat
~ even in such cases, the average time taken in procuring the supplies varies
~ between four to seven months. The representative of the Ministry of
. Defence, therefore, argued in evidence before the Committee that one of
the reasons for the high percentage of indents marked as ‘vrgent or ope-
rational’ is the slow pace at which the supplies become available. While
 the Comumittee appreciate that in certain situations it may become nece-
ssary to meet the requirements of defence stores on an emergency basis,
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3.15. During evidence, the Committee enquired why repeated indents
were placed for the same item at short intervals and why it was not possible
to bulk such indents. The Minister (Supply) Indian High Commission,
London replied:

“There are cases where it happens. ...Ws have no adequate man-
power or system in London. As I submitted, there are thousands
of items we deal with. Immediately we get out indents, we
search our memories and see if we had purchased the item two
months or a year ago. As per prescribed orders it is the inden-
tors to bulk requirements who should submit it to us.”

3.16. Asked whether the Ministry of Defence still held the view express-
ed by them in September 1978 that bulking was a procurement function
and could more properly be undertaken by the Supp:v Wing, the represen-
tative of the Ministry stated:

“We have gone into the matter a little further. I am afraid I have
different views on the subject now....An indent is a compo-
site document. This consists of a very large number of items.
It can be just two items or more than two to three hundred
items. I have brought here a copy of an indent. This would
clarify that the possibilities of bulking are very very remote
because each indent is dedicated to a particular type
of equipment of weapons system. There might be about 100
or 150 items in one indent. It may be possible practically
to bulk about two or three of these items with another indent.
But this is like searching for a few needless in a hay stack.
And the economy that would flow from this sort of bulking of
two or three items would be more than offset by the amount of
effort which would be necessary in this regard. This is so far
as the general philosophy is concerned. Nonetheless in the
Service Headquarters various measures have been introduced
during the last one year. For example, we have introduced
a check-list and this check-list is examined at a very fairly
high level at Service Headquarters and one of the specific item
is as the possible bulking is screened and this is our duty to
ensure that not only the bulking aspect, but purchase price etc.
is examined carefully so that the burden of the Supply Mission
is reduced, so that they do not have to make unnecessary in-
quiries from us. So, we have taken steps in this direction SO

that whatever possible bulking is done.”

3.17. In this connection, the Minister (Supply), High Commission of
India, London deposed: '
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“I would submit that there is a possibility. The additional Secretary
referred to the indents having more than one items featured
in them, consequently leading to the impossible or infructuous
use of time in identifying which were the bulk items. Any
definite pronouncement can really be made only on specific
case where bulking was not done.” For instance, for the year
1978-79, we had a total number of 4757 indents, out of which
3458 indents contain items running from 1-5....In two
cases, we have more than a 1000 items each. Without g6iig
into the specific case in which bulking should have been done
but was not done, it would be difficult to say whether that
featuring js correct or not. On an annual basis, we can avoid
constant raising of indents and bulking. We in London can-
not just undertake thig task.”

3.18. Asked whether bulking of indents could be done through the
computer, the witness stated:

“These items are so numerous, it is not possible for us to code
them in London. We have embarked upon an exercise, but
it may take 5-6 years....We have 100,000 items. We asked
them, is it possible to give them code numbers? They said,
it is not possible because 100,000 items are not being repeat-
ed. Another problem is for the same item, the Air Force have
their own system and the Navy have some other system, These
are practical constraints under which we in London are opera-
ting. If a single coordinated cell or a specific cell is set up in
the Army, Navy and the Air Force, the chances of non-bulk-

ing will be minimised, if not eliminated.”

3.19. Asked whether the Ministry of Defence had carried out any study
in regard to the indents placed during the last one year with a view to find
out the possibility of bulking of indents, the Ministry of External Affairs
- replied:

“No study has been carried out by the Ministry of Defence in the
recent past with regard to the bulking of indents. There have
been a few cases in the past, where the defence indentors failed
to bulk their requirements. However, adequate care is @OW
taken by the respective Service Hgrs. to ensure that require-
ments of similar items, being procured by them, is bulked. In
the Army Hgrs., all the indents placed on ISW (London) are
routed through the Dte. of Ordnance Services and there is an
inbuilt system of bulking: In the case of Air Force, the bulk-



40

ing is done at Air Hqrs. In respect ot the Navy, bulking of
stores of similar categories like air stores, naval stores, arma-
ment stores etc. is done by the respective indentors.”

3.20. The audit paragraph has given details of three cases which together
entailed avoidable extra expenditurc to the tune of Rs. 6.14 lakhs on
account of non-bulking ol indents by the indentors.  Similar cases of
extra expenditure were reported by the C&AG in the Audit Report (De-
fence Services) for the year 1977-78, The Committee find that there
is a sharp divergence of views between the Ministry of External Affairs
and the main irdentors viz. the Ministry of Defence on this question.
While the Ministry of External Affairs are of the view that the primary
responsibility for bulking of indents is that of the indentors, the Ministry
of Defence feel that bulking of requirements is a procurement fumnction.
According to the latter, the possibilities ol bulking are very remote because
each indent is dedicated to a particular type of equipment or weapons
system and might contain 2s many as 100 to 150 items. During evidence
the representative of the Ministry of Defence expressed the view that
apart from the remote possibility of bulking o indents, “the economy
that would flow from this sort of bulking of two or three items would be
more than off-set by the amount of effort which would be necessary in
this regard.” However, instructions have been issued to the effect that
adequate care should be taken by the respective service headquarters to

ensure that requirements of similar items being procured by them are
bulked.

3.21. Considering the large variety of items and the scale of require-
ments of the Defence Services in particular, the Committee are inclined to
agree with the Ministry of External Affairs that it is not possible for the
Supply Wing to compare and tally all the items contained in about 4000
annual indents received by them and that such coordination can only be
done in India at the indentors’ end. The Committee do not see any
reason why it should not be possible for the three service headquarters to
ensure bulking of indents in respect of items which have to be procured
on an annual repetitive basis, The Committee consider that considerabld
economies can be achieved and better terms obtained from suppliers if
adequate care is taken by the indenting departments to project their require-
ments in a coordinated manner. The Committee would therefore like all
the major indentors, particularly the Ministry of Delence to ensure that
indents are not placed for the same items at too short intervals and that
the requirements of various items are bulked on an annual basis as far as

possible. The Committee would like to be apprised of the precise steps
taken in this direction and the results achieved.
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(c) Delays in inspection and Shz’pping of stores

(i) Inspection:

3.22. During May 1978 to July 1979, in 481 cases actual inspections
were conducted; in 209 cases the stores were cleared on the basis of guaran-
tees, test certificates or release notes issued by the suppliers although the
contracts had provided for it. Asked why inspection in these cases could
not be conducted, the Ministry of External Affairs have stated:

“In some cases indents placed on suppliers of good reputation and
long standing, a conscious decision had to be taken to waive
inspections in the interests of expeditious despatch of stores
coupled with the prevention of infructuous expenditures, which
could arise from the stores being stored over prolonged periods
and delays in shipment.”

3.23. In this connection, the Minister (Supply) High Commission of
India, London stated during evidence:-

“....We carry out only ‘10 per cent inspection, Where the number
is numerous we carry it only at random. Suppose after its arrival
in India it is found that there is a shortfall, or it does not con-
form to specification, or there is total or partial failure of the
contract, under the warranty clause the firm concerned has to
make good the loss.”

3.24. The Secretary, Ministry of External Affairs added:

“The requirement was that inspection had to be carried out of goods

upto a certain value and above. The limit was raised gaite con-

siderably and, in fact, it might be raised further in order to

get good supplied without any delay due to inspections. Second-

ly, inspections have been waived in the case of proprietry items

and in the case of suppliers who have a good record. In this

way, we have been able to reduce the technical staff quite con-
siderably.”

3.25. The audit para states that the issue of inspection notes on the basis

‘of guarantees, test certificates or release notes provided by the suppliers took
Lfrcum 30 to 45 days in 40 cases, 46 days to 3 months in 34 cases and more
‘than 3 months in 26 cases. In July 1980, the Supply Wing stated that delay
in issue of inspection notes in these 209 cases was due to the firms not
sending their guarantees or test certificates in time. The Committee desired
o know the remedial measures taken to ensure timely submission of guaran-
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certificates by the firms to avoid delay in issue of inspection

notes by the Supply Wing. The Ministry of External Affairs have stated:

“Most firms with whom we have contracts are extremely quality

conscious and impose very rigid quality and specification
inspection on their products. Till such time as their own pro-
ducts meet their quality requirements, the manufacturers delay
in sending a guarantee or test certificates to the Supply Wing.
It could surely be appreciated that it would be against our
interests to ask such firms to expedite submission of test
certificates at the expense of quality.”

3.26. After an in-depth study of files and records of the Supply Wing
and on the basis of detailed discussions with the concerned officers, the

team of four officers from the Ministry of External Affairs has stated in its
Reports as follows:

‘(On

It is

The

the basis of numerous complaints received from the major
suppliers and a study of many relevant files, a conclusion has
been reached by the team that after the intimation of readiness
of stores has been received by the Supply Wing, there is usually
delay of 2-3 months before the inspection of stores is actually
carried out. The resultant delay affects trade discounts, future
contractual prices and of course creates shortages in India.

pointed out that in most cases the suppliers are of international
repute who have been tried and tested over the decades by the
Supply Wing. [Experience has shown that rejections by the
Inspection, Directorate of the Supply Wing are only about 7 per
cent of the stores inspected.

team has, therefore, arrived at the conclusion that all supplies
from well established, tried and reputed dealers of international
standing, can be accepted on the basis of the supplier’ guarantee
and inspection certificates, This is for consideration of the three
Defence Wings. For contracts being entered into with new
suppliers or in case of doubt, the contract terms should speci-
fically incorporate a clause that the inspection by the Supply
Wing has to be done. This can be subject to review later, after
further discussions with suppliers and Ministry of Defence.”

(ii) Shipping

3.27. During a scrutiny in audit of payment vouchers for the period
from 1st June 1979 to 20th June 1979 it was noticed that in 442 cases
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there were delays of one month or more in arranging shipment of stores
offered by the suppliers; in 265 of these cases, the delays were over 3

months. In response to an audit query, the Supply Wing stated in Septem-
ber 1979 that the situation had. arisen due to shortage of staff.

3.28. In October, 1979, the Supply Wing made a strong plea to the
Ministry of External Affairs for strengthening the shipping staff, The Minis-
try of External Affairs had stated in October, 1980 that the delays in ship-
ment of stores occurred because shipment of all the defence stores (which
constituted bulk of the stores) was to be made only through Indian Flag
vessels or vessels not touching any port in a particular country or which
were not manned by any crew of a certain nationality; that it was also very
difficult to locate sailings for hazardous cargo; and that the Supply Wing
was being advised to arrange shipments as expeditiously as possible. The
Committee wanted to know the measures adopted to reduce delays in ship-
ment. The Ministry have stated:

“The feasibility of vesting the responsibility of despatching supplies
and locating suitable shipping vessels with acceptable flags,

crew and ports of call on the suppliers is under consideration
of Committee of Secretaries.”

3.29. Asked to indicate the present position in the matter, the Minister
(Supply), in the Indian High Commission, London stated during evidence:

“We had a shipping agent till 1976; then we decided to do it
departmently, because when the shipping agents were asked to
give their offers for continuing their service, they asked for twice
the earlier figure, At the moment, we have six persons—for
Shipping and Credit Control. .. ... . Their functions are to issu®
Call Forward letters; and before they do it, they have to refer
to the purchase order and see if the shipper is fulfilling all the
terms of the contract, and then select the ship and issue
instructions.”

3.30. Asked which of the two alternatives was more economical, he
stated:

“I believe it will not be economical. The staff is not adequate. I
have submitted a proposal to the Government in which I have
asked for 16 as against the total of 24 prior to reduction so
that I can do the shipping work and the payment work.”
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3.31. In a further note* regarding the feasibility of appointing shipping
agents with a view to getting over the difficulties in regard to shipment of
stores to India, the Ministry of External Affairs have stated:

“(a) The Ministry has examined the feasibility of appointing shipping
agents for arranging shipment of stores to India, It was found
that the agency commission being charged by the various ship-

ping agents was too high to render the proposal economically
feasible.

(b) The Shipping Corporation of India, the India Steam Ship Com-
any and the Scindia’s Steam Ship Company are the three
carriers with whom ISM London generally liaises for sea
freights; Air India under the special charter clause is the normal

agency for carrying air freight cargoes. These four companies

by and large are adequate to meet the situation in case of
normal i.e, non-hazardous and non-explosive cargoes. In cases
of hazardous cargo prolonged efforts have to be made to locate
vessels i.e. satisfying conditions prescribed by the Defence in-
dentors as a pre-requisite to the transportation of such cargoes
which therefore takes longer.

The question of vesting the responsibility of locating suitable shipping
vessels, on the suppliers, as part of the f.o.b. contracts is under
consideration by the various Ministries.

In the overall context of the reorganisation of the Supply Wing,
London and the transfer of possible items of work to the inden-
tors in India, alternative shipping arrangements at London have

been under consideration since June, 1981.
[ )

In the likely event of the Supply Wing being wound up in its present
form the quantum of shipping workload to be handled by the
Mission will diminish considerably. However, the proposed’
residual nucleus Cell in High Commission of India, London will
assist in arranging expeditious shipment of stores, wherever
necessary.”

3.32. In this connection the team of officers have observed as follows:

“Contracts entered into with the suppliers are all of f.0.b. The res-
ponsibility for arranging shipments by cea or air as per the
terms of the contract, lies with the suppliers, ’

*Not vetted in Audit, v
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Presently this work is being handled by the Shipping Directorate.
It has been observed that the Shipping Directorate take roughtly
3—6 months to locate a suitable vessel presumably because of
fewer constracts with shipping lines/agents as compared to the
suppliers. The net result of such long delays is that the Supply
Wing loses the trade discount. The goodwill of the supplier who
has to incur avoidable expenditure on storage and to wait long
periods for the reimbursement of his finances; with the result
that the supplier mark up prices for subsequent contracts. In
this connection it is worth considering that in most- cases,
defence supplies except for hazardous consignments, are air
freighted through Ajr India and critical defence stores are
periodically air lifted by special courier flights.

Under the circumstances it is suggested that the Shipping Directorate
could be phased out and finally wound up, The suppliers could
be asked directly to ship the stores to the indentors/consignees
in India, This has been' discussed with Minister (Supply) and
some major suppliers of defence equipment and has found
uniform acceptance,

The reduced Shipping Cell, could now handle only the following
two remaining items of work:

(i) In case of deviation from the shipping norms, as per terms of
contract it will give permission for shipment through non-
Indian flag vessels, after satisfying itself about the necessity.

(ii) Arrange airlifts by couriers, in view of criticality or nature of
stores, if felt necessary by them or indentors (Hazardous)
consignments fal] under this category.”

3.33. The audit para has highlighted the inordinate delays in issue of
inspection notes by the Supply Wing despite the fact that in majority of the
cases these are issued on the basis of guarantees, test certificates or release
notes provided by the suppliers.- This is again confirmed by the Report
submitted by the Team of Officers deputed by the Ministry of External
Affairs to study the functioning of the Supply Wing in September, 1981. On
the basis of numerous complaints received from the major suppliers and a
study of many relevant files, the team found that after the intimation of the
readiness of stores for inspection had been received by the Sapply Wing,
. ‘there was uswally 2 delay of 2 to 3 months before inspection of stores was
;-aMy carried ont, The resultant delay affects trade discount, future con-
. tractual prices and of course creates shortages in India. As the rejection of
stores supplied by firms of international repute who have been tried and
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tested over a period of time by the Supply Wing, is only about 7 per cent
of the stores inspected, the team has recommended that the stores can be

accepted from such suppliers on the basis of suppliers’ guarantee/inspection
certificates.

The Committee are greatly concerned over the inordinate delays in issue
of inspection notes by the Supply Wing and would like the matter to be
looked into by the Ministry with a view to taking necessary remedial
measures- They would also like to be apprised of the decision taken on the
suggestion given by the team of officers for dispensing with the inspection

requirement in respect of stores supplied by well established and reputed
concerns.

3.34. The Committee are concerned to find that it takes roughly three
to six months on the part of the Shipping Directorate of the Supply Wing
to locate suitable vessels for shipment of stores to India resulting in loss of
trade discount as well the goodwill of the supplier who has to incor avoid-
able expenditure on storage and has to wait for longer periods for reimburse-
ment of his finances, In such a situation the suppliers could aiso mark up the
prices for fresh confracts,

3.35. The Committee find that the system of appointing shipping
agents was discontinued in 1976 when it was found that the agency com-
mission being charged by the various shipping agents was too high. Since
then the work is being done departmentally. The Ministry are stated to be
of the view that the Indian carriers viz, the Shipping Corporation of Indisa,
the India Steamship Company and the Scindia Steamship Company besides
Air India are adequate for meeting the situation in case of non-hazardous
and non-explosive cargo. Difficultiegs arise in respect of hazardous cargo
when it takes longer to locate suitable vessels,

3.36. The team of officers has pointed out that in most cases the defence
supplies except hazardous consignments, are air-freighted through Air India
and critical defence stores are periodically air-lifted by special courier
flights. Since air freight will in any case, be moch more than the sea-freight,
the Committee recommend that the air lifting of Defence stores should be:
resorted to only in exceptional cases. They consider that as far as possible
Indian flag vessels should be used for all store to be imported into the country
and that with advance planning, it should be possible to locate Indian fiag
vessels for shipment or defence stores. The Committee would also urge that
the reasons for delays on the part of Shipping Directorate to locate suitable
vessels for the shipment of stores to India should be examined critically by
the team of officers and necessary steps taken to get over the problem im
consgltation with the Ministry of Shipping and Transport.
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(d) Working of Computer in Supply Wing

3.37. With a view to achieving better efficiency, a computer was installed
7n the Supply Wing in December 1976. The audit para has pointed out that
rno advance planning was done in regard to:

() the items which were to be computerised,
(ii) detailed study of the existing system to identify difficulties; and

(iii) designing of computerised system by laying down (1) functional
specifications of inputs,outputs, computer files, etc., (2) processes
or checks to be exercised by computer and those to be done
manually and (3) coding of various items like indentors, sup-
pliers, consignees, etc.

3.38. Asked whether the reasons for the computer not having served
its purpose had been identified, the Ministry have replied:

“The Government’s review has identified that restricted computer
programming and a narrow data base input linked to the com-
puter model, have limited scope for the wuse of computer’s
activities in the Supply Wing’s functions, The question of repro-
gramming and widening the data base or doing away with the
computer altogether are subject of on going review by a Com-
mittee of Secretaries.”

3.39. In reply to a question about the extent to which the computer
‘was being used for various purchase operations to improve efficiency in the
‘Supply Wing the Ministry stated:

“At the moment the computer is being used for the registration of
all indents, issue tender enquiries, registration of contracts and
issue of periodical progress reports, including reporting by
exceptions; this is in addition to ad hoc, specialised informa-
tion, retrieved to meet specific requirements of the situation
from time to time.”

3.40, During evidence the Committee enquired whether the question

-of better utilisation of the computer available with the Supply Wing had

‘been considered. The Minister (Supply), Indian High Commission, London

. -stated: '

“There was an informal look at it in August 1979 or so by the
expert of Tata Institute of Fundamental Research, He felt it
should not be taken to be a static thing and it had to keep pace
with the increasing workload. Therefore, in September - this
year, an indepth review was‘ conducted by Brig. Balasubra-
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manian who is the Director of the Directorate of the Defence
Ministry. He has proposed an augmentation of EDP of it in his
report. .. ... he has also suggested that with the introduction of
this system, we can cater to the needs of the Consular Wing.
Not only that, it can handle passport and visa work also. Then
it could cater to the requirement of the three Services. Commer-
cial intelligence can also be put on it and we can take care of
the pay rolls of the High Commission which is now being done

by outside computer.” o2
The representative of the Ministry added:

“The question of augmenting the computer facilities at London has
been considered. . .... the possibility of different models of
computer has been examined and also the approximate cost that.
it would involve, However, no action has been taken on this in
view of the overall consideration of the future functioning of
the ISW, London. The possibility of setting up here in Delhi a
coordination cell or a foreign purchases cell etc. are matters.
which are still under consideration. In view of this, nothing
has been done so far about changing the computer capability at
the ISW, London.

3.41 Asked to give his comments on the question of better utilisation.
of thig facility, the Foreign Secretary stated:

‘. The question of its future use will partly depend on whether
we commission additional programmes on the computer. ...l
think it would be a lot of waste of money, if we forget about
the computer completely and did not enhance its capacity. But
at the moment the problem is that we have an offer from a
company to say that if for instance, we were to spend £ 30,000
on the computer it would not only do the work of the ISW.
but it would also help the work of the High Commission, viz.
accounts Consular section, Information and Political Section
etc....... In a sense, we feel that we would like to spend this
money, but it would depend now on the decision we take,
whether we should continue the present system as it is or nof.
If we continue with the present system we can certainly make
use of the additional facility of computer but the question of
cost is there.”

3.42. From a perusal of the Report of Brig. A. Balasubramanian,
Director EDP Systems in the Defence Research and Development Organisa-
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tion, New Delhi made available to the Committee subsequently, the follow-
ing facts emerge: '

() Whilst the present system has been providing some periodical
reports to indentors and managers, there has not beem a signi-
ficant impact on the control of operations within ISM. The
mismatches in the manual/machine interface has been one of
the factors for such a situation, and the ISM currently “reeling”
under the reduction in staff from 114 to 85 (while it is gatheredi
that the actual strength in position is even less) and the present .
procedures do not permit of the utilisation of computer capabi-
lities to provide possible relief,

(ii) The Computer Wing finds itself loaded with routine but impor-
tant manual functions and thus lacks sufficient manpower for
coding|key ' boarding functions related to the computerised
information system. The result of all this has been that data re-
lating to contracts have presently fallen in arrears by about
8 weeks and contract amendments have not been carried out
for over 18 months and consequently any related reports from
EDP Directorate would not be up-to-date,

(iii) It would be essential that the staff responsible for operations of
the computer based information system should not get diverted
to day-to-day control functions requiring manual operations.

- (iv) Currently, the Pay Roll and Expense Recording and Analysis
system of the HCI, is being done by a service bureau outside,
costing £ 1200 per month. The Minister (Supply) had advised
in 1979, that this function could be taken over by the Computer
Wing in HCI with marginal capital expenditure. This application
ought to be brought on to the computer of the High Commission.
If necessary, the current application programme can be pur- -
chased with suitable modifications. It is understood that this
may cost around &£ 3500, Thus, there would be recurring
savings of at least £ 14,400 per annum on this application
alone. o b

(v) There is a crying need for a Computer System which will enable
(a) the building up of an integrated data base for the ISM
functions and would also (b) support build-up of data bases for
the other Wings|Departments as explained with inter-active
capabilities for providing fast response,
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This system would also support batch applications relating to the
pay roll, budgeting, inventories, statistical reports etc- for the
High Commission.

3.43. Some of the important recommendations contained in the report
are:

(i) HCI should set up an Integrated Indent Progress Oom‘.rol
system for use by the Supply Wing. The system would facilitate
Interactive working from the various purchase Directorates
and the Shipping Directorate,

(ii) The system should also ‘support the Consular, Science and
Defence Wings for Interactive Information processing.

(iii) The system should support other functions in the HCI as
Accounts, P&M, Library, etc, on a batch basis.

(iv) System support for Data Base creation, codification etc. should
be obtained from the EDP Directorates in India in the DRDO,
Defence Services, National Information Centre.

3.44, The January 1981 Comprehensive Report on the functioning of
the Supply Wing, London, inter-alia, contained suggestions on the re-location
of the Computer Cell in India. This is being considered by the
Committee of Secretaries. The acceptability of the suggestions in the Report
of .the Director, EDP System depends on the final decision taken on the
Comprehensive Report regarding the continuance or otherwise of the Supply
Mission in London. Further action can be taken on the reports, only after
a consensus"has been reached between all the user Ministries, Many inter-
ministerial meetings have been held to iron out the various differences of
opinion. Currently, Ministry of Defence is preparing a paper incorporating
the coordinated views on the subject of the three Services Headquarters.

As per the latest directives of the Committee of Secretaries, user Minis-

tries are studying the implications of the alternatives suggested with reference
to their own special problems.

It is hoped that the final decision will be taken as soon as Ministry of

Defence have arrived at an agreed viewpoint with the Ministry of External
Affairs and Department of Supply.

3.45. A computer (cost—Rs 12.91 lakhs) was installed in the Supply
Wing in December 1976 with a view to achieving better efficiency in the
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processing of indents. Audit have, however, pointed out that no advaace
planning was done with regard to items which were to be computerised nor
any detailed study was made to identify the difficulties. What is still worse
is that no efforts were made to codify the various items to lay down in
» .vance the functional specnﬁcatwns and the processes or checks to be
exercised by computer and those to be done manually. Even the System
Analysts, programmers and computer operator were posted as late as in
August, 1977, January 1978 and July 1978 respectively. The Director EDP
Systems in the Defence Research and Development Organisation in this
report (September 1981) on the functioning of the computer in the Supply
‘Wing, London has pointed out that the computer is at present loaded with
routine, though important, functions and sufficient manpower has not been
provided for coding|key boarding functions related to the computerised
information system with the result that the data relating to the contracts
'have fallen in arrears, Contract amendments have not been carried out for
over 18 months and consequently related reports from the EDP Directorate
would not be up-to-date. The Report has emphasised the need for a com-
‘puter system which will enable the building up of an integrated data base
for the Supply Wing functions as well as for other wing|departments of the
Indian High Commission. It has therefore been recommended that the High
Commiission should set up an integrated indent progress control system for
use by the Supply Wing and that the computer should also support the
Consular, Science and Defence Wings of the High Commission, It has fur-
‘ther been recommended that other functions in the High Commission such
as accoumts, pay rolls, library etc. should be computerised. The Committee
were given to understand during evidence that action on the report has been
pended in view of the on-going review with regard to the overall functioning
.of the Supply Wing. In a subsequent note, the Ministry have informed the
‘Committee that the Comprehensive report on the functioning of the Supply
Wink, London (January, 1981) inter alia contained suggestions on the re-
‘location of the Computer Cell in India is being considered by the Committee
of Secretaries and that the Ministry of Defence are preparing paper incor-
porating the coordinated views of the three Services Headquarters on this

subject . The Committee would like to be aprised of the decision taken i=
‘the matter.”

3.46. The Committee note with concern that currently the pay roll and
expense recording and analysis system of the Indian High Commission in
London is being got done by a service bureaw outside at a cost of £ 1200
per month, As early ag in 1979, the Minister (Supply) Indian High Com-
~ission, London had suoggested that this function should be taken over by
“the Computer Wing with some marginal captial expenditure of around
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£ 3500.Thus, there would be recurring savings of atleast £ 14400 per
annum on this application alone.

3.47. The Committee consider it extremely unfortunate that the compu-
ter facility procured at conmsiderable cost has been allowed to be grossly
under-utilised over the last six years, In the meantime, an extra expenditure
of £ 14400 (Rs. 2.5 lakhs approx.) per annum is being incurred on pay
roll and expense recording of the High Commission by obtaining the services
of an outside body. The Committee desire that the matter should be
reviewed without further loss of time so as to ensure that the computer
facility available in the Supply Wing is put to the optimum use.

NEW DELHI SATISH AGARWAL
July 8, 1982 Chairman_

Asadha 17, 1904 (S) Public Accounts Committee.-




APPENDIX I

AUDIT PARAGRAPH 23 OF THE ADVANCE REPORT OF THE
N C&AG OF INDIA FOR THE YEAR 1979-80, UNION
GOVERNMENT (CIVIL),

23. Purchase operations of the Supply Wing in the High Commission im
London,

1. Introduction

1.1 The Supply Wing of the High Commission of India, London (here-~-
after referred to as the Supply Wing) functions under the administrative
control of the Ministry of External Affairs since April 1975 apd it makes.
purchases for the Government of India, State Governments, certain auto--
nomous bodies, etc. and, infer alia, arranges for the inspection of stores and’
their shipment. Its over-all charge vests in the Director-General, who is.
assisted by 2 Deputy Directors-General and 7 Directors. The Chief Ac-
counting Officer of the High Commission acts as the Fimancial Adviser of
the Supply Wing. ‘- In 1978-79, it had a total sanctioned strength of 114
officers and junior staff; the expenditure incurred thereon during the years
1976-77, 1977-78 and 1978-79 was £0.49 million (Rs. 78.4 lakhs),”
£0.48 million (Rs. 76.8) lakhs) and £0.53 million (Rs. 84.80 lakhs)

Tespectively,

1.2 The Supply Wing purchases stores, which, inter alia, include

-phisticated machinery, Defence equipment and maintenance spares. I

Tecent years more than 90 per cent of these stores represented Defence

R TREs B '!?f. \ "‘—1 X E

purchases.
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In the purchase of stores, the Supply Wing follows the Policy and
Procedure Rules, 1975 laid down by the Department of Supply, the guid-
ing principle of which is timely procurement consistent with economy in.

expenditure.

416 contracts valued at £14.05 million (Rs. 22.45 crores) pertaining,
to the period October 1977 to September 1978 were test-checked in audit;
these included 326 high value contracts (each of value of £ 7500 or more)
valued at £ 13.72 milkon (Rs® 21.93 crores) and 90 low value contracts
valued at £ 0.33 million (Rs. 0.52 crore). Out of these 416 contracts,
299 contracts (72 per cent) were placed on firms in the United Kingdom
and 117 (28 per cent) on firms in other European countries, mainly,
Germany, France and Switzerland. Tender inquiries for 67 per ceat of
indents were issued exclusively to firms located in the United Kingdom.

2.1 Extent of delays—The time taken by the Supply Wing on finalising
the 416 contracts (from the date of receipt of indents) test-checked in
audit was up to 4 monthg (153 contracts), 4 to 8 minthg (156 contracts),
8 to 12 months (55 contracts) and over one year (52 contracts); contracts
(263), which took more than 4 months to be finalised, constituted 63 per
cent of the total contracts test-checked. =

Out of the 416 contracts test-checked, 190 indents were classified as-
“Opesational” or “Urgent”; out of 190, 116 contracts (61 per cent) took
more than 4 months to be finalised (18 of them took more than one year).
In 38 out of 190 indents, there were delays of 1 to 12 months in inviting .
quotations. In reply to certain audit observations in respect of delay in
finalising operational indents, the Supply Wing stated (December 1978)
that majority of the indents received by it were marked indiscriminately as
operational and that it was virtually impossible to accord priority to all of
them because of the limited staff.

2.2 Reasons for delay

(a) Delay in calling for quotations.—In 192 (out of 416) cases, delays -
of one month or more occurred even in inviting quotations; the delay was
1 to 3 months in 157 cases, 3 to 6 months in 24 cases and 6 to 12 months
in 11 cases. Such delays were attributed to time taken in locating the
sources of supply and processing the indents. In 120 out of 192 cases,
stores were to be procured from specified proprietary firms on the basis of

oprietary article certificates issued by the indentors in their favour. Nor-

y there should be no delay in inviting tenders in these cases, the Sup-

ly Wing attributed (February 1980) the delays to inadequate and in--
xperienced staff.

(b) Reference to indentors.—Out of the 416 cases somtlmsed in 100
es back references to the indentors had to be made on technical matters-
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and in 110 cases back rferences were made because the foreign-exchange
estimated and provided by the indentors was found inadequate, even
though these cases were covered under the Supply Wing’s powers to exceed
such provisions by 50 per cent in Defence indents and 10 per cent in Civil
indents (subject to an overall limit of Rs. 5 lakhs in respect of each indent)
without referring the matter back to the indentors. In 128§ cases, references
were made regarding the acceptability of the quoted price for reasons other
‘than the provision of additional foreign exchange. '
Following certain comments made by Audit (October 1979) regarding
‘the generally inadequate provision of foreign exchange and the consequent
~delays and/or cancellation of items, the Supply Wing suggested (February
1980) to the Ministry of External Affairg that the aforesaid powers vested
in the Supply Wing be enhanced from 50 to 75 per cent in Defence indents,
from 10 to 33/ per cent in Civil indents and from Rs. 5 lakhs to Rs. 15
lakhs in.overall limit. The Ministry of Externa]l Affairs stated (October
1980) that necessary action to raise the limits as above was in hand.

It was noticed in audit that often there were very wide variations in the
prices estimated by indentors and those actually secured, far exceeding the
.limits suggested above. Some conspicuous examples are given below:—

Estimated © Actual  Name of store
price price .
£ £
20.00 535.00 ] Hunter spares
25.00 160.00  Hunter spares

150.00 465.00 ]

10.71 120.41 )
50.00 240.00 } Avonspares
0-03 6.03
9.0000 2835.00 Aircraft spares
30.00 85.01
36.00 159.32 f Ejection seat equipment
3926.00 11142.22 Acronautical engineering accessories,
30.00 283.43 | Electrical stores
20.00 103.97 Electrical stores
9.77 49.50 }Instrumcntal stores
0-40 4.00
4700.00 13800.00 Engineering stores
4000.00 19058.00 Refrigerating and air-conditioning
stores
2165.00 8000.00 Evaporator spares

1027.00 10062.00 Diesel engine circulation pump
2200.00 9627.00 Propulsion spares
1877.00 12277.00 Generator sp res
1318.00 7693.00 Cooling pump
* Rs.  16027.00 Rs. 234000.00 Stabiliser gear spares
DM 47900.00 DM. 229075 Diseel engine spares
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In the context.of paragraph 19 of the Report of the Comptroller and
Auditor General for the year 1977-78: Union Government (Defence Ser-
vices) pointing out loss (Rs. 1.07 lakhs) arising out of delay in procure-
ment caused by such faulty estimates, the Ministry of Defence had stated
(January 1979) that remedial measures to avoid recurrence of similar cases
in future were being taken. The Supply Wing stated (February 1980) that

no effective remedial measureg appeared to have been devised at the inden-
tors’ end.

(c) Wanting information/documentation.—It was noticed in test-check
in audit that a number of indents the indentors had not indicated certain
essential information like:

No. of
Contracts
involved
—Last purchase price . . . . . . . . . . 165
previous reference . . . . . . . . 130
—probable sources of supply . . . . . . . . 24
—indentor‘s estimate of cost .t . . . . . . 35.
—basis for estimates . . . . . . . . . . 129
~—drawings and pecifications . . . . . I. . . . 74
—complete technical details . . . . . . . . . 41
.—properietary article certificate ) . ) . . ) . . 10

—Questation received by indentors not sent . . . . . . 13

Frequent references to indentors became necessary on the above counts,
thus, retarding the procurement process. '

3. Initial deleys of indentors.—In 40 out of the 416 cases test-checked
in audit, there were considerable delays (ranging from 2 to 6 months in
19 cases, 6 to 12 monthg in 19 cases and over 1 year in 2 cases) on the
part of the indentors in obtaining release of foreign exchange by Govern-
‘ment, after the Director General, Technical Development or other similar
technical authorities in India had given clearance regarding the non-avail-
ability of the stores from indigenous sources,

It was also noticed that in 45 cases, even after the foreign exchange was
released, the mere process of floating the indent was delayed by 1 to 3
months (31 cases), 3 to 6 months (12 cases) and more than 6 months
(2 casem\, ‘ '

!
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4. Delivery schedules—A Scrutiny of the delivery schedules as provided
in 416 contracts test-checked in audit showed that in 218 cases the time-
lag between the delivery schedule as per indent and that as per contract
was more than 3 months. (In 113 of these cases, the indents had been
classified as operational or urgent). Out of these 218 cases, in 169 the
time-lag was over 6 months and 92 of these cases were either operational or
urgent. Again, in 85 out 'of 169 cases the time-lag was even more than
one year and 49 of them were operational or urgent. In 30 out of these 1§9
cases, while the Supply Wing itself had taken less than 4 months on finalis-
ing the contracts, the delay dates as required by the indentors were post-
poned by the Supply Wing by more than 9 to 12 months on their own and
that 23 of these cases were operationa] or urgent,

From the deferment of delivery dates beyond the dates specified by
the indentors, it could be inferred that either the stores marked operational
or urgent were really not required urgently or if they werg really so requi:ed,l
their deferred procurement would have affected production or operational
requirements or which they were indented. Commenting on this aspect, the
Ministry of External Affairs stated (October 1980) that:

e In our view, twin action is necessary on the part
of indentors to remedy this situation. First, the priority marking
should not be done indiscriminately and that only such indents
which are of really a tritical and vital nature are marked opera-
tiona] or urgent. Secondly, the indentors should not give the
delivery date on a hypothetical basis but should always take
into account the feasible dates on which the firms concerned
can possibly supply the stores, keeping in view their commit-
ments to other buyers. ................. ”

5. Delays in inspection shipping and payments

(a) Inspection—During May 1978 to July 1979, in 481 cases actual
inspections were conducted; in 209 cases the stores were cleared on the
basis of guarantees, test certificates or release notes issued by the suppliers;
thus, 690 inspection notes were issued.

In 118 cases (out of 481), there were delays of more than one month

in conducting inspection; out of these, in 44 cases the delays were more

‘than 45 days but up to 3 months and in 18 cases the delays were more than
3 months. As regards 209 other cases, where no physical inspection could

be carried out although the contracts had provided for it, inspection notes on
the basis of guarantees, test certificates or releasenotes provided by the

suppliers took from 30 to 45 days in 40 cases, from 46 days to 3 months in

34 cases and more than 3 months in 26 cases. The Supply Wing stated

(February 1980 and July 1980) that though inspection was required to be
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conducted in these cases, it could not be done because of paucity of technical
(inspecting)staff which could be utilised in conducting inspection of stores
in 481 cases (value: £26.27 million) in perference to 209 cases (value
£1.90 million). The Supply Wing added (July 1980) that delay in issue

of inspection notes in 209 cases was due to the firms not sending their
guarantees or test certificates in time.

In January 1979 and again in October 1979, the Supply Wing had in-
formed the Ministry of External Affairs that unless remedial action was

taken, considerable delays in inspection were expected entailing financial
implications, The matter had not been resolved yet (October 1980).

(b) Shipping.—During a scrutiny in audit of payment vouchers (436)
for the period from 1st June 1979 to 20th June 1979, it was noticed that in
442 cases there were delays of one month or more in arranging shipment of
stores offered by the suppliers; in 265 of these cases, the delays were Over

3 months. In response to an audit query, the Supply Wing stated (Septem-
ber 1979) that the situation had arisen due to shortage of staff.

In October 1979, the Supply Wing made a strong plea to the Ministry
of External Affairs for strengthening the shipping staff. The Ministry
stated (October 1980) that the delays in shipment of stores occurred
because shipment of all the defence stores (which constituted bulk of the
stores) was to be made only through Indian Flag vessels or vessels not
touching any port in a particular country or which were not manned
by any crew of a certain nationality; that it was also very difficult
to locate sailings for hazardous cargo; and that the Supply Wing was
being advised to. arrange shipments as expeditiously as possible.

Incidentally, it was noticed (September 1979) that an amount of
£ 6370.98 (Rs. 1.02 lakhs) representing dock charges was to be recovered
from various suppliers in respect of shipments made from port ‘A’. Shortage
of staff was cited as a reason for non-recovery of dues. The Supply Wing
reported in February 1980 that £ 1749.90 had since been recovered.

(c) Pavments.—A test-check in audit of the payments m_ad_e, during the -
first 20 days of June 1979 revealed that in 473 cases the time taken for
making payment of value of stores (after -date of sh':pment) ranged from
1 month to over 3 months. (In 364 of those cases, it took more than 45
days; cut of these, 194 cases took more than 2 months).

6. Financial implications of delays in procurement.-—Speciﬁc instances
of extra expenditure arising out of delay in ﬂ.nallsatmn of contracts thslilvi
been mentioned from time to time in the Audit Reports of the Comptrolle
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and Auditor General of India [paragraph 39 of Audit Report (Civil) of
1975-76, paragraphs 30 and 31 of Defence Audit Report for 1976-77 and
paragraphs 19, 41 and 42 of Defence Audit Report for 1977-78].

In the present test-check in audit, 20 cases were noticed involving
extra expenditure amounting to over £ 74,000 (Rs. 11.88 lakhs) on
account of revision of quotations by firms because of delays (from over
4 months to cver 2 years) in procurement action for various reasons. Some
of the typical cases involving extra expenditure of Rs. 3.21 lakhs are
mentioned below.—

(i) Procurement of aircraft spares—delay in placing indents—The
Naval Headquarters directly obtained (June 1976) quotation for 1042
spares for a aircraft from a French firm ‘A’ with validity period up to 1st
September 1976. Although the quotatiop stipulated escalation in price in
case orders were placed after that date, the Naval Headquarters forwarded
10 indents to cover the above requirement to the Supply Wing only in
January 1977, August 1977 and September 1977. Ten contracts—one for
each indent—were placed after the expiry of the validity period of the
quotation (between March and November 1977) and the Supply Wing
had to agree to price escalation resulting in extra expenditure of F.F.
65088 (Rs. 1.30 lakhs).

(ii) Procurement of Lino spare parts and matrices—delay in providing
foreign exchange.—The General Manager of the Government of Indma
Press obtained a quotation in July 1977 from an Indian agent of a foreign
firm ‘B’ for pioprietary 'stores of lino spare parts and matrices. Thequota-
tion was valid up to 25th November 1977. The indent for stores together
with the quotation was sent in October 1977 to the Director General, Sup-
plies and Disposals (DGSD) for procurement. The orders of Government
of November 1976, according to which release of foreign exchange for
import of spare parts was not necessary, were withdrawn in April 1977.
The indentor was, however, not aware of this and thus, did not obtain
sanction for release of the necessary foreign exchange, The foreign exchange
was then provided for in March 1978 out of the DGSD’s quota.

Meanwhile, the firm’s quotation had expired, and in response to a tender
inquiry issued in December 1977 by the DGSD, the same firm quoted
(January 1978) a revised price which was higher by £5274 than the
quotation of July 1977. The indent was cross-mandated to the Supply
Wing in April 1978. The Supply Wing could not obtain a reduction in
price, and therefore, traced a contract for reduced quantities of stores in
August 1978 at an extra cost of £5,003 (Rs. 0.83 lakh).
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(ili) Procuremen; of spares for Gun Abbot—foreign exchange delay.—
In March 1976, the Army Headquarters sent to the Supply Wing an indent
for 39 items of spares for Gun Abbot for procurement. The indent was
not supported by foreign exchange sanction, as the prices of the spares were
net known to the Army Headquarters. The Supply Wing invited quotations
in May 1976 and in September 1976, supplier ‘D’ quoted prices for 21
jtems valid up to 14th December 1976, The Supply Wing forwarded the
offer to the Army Headquarters in September 1976 for obtaining necessary
foreign exchange. On 3rd February 1977, the supplier cancelled the offer.
In March 1977, the Army Headquarters forwarded the foreign exchange
sanction for Rs. 1.03 lakhs (£6,879). When approached again, supplier
“D’ sent a supplementary offer, with enhanced prices in respect of 3 items.
The offer wag aeccepted and 5 contract was placed on 12th December 1977
at an extra cost of £3,931 (Rs. 0.59 lakh).

In February 1979, the Ministry of Defence stated that the delays in the
release of foreign exchange were inherent in the procedures which involved
different agencies of Government,

(iv) Procurement .of helicopter spares.—The Director of Logistics Sup-
port, Naval Headquarters, New Delhi, in an indent dated 31st October 1977,
projected on the Supply Wing a requirement for certain helicopter spares
proprietary to firm ‘F’. In response to a tender enquiry (December 1977),
firm ‘F’ quoted to the Supply Wing on 17th January 1978 by telex a
price of £ 30,065 valid up to 15th February 1978. No action was, how-
ever, taken on this quotation. The indentor, in an aerogram dated 29th
April 1978 reminded the Supply Wing about the progress, but no prompt
action thereon was taken. The fact about the firm’s quotation of 17th Jan-
uary 1978 came to light only when the Supply Wing finally reminded firm
‘F’ on 4th Augus: 1978 and the firm furnished a copy of its telex dated
17th January 1978.

In response to the Supply Wing's reminder (4th August 1978), firm
‘F’ in a telex dated 7th September 1978 revised the price to £ 33,000. The
contract was placed on 26th September 1978 at the revised price. Thus,
lack of adequate care in procurement action resulted in an avoidable extra
expenditure of £ 2,935 (Rs, 0.49 lakh). The Supply Wing stated (July
1979) that the firm’s quotation dated 17th January 1978 was not received
by it, and that due to constraints of staff, the firm could not be addressed for
quotation till 4th August 1978. -

7. Likely cushions in quotations—Out of the 326 high value (each of
value £ 7.500 or more) contracts (total value: £ 13.72 million) seruti-
nised in test-check in audit, in 210 contracts (value: £ 8.92 million) the
finalisation had taken 4 months or more from the date of receipt of indents.
In 85 cases, it had taken more than 8 months.
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Qut of these 210 contracts, in 72 cases (value: £4.20 million) the
time-lag between the date of receipt of quotation and the issue of contract
was more than 4 months. (In 34 of these cases such time-lag was more
than 6 months, and in 8 of them it was over one year).

Out of 72 cases, in which there was a delay of more than 4 months
in accepting the quotations, in 13 cases (value: £ 1.78 million) the quota-
tiong contained price~variation clauses, and in 7 cases (value: £ 0.13
million) the quotations were revised upward by the suppliers due to delay
in finalising the contracts and the contracts had to be placed at higher rates.
In the remaining 52 cases (value: £ 2.29 million), in spite of delays in
accepting firms’ offers (more than 6 months in 18 cases), the quotations.
were not revised at all and the contracts were placed at the same prices as.
were quoted originally, though the market indicated distinctly inflationary
trends. In 34 out of these 52 cases, single tender inquiries had been issued
and all except a few of them were supported by proprietary article certi-
ficates issued by the indentors. (In the other 18 cases limited tender
inquiries had been issued). As mentioned earlier, most of the purchases
by the Supply Wing were made from suppliers located in the United King-
dom and the rest from neighbouring countries. In the last few years, the

price and wage indices'in the United Kingdom had been moving upward
as per details in annexure I.

In 1978, in reply to a suggestion from the Ministry of Defence that
the validity period of quotations might be got increased to 5 or 6 months
in view of the anticipated delays in providing additional foreign exchange,
resolving technical matters, etc., the Supply Wing had informed that Minis--
try as follows:—

.............. as a general practice, we ask for 60 days’ validity
at the time of issuing enquiries to the firms. In special cases
we ask for 90 days’ validity. You will agree that everyday of
validity was likely to cost extra expenditure on account of
inflation and firms would add costs keeping in view the factors
of price escalation over a longer period. 1In the circumsances,
we feel, it is neither desirable to ask the firms for long validity

periods for 5 or 6 months, nor in the best interest of Govern-
ment”.

Thus, non-revision of prices in 52 caseg cited above would imply that the
suppliers cou!d be markinz up their quotations for cushion. It was, more-
over, likely that any tendency to mark up the quotations would not have

been confined merely to those cases in which serious delays did occur, but
would have affected other cases as well.
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| The value of the ceutracts placed by the Supply Wing had been of the
order of £33.62 million (Rs. 54 crores) in 1977-78 and £ 49.23 million
(Rs. 79 crores) in 1978-79. The value of contracts for the year 1979-80
was awaited from the Supply Wing (November 1980). Even a nominal
.cushion in their quotations, considering the magnitude of the orders blaced,
would involve substantial financial implications due to delays in finalisation

-of contracts, inspection, shipping and payments. The Ministry of External
Affairs stated (October 1980) that:

............ Though the efforts of the Supply Wing in bringing
down the prices through sustained negotiations in several cases
have to be appreciated, it is felt thai they can further curtail
the delays at all stages of purchase operations, and thereby
create an atmosphere where the firms may not be forced to
paid up their prices on account of delays in placing contracts,
inspection and payments”.

8. Scrutiny of prices quoted—There was no organised system in the
*Supply Wing to scrutinise the quotations of firms to see how far they did
tepresent the market trends correctly vis-a-vis the last purchase price. In
Teply to an audit observation made in April 1978 in this regard, the Sup-
plv Wing had stated (June 1978) that index cards for the last purchase
prices were not being maintained; that indentors were instructed to indicate
last purchase prices in the indents and that in due course the computer
installed in the Supply Wing would draw out data regarding last purchase
prices. The Ministry of External Affairs, however, stated (October 1980)
tat the Supply Wing should maintain proper records for the last purchase
‘prices and scrutinise reasonableness of prices with reference to the price
indices and other rélevant data published by Governments of UK. and
-other countries concerned.

9. Non-bulking of indents—The test-check in audit revealed that in
-several cases to indentors had projected separate indents on the Supply Wing
for procurement of the same items within a short interval of each other
-and these indentc wer~ not bulked/consolidated either at the indentors’
end or in the Supply Wing. The Supply Wing stated (February 1930)
‘that the primary responsibility for bulking was that of the indentors and that
the Supply Wing had no system in this regard, considering the magnitude
and number of indents received from more than 100 indentors.

Certain instances of extra expenditure arising out of such failures were
raported in paragraph 31 (Rs.2.23 lakhs) and paragraph 42(a) (Ifs. 13.60
‘lakhs) of the Report of the Comptroller and Auditor General, Union Gov-
ernment (Defence Services) for the year 1977-78. The Ministry  of
‘Dafence had stated in that context that the provisioning procedure did not
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stipulate any analysis or study of price differential at the stage of rechecking
of requirements, but only envisaged the determination of revised require-
ments. The Audit Report had brought out that even details regarding out-
standing indents for the same items which were required to be mentioned on
each indent as per provisioning procedure, had not been so mentioned in.
most of the indents in question.

Some similar cases, which together entailed an avoidable extra expen-
diture of £40,939 (Rs, 6.14 lakhs) are mentioned below by way of ilius-

tration, 5

(i) Procurement of spares for aircraft ‘H’.—One indent was placed by
the Air Headquarters.on the Supply Wing in January 1976 and four others
between December 1976 and June 1977 at short intervals, for procurement
of spares for aircraft ‘H’. These indents were found to contain, inter
alia, 3 items common to more than one indent. The indent of December
1976 was covered in June 1977 with one firm on grounds of critical require-
ment, while 3 items common to the indents of January 1976, January 1977
and February 1977 had remained uncovered. In November 1977, one
common item pertaining to the indent of January 1976 was covered on
grounds of economic price without linking the corresponding item in the
indents of January 1977, February 1977 and June J977. Finally, the 3
common items of the latter 3 indents were ordered in February 1978 at
higher rates on the same firm. This entailed an extra cost of £ 27,730
(Rs. 4.16 lakhs).

In September 1979, the Ministry of Defence had stated that 3 indents
pertained to maintenance requirements, which were based on' computerised:
review undertaken at the Air Headquarters and that the remaining 2 indents
were based on provisioning reviews done to meet the overall requirements.
The Ministry added that these reviews were undertaken at 2 places geogra-
phically apart, at different points of time, on entirely different parameters
and processed separately. Accordingly the Ministry maintained that bulk-
ing at the review/indent stage was not possible and that bulking was a pro-
curement function, which could more appropriately be undertaken by the
Supply Wing. The Ministry of External Affairs, however, stated (October
1980) that the primary responsibility for bulking was that of the indentors.

(ii) Procurement of spare for aircraft ‘C’.—The Air Headquarters
raised an indent in August 1977 (indent ‘A’) on the Supply Wing for pro-
curement of spares for aircraft ‘C. The stores were proprietary in nature
and against single tender inquiry (12th September 1977), offer was received
from firm ‘X’ in February 1978 valid up to 20th April 1978: it was further
extended up to 15th July 1978. At thig stage, another demand for similar
stores ‘was received from the Air Headquarters in March 1978 (indent ‘B’).
Though this indent had 3 items in common with the earlier one (indent ‘A’)



65 |

whicl'.x had not been covered till then, the indentor failed to make a mention
of this as required in the provisioning procedure. The Supply Wing also
did not correlate the common items of both the indents.

As a result, a separate single tender inquiry was issued in April 1978
in respect of indent ‘B’ in which these 3 common items were included and
the offer of the same proprietary firm wag received in June 1978. - Though
the prices now offered for these items were higher than those offered in
February 1978, these items were covered in July 1978 along with 9 other
items. The earlier offer for the identica] stores made by the same firm in
February 1978, which was still valid, was, however, not linked by the
Supply Wing. Thus, had the requirement of the 3 common items of stores
as projected in the latter indent ‘B’ been linked with that of the earlier
indent ‘A’, an extra expenditure of £ 8,063.91 (Rs. 1.21 lakhs) would
have been avoided.

(iii) Procurement of place bottoms.—In November 1976, the Air
Headquarters raised indent ‘C’ on the Supply Wing, projecting an urgent
tequirement of 121 numbers of plate bottomg (aircraft spares). Another
indent ‘D’ was raised in December 1976 on the Supply Wing for 246 num-
bers of plate bottoms and this indent did not contain information about the
earlier indent. The Supply Wing also did not correlate the commen items
contained in these indents. As a result, separate procurement actions were
taken on the 2 indents for the same item.

Against indent ‘C’ (of November 1976), the proprietary firm’s offer of
&£ 150.07 each for 121 numbers was received in January 1977, valid till
13th March 1977. Against indent ‘D’ (of December 1976), the same
proprietary firm quoted (March 1977) a higher price of £ 164.09 each
for 246 pnumbers. The firm’s offer of January 1977 was not accepted im-
mediately. Instead, the firm was approached (February, March 1977) to
accept a still earlier price of £ 130.51 each and to extend the validity of
the offer till 12th April 1977. As its original offer of January 1977 was no
longer valid and as it had already quoted new price for idential stores in
March 1977 (against indent ‘D’), the firm revised (May 1977) its price
upward against indent ‘C’ also to the same level as in March 1977.

The stores against both indents were, thus, procured at —£ 164.09
each in two separate contracts in June 1977 and August 1977.; Thus, delay
in accepting the quotation of January 1977, besides non-bulking of the
requirement, resulted in an extra expenditure of £ 5,145.00 (Rs. 0.77
lakh).

10. Progressing of deliveries—It was noticed in test check in audit
that in nearly 210 out of the 416 cases scrutinised, the suppliers had not.
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adhered to the delivery schedules specified in the contracts. In 63 cases
the deliveries had lagged behind by not less than 3 months (in 38 of them
by more than 6 months). Progressing of various contracts, i.e. watching
of actual deliveries and its despatch to consignees, not not adequate. The

supply Wing state (March 1979) that because of shortage of staff it could
not attend to this work,

In September 1979, the Indent Processing and Progress Cell was dis-
' banded and merged with the Computer Cell, which was directed to pian/
take over progressing work of all the Purchase Directoratess The Supply
Wing stated (February 1980) that the results of this experimznt were being
watched. The Ministry of External Affairs stated (October 1980) that
they were fully seized of the importance of proper progression of delivery
and were endeavouring to rectify the situation,

11. Working of Computer in Supply Wing—With a view to achieving
petter efficiency, a computer was installed in Supply Wing in December
1976. No advance planning was done in regard to:

— the items which were to be computerised;
— detailed study of the existing system to identify difficutics; and

— desigr'ag of computerised system by laying down (1) func-
tionz. specifications of inputs, outputs, computer files, etc., (2)
processes of checks to be exercised by computer and those to
be done manually and (3) coding of various items like inden-
tors, suppliers, consignees, etc.

Even System Analysts, Programmers and a Computer Operator were posted
only in August 1977, January 1978 and July 1978 respectively and thus
for several months the computer could not be utilised. As expenditure of
£ 80,700 (Rs. 12.91 lakhs) including the cost of equipment was incurred
on computerisation up to October 1978. The recurring expenditure on
operation and maintenance worked out to £ 48,000 (Rs. 7.68 lakhs) per

annum. The computerised system was stated (January 1979) to be opera-
tional from October 1978.

The activities of the Supply Wing expected to be taken up on computer
were ‘indent pro~zssing’, ‘contract  progression’, ‘shipment processing’,
‘freight and payment progression’ and ‘discrepancy report progression’.
The computerisation done so far (October 1980) had been limited in scope.
A coding structure, which would idenﬁfy an item of store unambiguously
and could have been evolved in advance, had not yet (October 1980) been
evolved. The details of items indented were not entered in the computer
files at the indent processing stage. Conseauently, it would not be possible
to get from the computer item-hisory showing last purchase price, supplier
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-details on similar past transactions, locating items in the pipeline to ensure
suitable bulking, etc. The Supply Wing stated (February 1980) that the
functions of consolidating similar indents and checking last purchase price
-could not be undertaken without ‘coding’ of each item, which exercised was

not possible for the Supply Wing to do unilaterally without the collaboration
-of all end-users in India.

Even in the limited work done by the computer, it was observed in
audit that the recording of data was not complete. While all the indents
were taken on the computer, all the contracts were not and only those
against normal indents were being taken for processing. Further, only des-
patches by sea were taken and not those by air. Even in respect of des-
patches by sea, only those from the ports in the country where the Supply

‘Wing was situated were taken. The Supply Wing stated (February 1980)
‘that these deficiencies were being remedied.

In January 1980, the computer started printing out a monthly report
(titled “Indent Coverage Report™) showing all outstanding and partially-
covered items, for the information of all concerned. This report was
expected, inter alia, to help the Purchase Directorates to carry out progres-
sion work, but the Supply Wing conceded (September 1980) that the com-
puter itself could not achieve progression of contracts, but could only throw
up data, whereafter the concerned agencies had to pursue the matter
vigorously, for  which purpose the staff strength had to be augmented.

It would be observed from the above that no advance planning was
-done before the introduction of the computer in December 1976 and that
‘the. computerisation of various activities done so far (October 1980) has
ot resulted in:

— any reduction in the indent processing time,

— improvement in purchase procedure and economies in purchase
by bulking similar items,

—  better progressing of contracts including speeding up of deli-
veries and inspections, and

—  better control over outstanding payments of cost and freight
claims and discrepancy reports.

The Ministry of External Affairs stated (October 1980) that the com-
puter operations were under review and that the strength of .the staff of the
Supply Wing had since been fixed at 85 as against the earlier strength of
114,
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12. Miscellaneous cases.—A few specific cases of losses arising out of
certain omissions like non-enforcement of condition of contract, placing of
_ overlapping orders and inadequate progressing of contract, involving extra
expenditure aggregating Rs. 80.50 lakhs are mentioned in Annexurc II

13. Situation in 1979-80.—The deficiencies mentioned in sub-
paragraphs 1 to 12 above were reported to the Ministries of External
Affairs and Defence in October 1979 and again in April 1980. In order
to ascertain the extent to which the deficiencies already pointed out were
still persisting 216 contracts (171 high-value contracts of £ 7,500 or above
each and 45 others) valued at £ 10.6 million (Rs. 19.11 crores) pertaining
to the period October 1979 to May 1980 were scrutinised in audit during
February—IJuly 1980 and it was found that such deficiencies were mostly

persisting. -The types of deficiencies noticed are mentioned in Annexure
ImL.

14. Streamlining of purchase operations.—Explaining inordinate delays
in processing tenders, placement of contracts, inspection, shipping, etc., the
Supply Wing stated (September 1979) as follows:—

“....Audit have already been made aware on numerous occasions
informally as well as in correspondence while replying to audit
objections, etc., of the critica] shortage of staff existing in the:
Supply Wing over a prolc_mged period. Added to this has been
the perpetual problem of having to work with the inexperienced
hands at the operationa] level....”

In October 1980, the Ministry stated that:
. f

“The Committee of the Secretaries on the Internal Affairs has re-
cently reviewed the staff requirements of various wings of the
High Commission of India, London. Accordingly, the revised
strength of the Supply Wing has been fixed at 85 as against the
previous strength of 114. This has been done after careful
assessment of the work-load and keeping in view the functional
effectiveness of the Supply Wing. It is hoped that once the
indentors start doing their job properly and computer under-
takes the functions envisaged for it at the time of the installa-
tion, the strength- of 85 now fixed will be more than adequate
to handle effectively the entire work of the Supply Wing. As
regards the inexperienced hands, it may be pointed out that all
the Purchase/Inspecting Officers in the Supply Wing are tech-
nically qualified and have adequate experience in handling
similar jobs in the Ministries of Defence/Supply (DGSD)”.
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The Ministtry of External Affairs added that while the functioning of the:
Supply ng. had been found deficient in certain respects, the indentors.
were responsible for most of the lapses and consequent losses pointed out

by .Auc'iit- The Ministry of Defence did not offer their comments on the-
major issues raised in this review,

15. Summing up—The following are the main points that emerge:—

— there were long delays in finalising contracts, although bulk of

the contracts were placed within the country where the Supply
Wing is situated;

in a large number of cases, the invitation of quotations and/or
placement of contracts were delayed, even though the indents
werc supported by proprietary article certificates and omly a:
single source of supply had to be tapped;

— a very large proportion of cases, in which the placement of

contracts wag delayed, had been classified as operational or
urgent by the indentors;

— there were considerable time-gaps between the délivery sche-
dules ag envisaged by the indentors and those actually contracted
for; this was so even in many operational|urgent cases;

— to a very large extent the over-all delays were caused by in-
adequate provision of foreign exchange, arising out of faulty
estimates of likely prices and comsequent references to the
indentors;

— in many cases references which had to be made to the indentors
on technical matters also contributed to the delay;

— there were deficiencies in the information/documentation
accompanying indents, in matters like previous rcferences,_
past prices, basis for estimated prices, and even drawings and

specifications ;

— there were delays in the Supply Wing in arranging for inspec-
tions and /or issuing inspection notes, in the shipment of stores
ready for despatch, and in payments of cost of stores ;

— apart from the direct financial implications of delayed pro-
curement action, the long delays in the acceptance of quota-
tions (and also in inspection, shipment and payments) in an’
inflationary market was likely to result in marking up of the:
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quotations, thus having stil]l greater financial repercussions on
the purchase opeartiong as a whole ;

there was no organised system in the Supply Wing to evaluate
the reasonablenesg of the prices quoted ;

there were omissions in the matter of bulking closely-occur-
ring demands for similar stores, both at the indentors’ end and
in the Supply Wing ;

in 27 cases referred to in the review, there was an avoidable
extra expenditure of Rs. 98.52 lakhs due to delay in procure-
ment action, non-bulking of indents, non-enforcement of con-
ditions of contract, etc. ;

the progress of deliveries against finalised contracts was not
‘generally being watched in the Supply Wing ; and

no advance planning wag done in regard to computer opera-
tiong before ‘the ocomputer was installed in 1976 (cost:
Rs. 12.91 lakhg and recurring cost Rs. 7.68 lakhs per annum
“from October 1978) tp achieve better efficiency.
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ANNEXURE II

(Referred to in sub-paragraph 12)

(1) Loss of Rs. 72 lakhs on account of noneenforcement of conditions af
cc.mtracr.—The Supply Wing placed (November 1971) a contract for 20.00
pieces of an ammunition on firm ‘V’ to meet ap immediate operational

requirement. The supply was made within the stipulated time and was
found satisfactory. '

According to the option clause as altered by an amendment dated 2nd
December 1971 and also with reference to quantitative amendments dated
4th July 1973 and 7th August 1973, the supplier had to supply a further
.quantity of 10,000 pieces of ammunition within 6 to 12 weeks at the cost
of DM 23.60 lakhs (Rs. 72 lakhs). The additional quantity, duly support-
ed by the Ammunition Acceptance Report of the Inspector of the Defence
Forces of the country of manufacture, was supplied in two batches on 1st
August 1973 (9,100 pieces) and 6th March, 1974 (900 pieces). The
warranty period for these supplies as per rthe contract was valid up to
September 1978 and April 1979 respectively.

The Supply Wing cculd not associate itself at various stages of produc-
tion of the ammunition (as the lots had been manufactured in 1972 prior
to the issue of the amendments to the contract); and the stores were also
not inspected by the Supply Wing before shipment. The Ministry of Def-
ence intimated the Supply Wing in June and August 1975 that the check-
proof results of the ammunition revealed that the screening effect was not
satisfactory; and that the ammunition was not acceptable. This position
was brought to the notice of the supplier by the Supply Wing in June 1975
and again in July 1975 and the latter was asked to replace 10,000 pieces
of defective ammunition free of cost, according to the warranty clause of
the contract. The matter was not pursued after August 1975 and the firm
stated (November 1976) that the store had been shipped after trials and
inspection conducted by the technical inspectors concerned and that its
technical representatives would discuss the performance results during their
proposed visit to India.

The technical representatives of the supplier had visited India: in
November 1977 (after a lapse of one year) and were convinced about the
defect. However, as no further communication had been received from ic
supplier, the Ministry of Defence asked the Supply Wing in December 1978
to contact the supplier at the appropriate level, and to do the needful for
replacing the defective ammunition. The Ministry of Qefepce also asked
the Supply Wing on 5th March 1979 to explore the pOSSIbllolty of initiating
legal action against the supplier and to examine the question of enforce-
ability of the claim with reference to the provisions of the warranty clause
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of the contract and the English laws applicable to the contract. The war--
ranty period had expired in April 1979. The Ministry of Externa] Affairs.
stated (October 1980) that they had advised the Ministry of Defence

against the proposed legal action against the supplier in view of certain
likely political implications.

(ii) Procurement of aircraft tanks.—The Air Headquarters sent an indent
to the Supply Wing in May 1978 for purchasing 26 items of spares for an.
aircraft on urgent basis. The stores were proprietary to firm ‘P’, On receipt
of offer in August 1978, 16 items were contracted with firm ‘P’ during tht

same month. In it, an item of aircraft tank was contracted at an unit price
of £1210 for 9 numbers.

Subsequently, in November 1978, the Supply Wing invited quotations
for the left over items of tank group from two other known manufacturs
‘Q’ and ‘R’, who were the sub-contractors of the proprietary firm P’. In it
the item already covered in August 1978 was included with a view to can--
celling it from the contract of August 1978, in case low offers were received.
But at that time_ n fact, an offer of firm ‘R’ for the said item a £ 830.63 each

in response to yct another tender enqmry, was already with hte Supply Wing
which it did not link.

On receipt of offers from the firms Q and R, order was placed on firm
‘R’ in January 1980 for 9 numbers of the item in question @ £ 830.63 each..
But no action was immediately taken to canccl the corresponding item of
stores from the contract of August 1978 with firm ‘P’, Firm ‘P’ delivered
7 out of 9 numbers of the said item between January 1979 and March 1979.

The fact of duplication of order was pointed out by the indentor in
March 1979 and firm ‘P’ agreed to cancel only 2 numbers of the item which:
had not then been delivered. Accordingly, 2 numbers were cancelled from

the contract with the firm ‘P’ and 7 were cancelled from the cheaper con--
tract with firm R’.

Thus, due to delay in inviting quotation from the two known sources,
non-linking of quotations received for identical stores and delay in cancell-

ing the duplicate order, an extra expenditure of £2656.00 (Rs. 0.42 lakh)
was incurred.

(iii) Procurement of starter generators and Voltage Regulators.—Based on
the demand of Nava] Headquarters raised in September 1970, the Supply
Wing concluded two contracts with a4 foreign firm ‘W’ in January and
September 1971 for the supply of 7 starter generators and 4 voltage regula-
tors at a total price of Lire 41 lakhs for delivery by June 1972, Although
the stores, were ready for delivery in June 1972 and despite telex references
from firm ‘W’ in April 1973 and June 1973 for issue of proper despatch
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instructions, the Supply Wing did not issue the same. Firm ‘W’ then can-
-celled the contract in December 1973. However, the Supply Wing was not
aware of the fact of the cancellation; it was stated that the concerned telex

was not received by the Supply Wing. Due to inter-departmenta] transfer

of records in the Supply Wing, no action was taken from December 1973
to July 1975,

At the request of the indentor, the Supply Wing took up the matter
regarding delivery with firm ‘W’ in August 1975, when the latter came out
with the fact of cancellation of the contract and furnished copies of telex
references made earlier. After persuasion, the firm agreed (March 1977)
to supply similar stores at a total cost of Lire 96.48 lakhs, thus leading to
.an extra expenditure of Lire 55.48 lakhs (Rs. 0.58 lakh). The Ministry of
External Affairs stated (October 1980) that the indentors end the Supply
Wing were being instructed to be more carefu] in future.

(iv) Procuremeny of an aircraf; engine spares.—On receipt of clearance in
September 1976 for importing certain spares of proprietary nature for an
aircraft eagine, the Air Headquarters floated two urgent indents in favour of
the Supply Wing, indent ‘M’ in March 1977 for 157 items and indent ‘N’
in May 1977 for 3 items. Both the indents had two items in common, but
the indentor neither bulked the requirements himself, nor gave any indica-
tion of it in the latter indent for enabling the Supply Wing to correlate the
indents at the procurement stage. As such, the two indents were process-
ed separately. On receipt of the offer of one of the proprictary firms Y’
in May 1977, indent ‘M’ was partially covered (including the two common
items) in December 1977 after obtaining additiomal foreign exchange from
the indentor,

In respect of indent ‘N’, the Supply Wing decided (October 1977) to
invite furrther quotations from two stockist firms (X’ and ‘Z’) as the prices
quoted by the proprietary firm ‘Y’ in July 1977 for all the 3 items were
.considered high. The offer of firm ‘X’ was the lowest. The indentor was
approached in November 1977 to consider the lower price offered by the
stockist firm X". The Supply Wing further informed the indentor in Janu-
ary 1978 and February 1978 about the comparative prices offered by the
firms (including the lowest offer of the stocksist firm ‘X’) favourable deli-.
very schedule offered by the firm ‘X’, (7 to 8 months egainst manufacturer’s
18 months) and its offer to cover the stores by the required quality assur-
ance certificates. Nevetherless, the indentor advised the Supply Wing in
February 1978 to procure the stores ag per his revised requirement from
the manufacturer. Accordingly, indent 'M’ was elso covered in March
1978 at the higher price on firm ‘Y’ at extra cost of £46.824 (Rs. 7.50
jakhs).

The Ministry of Defence conceded in February 1980 that the procure-
ment of those items from the stockists would not have made eny muaterial
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difference, as the items were metallic in nature and their storage with
stockists would not have substantia]l.y altered their category, and that the
prices, if comparable, should have been the main consideration, as the manu-
facture was the same. The Ministry clarified that the fact that the items
offered by the stockist firm ‘X’ were of firm ‘Y’s manufacture had not been

intimated by the Supply Wing to the indentor.



ANNEXURE 111

(Referred to in sub-paragraph 13)

1) The Supply Wing took more than 4 months from the date of receipt
of the indents to finalise 145 out of the 216 contracts (67 per cent); out of

these, in 46 cases the delay was between 8 to 12 months and in 28 cases it
was more than one year.

(ii) Out of the 216 cases test-checked, 81 were classified as operationai
or urgent. Out of these 81, 53 cases (65 per cent) took more than 4
months to be finalised (13 cases took more than one year). In 31 out of
the 81 operational/urgent cases, the Supply Wing took more than a month
to call for quotations (from 1 to 3 months in 20 cases, from 3 to 6 months
in § cases and more than 6 months in 3 cases).

(i) In 115 out of the 216 cases checked, delays of one month or more
occurred in calling for quotations; in 49 of these cases, the stores were pro-
prietary items. Among the 115 cases thus delayed, in 25 the time taken was
3 to 6 months and in 15 it was more than -6 months.

(iv) Out of the 216 contracts test-checked, in 64 cases references to the
indentors for securing additional foreign exchange had to be made. Out of
216 contracts, in 62 cases references had to be made to the indentors in
technical matters and in 42 cases regarding the acceptability of quoted prices
for reasons other than the provision of foreign exchange.

(v) Among the 216 contracts test-checked, the time- in obtaining
foreign exchange release after securing technical clearance was .2 to 6
months in 38 cases and 6 to 12 months in 22 cases; the time-lag in process-
ing indents, after obtaining foreign exchange, was 1 to 3 moths in 56 cases,
3 to 6 months in 13 cases and over 6 months in 7 cases.

P



APPENDIX - II

Category-wise break-up of staffe mployed in the Supply Wing, London during 19787,
1979-80 and 1980-81 .

1. D.G.

1 1 1 .
2. DDG 2 2 2
3. DPs/FS . . 6 9 7
4. ADP . 6 8 8
AttH . . 4 5 .e 1 .o
6. L.O. : 1
7. E.O.[Jr. Asstt. . . . . . . .. 19 3
8. T.O.Gr.I. 2 2 1
9. T.O.Gr.II 4 2 2 2 2
10. T.O. Gr.III 4 3 2 2 2 2
11. PAs/Stenos 7 18 7 20 10 8
12. SAS 4 3
13. Tech. Asstt. 1 . 1
14. Asstt. . 14 - 18 .. 11
15. Auditor . A 1 .
16. Clerk/Typist . . . . . . 11 10 11 3 2 3
17. Sr. Asstt. 4
18. Programmer 2 2 .
19. Como. Opr. 1
20. DDE Opr. 3 3
21. Tix Opr.. 2 1 1
22. Messenger . . .. 5 4 3
23. RoncoOpr. . .. . . . 1 1 1
24. Photo Printer . 1 1 1
25. Chauffeur 1
26. Edit Staff 2
e 6 77 37 sz 33
Toal . . . . . 128 114 8
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