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INTRODUCTION 

1, the Chairman, of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Seventh Report 
of the Public Accounts Committee (Fifth Lok Sabha) on Audit 
Report (Civil), 1970 and Appropriation Accounts (Civil), 1968-69 re- 
lating to the Ministry of Food, Agriculture, Community Develop- 
ment and Cooperation (Department of Food) and Ministry of 
Supply. 

2. The Appropriation Accounts (Civil), 1968-69 and Audit Report 
(Civil), 1970 were laid on the Table of the House on the 14th April, 
1970. 

3. The Committee of 1970-71 examined paragraph relating to the 
Ministry of Food, Agriculture, Community Development and Co- 
operation (Department of Food) at their sitting held on the 19th 
September, 1970 and the Ministry of Supply at their sitting held on 
the 27th and 28th August, 1970. Consequent on the dissolution of 
the Lok Sabha on the 27th December, 1970, the Public Accounts 
Committee (1970-71) ceased to exist with effect from that date. 
The Committee of 1971-72 considered and finalised the Report at their 
sitting held on the 6th July, 1971 based on the evidence taken and 
the further information furnished by the MinistrylDepartment con- 
cerned. The Minutes of the sittings form Part 11* of the Report. 

4. A statement containing summary of the main conclusionslre- 
commendations of the Committee is appended to this Report (Ap- 
pendix VII). For facility of reference these have been printed in 
thick type in the body of the Report. 

5. The Committee place on record their appreciation of the com- 
mendable work done by t h e  Chairman and the Members of the 
Public Accounts Committee (1970-71) in taking evidence and obtain- 
ing information for this Report which could not be finalised by them 
because of the sudden dissolution of the Fourth Lok Sabha. 

6. The Committee place on record their appreciation of the 
assistance rendered to them in the examination of these accounts 
and Audit paragraphs by the Comptroller and Auditor General of 
India. -. 

*Not Printed. One copv laid on the Table of the house and f i ~ e  copies placed in the 
Parliament Library. 



7. The Committee would like to express their thanks to the 
officers of the Ministries of Food, Agriculture, Commutllty Bt ie lop 
ment and Cooperation and Supply for the cooperation extended by 
them in giving information to the Committee. 

ERA SEZHIPAN, 
Chairman, 

Public Accounts Committee. 
Nhw BELHI; 

July 8, 1971. 
Asadha 17, 1893 (saka). 



MJIINI6TRY OF FOOD, AGRICULTURE, COMMUNITY DEVELOP- 
MENT AND COOPERATION (DEPARTMENT OF FOOD) 

Dues from transport contractors 

Audit Palagraph 

The contract for clearance and transport of foodgrains fo om bay 
port) from 14th April, 1962 to 30th July, 1964 placed with contractor 
'C' was terminated in August, 1964. On the finalisation of the ac- 
counts of the contractor in November 1966, i t  was noticed that 
Rs. 9.71 lakhs were recoverable from the contractor on account of 
demurrage, loss of foodgrains in transit, loss of gunny bags etc. 
After adjusting security deposit of Rs. 2 lakhs, the Department serv- 
ed a notice on the contractor in December, 1966 for payment of 
&. 7.71 lakhs within one month, failing which legal steps were 
proposed to be taken for recovery of the amount. This was subse- 
quently reduced to Rs. 7.19 l a b  due to withdrawal of certain 
liabilities earlier fixed on the contractor. 

1.2.. While the Department is still (October 1969) contemplating 
initiation of legal proceedings, the contractor filed (in July, 1967) a 
suit in the High Court, Bombay, claiming Rs. 42.12 Iakhs from the 
Department; bmad details of his claims are given below:- 
.- --- - 

(Rs. in lakhs) 

(i) Bills of various types due but not paid by Government . . . 28. 59 

(ii) Recoveries illegally effected by Government . . 9 . 6 9  

(iii) Security deposit including interest accrurd 2 . 4 4  

1.3. Government stated (October 1969) that "the result of litiga- 
tion cannot be foreseen but in case the Government is required to 
pay any amount, the question of adjusting Government dues against 
the same would be considered". They have further stated (Decem- 
ber 1969) that the delay in filing the suit had been due to "com- 



plexities and  luminous nature of the problems involved" and was 
unavoidable. 

[Paragraph 38 (A) Audit Report (Civil) 19701. 

1.4. The Committee were given to understand by Audit that the 
contract for the clearance and transport of foodgrains at Bombay 
Port was placed with contractor IC' for two years f m  14th April, 
1962. This was later on extended by further one year under the 
terms of the contract. The contract should, therefore, have run 
upto 13th April, 1965 but on account of a decision to do the clearance 
and handling work departmentally, the contract was terminated from 
1st August, 1964. I I 

1.5. During the evidence, the Committee were informed that the 
decision to handle departmentally was taken by the end of June, 
1964 after watching the performance of the contractor. 

1.6. The Committee wanted to know why the contract was ex- 
tended for a period of one year from 14th April, 1964. The Secre- 
tary, Department of Food stated: "We invited tenders in March, 
1964, as the contract was due to expire. We did not, however, get 
any acceptable tender at all. Therefore, we had to continue this 
gentleman.. . ." The witness added: "It was given in April, 1964 
and before that the matter was examined and it was decided that 
extension should be given for one year. . . ." Asked for the reasons 
for taking a decision to terminate the contract within two months of 
its renewal, the witness stated: .". . . . it was because of the labour 
trouble and other difficulties that his performance from May on- 
wards became worse." The witness added: ".  . . . labour trouble 
began from the date we extended his contract on the 14th April and 
went on till the 12th May. I t  was settled and we expected that the 
work would start in right earnest and his performance would im- 
prove, but this did not happen and the labour continued to be un- 
cooperative." The witness further added: 'I.. . . he was not able to 
give higher wages in order to get the work done. We do not know 
exactly what wages he was paying to the labour." The witness fur- 
ther pointed out that the contract could be terminated giving 30 
days' notice. 

1.7. Asked about the position regarding labour trouble after 
taking up the work departmentally, the witness stated: "We were 
able to negotiate with the labour and to manage the work all right. 
Apparently the position was like this. This is a Axed rate contract 
and the labour was asking for higher wages and this gentleman was 



not able to deal with the situstion and hence the labour started' 
making trouble. But since we Wok over we arrived at a settlement 
with the labour and the work was done 'satisfactorily after that." 

1.8. The Committee wanted to know whether there wa; increase. 
or decrease in per tonne cost of work done by the Department when 
compared to the wark done by the contractor. The witness stated: 
"We have been trying to work it out roughly in this short time. It 
was about 2.313 per tonne and after departmentalisation it comes to 
about 2.75. The main thing is that the wage rise during this period 
was of the order of.59 per cent and output per worker went up by 
30 per cent." 

1.9. The Committee desired to know why it took two years to 
finalise the accounts and whether it was not possible to pass these 
accounts ship-wise as and when the goods arrived. The Secretary, 
Department of Food stated: ". . . . Normally, each account is settled 
ship-wise as and when it comes. But after termination, the consoli- 
dated accounts had to be compiled. The accounts are kept ship- 
wise but they have to be totalled up and consolidated and thereafter 
adjustments have to be made." The witness added: ". . . . the pre- 
liminary total was worked out in April, 1965 when we served the 
first notice." Explaining further the witness said: ". . . . this was a 
preliminary intimation to them about the amounts due to us and 
afterwards, we served a formal notice on the party. To be more 
definite, the party refused to pay Rs. 7.71 lakhs and thereafter we 
served a formal notice on the Insurance Company in November, 
1966." Asked about the amount for which notice in 1965 was given, 
the witness replied, "at that time it was Rs. 7.75 lakhs." 

1.10. According to the information furnished by the Ministry, the 
dues pertained to the period 14th April, 1962 to 30th July, 1964. The 
categmy-wise break-up of the dues of Rs. 9.71 lakhs (without taking 
into the adjustment of security deposit of Rs. 2 lakhs) is as follows: 
-- .. - . . -. .. - . - - - . - . -. - . - . . . ...- - - - . . . . .. . . .- - - 
S. No. Nature of Liability Amount 

I 2 3 - -- - - ---- 
Rs. P. 

 shipde demurrage . . . . . . ' 35,772.96 

2. Loss on despatch money . . - . . 8,628.50 

3.Sheddemurrage . . - . . . . . 2,50,881.70 

4. ShedlGatelWeigh Bridge charges . . . . 5,851. 54 

5. Wagon demurrage . - . . a 20,686.38 



7,Surveycharges . . . . . . . 2,834. 21 
8. Damage to foodgrrins . . . . . . . 86,804.30 

rq.Granedetentioncharges . . . . . . . 53909. 41 

r~.Idlegangchargt.s. . . . . . . . . 3,313. 75 

16. Scales/Hand cart hire. . . . . . . . 27J3 1. 00 

17. Transit Loss FootlFcrt. . . . . . - . 10,080.49 

19. Mixeddelivery . . . . . . . 277.34 

ao.Miscellaneouritems: . . . . . . . 410.69 

1.11. The Ministry further informed the Committee that after 
taking into account certain further amounts due to/from the con- 
tractor, the net amount recoverable was finally assessed as Rs. 9.19 
lakhs. After adjusting the security deposit of Rs. 2 lakhs paid by the 
contractor, the balance due from him was Rs. 7.19 lakhs. A revised 
notice to this effect was given on 2dst January, 1970. A suit for 
the recovery of Rs. 7.19 lakhs was alsa filed in the Bombay High 
Court on 13th March, 1970. 

1.12. Explaining how the claim against contractor arose, the wit- 
ness stated during evidence: "Some of the bills he (contractor) had 
to pay directly. . . . such as demurrage. But because he failed to 
pay, we had to pay directly." The witness added, "these bills arose 
afterwards. Normally during the pendency of the contract he has 
to pay everything. But there was delay. We terminated his con- 
tract. These bills came to us after the termination of the contract 
and we had to pay those." As regards the delay in finalising the 
claim, the witness deposed, ". . . . these bills came later on and that 
delayed the thing-demurrage bills and detention charges that came 



from the Port Trust and the Railways. Unfortunately, the Rail- 
ways and the Port Trust have taken a long time." The Committee 
desired to know when these bills were received and the period to 
which they pertained. The Department of Food furnished the 
following statement in respect of the bills received from the 
Bombay Port Trust after 9th November, 1966, i.e., the date of the 
first formal notice to the contractor: 

S. No. Amount of Nature of claim Date of Period to which thc 
claim. receipt claim relates. 

of claim 
of BPT 

- --- -- ----- .-..a 

Rs. 
I 2,339.53 Shed demurrage a 21-3-68 Feb., 1963 

a 50.67 Gatc opening charges. . , 8-11-68 August, 1963 
3 383, 50 Shed demwrage . 11-12-68 April, 1964 

4 41935.56 Do. . 8-12-6a/ April, 1964 
18-12-68 

5 778.43 Do. . . 21-1-69 June, 1964 

6 400.00 DO. . . 10-4-69 May, 1964 

7 "0. 67 Shed gate opecing charges. . 23-8-69 Aug. 1963 

8 88,236.81 Shed demurrage . . . 23-8-69 April, 1964 

9 2,124.25 Do 6-12-69 July, 1969. 

10 r 10.67 Shed gate opening charges. . 6-1-70 Aug. 1963 

11 151.22 Shed demurrage . . 22-1-79 April, 1964. 
-- .- -- - -- . - -.-- 

No claims wcrc received from the Railways. 

1.13. At the instance of the Committee, the Department of Food 
furnished the following information with regard to the payments 
made or adjusted against dues to Government before and after ter- 
mination of the contract: 

". . . .bills of the contractors for a total amount of Rs. 156.04 
lakhs were passed, but payment was made for a total 
amount of Rs. 146.86 lakhs. The balance amount of 
Rs. 9.18 lakhs was retained and adjusted against Govern- 
ment dues. The entire payment of Rs. 146.86 lakhs was 
made prior to the termination of the contract and no pay- 



m a t  was made thereafter. Amounts of all the bills passed" 
after termination of the contract were adjusted against the, 
claims of the Government on the contractor. The payment 
of Rs. 146.86 lakhs was spread over the entire period of the 
contract-the payments having been made practically 
every day." 

1.14. Under a Deed of Indemnity executed in June, 1963 at the, 
request of the contractor, Government was indemnified by the in- 
surer to the extent of Rs. 8 lakhs. The Committee understood from 
Audit that the Insurance Company rejected the claim of Govern- 
ment when notice was given to them in November, 1966. Asked 
about the grounds for rejection the witness stated during evidence: 
"They (Insurance Company) stated that their clients had a claim. 
against us of a large sum of money i.e. Rs. 25.0 lakhs mentioned at 
that time and there was a dispute over the amount and unless the 
amount was finalised they were not in a position to pay any claim." 

1.15. An extract of clause 5 (xxxii) of the Agreement executed 
with the contractor regarding liability of the contractor is given 
below: - 

"The contractors shall be liable for all costs, charges and 
expenses suffered or incurred by Government due to the 
contractors negligence and unworkmanlike performance 
of any service under this contract or breach of any terms 
of the agreement or their failure to carry out the work 
with a view to avoiding incurrence of demurrage etc. and 
for all damages or losses occasioned to the Government or 
in particular to any property or plant belonging to the 
Government due to any act whether negligent or other- 
wise of the contractors themselves or their employees. 
The decision of the Regional Director (Food) Bombay re- 
garding such failure of the contractors and their liability 
for the losses etc., suffered by Government will be final 
and binding on the contractors. 

The Government shall be at liberty to reimburse themselves 
of any damages, losses charges, costs or expenses suffered 
or incurred by them due to contractors negligence and unh 
workmanlike performance of service under this contract 
or breach of any terms of agreement. The total sum 
claimed and recoverable as such shall be deducted from 
any sum then due or which at any time hereafter may 
become due to the contractors under this or any other 



contract with the Government. In the event of the sum 
which may be due from the Government as aforesaid 
being insufficient the balance of the total sum claimed and 
recoverable from the contractor as aforesaid shall be de- 
ducted from the security deposit, furnished by the con- 
tractor as specified in clause 11 thereof. Should this sum 
all be not sufficient to cover the full amount claimed and 
recoverable by the Government the contractors shall pay 
to Government on demand remaining balance of the 
aforesaid sum claimed." 

1.16. The Committee understood from Audit that while the De- 
partment was considering in consultation with the Ministry of Law, 
the question of initiating legal actioh, a notice was served by the 
firm on the Department in April, 1967, claiming Rs. 42.12 lakhs. The 
broad details of its claims were as given below:- 
- .. . . - . . 

(Rs. in lakhs) 

( i )  Bills of various typcs due but not paid by Government . 28.59 

(ii) Recoverics illegally cffected by Government - . - . 9.69 

(iii) Security dcposit including interest accrued . , - 2 . 4 4  

(iv) Interest . . . . . . . . . . I. 40 ---- 
42.  12 

The contractor filed a suit against Government in July, 1967. The 
notice served on Government in April, 1967 and the statement show- 
ing claims of the firm against Government as furnished by the 
Ministry are repxduced at Appendices I and 11. 

1.17. During evidence the Committee desired to know the nature 
of claim of Rs. 23.94 lakhs put forward by the firm on account of 
'Bills for detention of truck at Government godowns and Rail heads'. 
The witness said: "As I mentioned that was the main claim of the 
party and that was untenable. Bill for detention of trucks in GOV- 
ernment godowns-there is no provision in the contract and he is not 
justified at all. He has put a lump figure. No details have been 
given." In reply to another question, the witness stated that the 
Gsvernment had filed a written statment in February, 1968 in res- 
pect of suit filed by the firm in July, 1967. Earlier when the notice 
was received in April, 1967, a reply was given repudiating the c l a im , 
in June, 1967. 
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1.18. The Committee note that after the terminntion of the con- 
tract for the clearance and transport of foodgrains id  Bombay Port 
h Aupust, 1964, it took nearly six years for the Government to  
flnalise the claims against the contractor. The net liability of the 
contractor initially fixed at Rs. 7.75 lakhs in April, 1965 underwent 
revision twice-once in November, 1966 as Rs. 7.71 lakhs and again 
in January, 1970 as Rs. 7.19 lakhs for the recovery of which a suit 
has been filed in March 1970. This is stated to be partly due to 
delay in consolidating the amounts relating to the contractor and 
making necessary adjustments and partly due to late receipt of bills 
from the Bombay Port Trust for the demurrage and detention 
charges payable by the contractor. The Committee are surprised 
that these matters were not attended to before serving a final notice 
on the contractor in April, 19G5. 

1.19. The Committee are distressed to find from the particulars 
furnished to them that some of the claims pertaining to the period 
August 1963 to May, 1964 were received from the Bombay Port 
Trust only during March, 1968 to January, 19'70. This shows that 
there was no coordinatio,n between the food IUepwtincnl and the 
Port Trust and reflects adversely on the working of the concerned 
ofices. They would, therefore suggest that Government might 
examine how it took such incrdiaatcly long time for the Port Trust 
to prefer claims. The procedure in this regard needs to be stream- 
lined to avoid any delay in future. 

1.20. The Committee were informed that the Insuri~ncc Company 
had rejected the claim of Government ' in part discharge of an 
indemnity bond executed by them on the ground that the contrac- 
tor had disputed the claim. The Government have since filed e 
suit in the Bombay High Court in March, 1,970 for the rewvery of 
the dues. While the contractor has filed a suit against Government 
in July, 1967 for payment of Rs. 42.12 lakhs 7Iloged to hc due t o  
him. The Committee would like to he apprised of the optcomo of 
these cross suits. 



Awlit Paragraph 

1.21. For handling and transport of foodgrains at Manmad for 
the period 20th February, 1964 to 19th February, 1966, the Regional 
Director of Food, Bombay, entered into a contract with contractor 
'A' in  February, 1964. On the failure of the contractor to do the 
work, the contract was terminted on 30th June 1965 at his risk and 
cost and a fresh contract was entered into with another contractor 
6B'. 

1.22. After adjusting the security deposit furnished by contractor 
'A' etc., the amount due from him including the risk and cost liability 
has been assessed by the Department to be Rs. 0.93 lakh. 

1.23. Government stated (December, 1969) that "a demand was 
made on the contractor on 29th August, 1969 to dcposit the requisite 
amount within a month of receipt of notice. A reply was received 
from him 011 26th September, 1969 that he was making an appeal 
to the Department against fixation of aforesaid liabil'ity" and that 
on the advice of the Ministry of Law, "the case was referred on 
12th November, 1969 to the Sole Arbitration." [Paragraph 38 (B) 
Audit Report (Civil) 19701. 

1.24. During the evidenec, the Secretary, Department of Food 
stated that Rs. 1.29 lakhs was the amount due from the contractor 
which was reduced to Rs. 93 thousands after adjusting certain bills 
and the amount deposited by the contractor as security deposit. In 
a written note, the Department of Food had furnished the following 
details in this regard: 

(a) Total amount due from the conlractor. . . . . ' 1.299909. 77 

(b) Adj dsrmenrs made 

( i )  Security deposit relating to Msnmad contract itself . . 25,50:. 00 

(ii) Security deposit relating to Morena depot ccntract with the party 1,000, 00 

(iii) Adjustment of pending bills found due ior payment , 9,921i. 45 ---- 
Total d~duction~adiustmcnt. . . , Rs. 36,429, 4 5  

(c)NetLiahil i ty . . . . . . . , Rs. ~ 3 , 4 8 0 ,  32 

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

1.25. The Committee wanted lo know the date on which the 
Department assessed the liabilities of the contractor 'A' to be R?. 93 
thousands. In their written note the Department of Food had 
stated, "the Department assessed the net liability of the contractor 
'A' at Rs. 0.93 lakhs cn 12th Auguqt, 1969. 



1.28. The Committee pointed out that the contract was terminated 
.in 1965 while the contractor was served with a demand in August, 
1969. The witness stated, "We gave formal notice to him on 28th 
October, 1966 for sum of one lakh and odd.. . . .On 7th August, 1967, 
we asked him to pay the amount and informed the Pay and 
Accounts OfRcer on 11th October, 1967. After adjustments, we Anally 
gave him a demand notice on 29th August, 1969 before referring 
the matter to arbitration." 

1.27. The Committee wanted to know the reasons for terminat- 
ing the contract. The Secretary, Department of Food stated, "his 
out-turn became very low because of poor labour supply, poor 
loading of wagcps, poor unloading of wagons. He left the work 
for sometime and this resulted in heavy demurrage and we, there- 
fore, terminated his contract." Ask the grounds on which the con- 
tractor contested his liability the witness replied, "He repudiated 
our claim and furnished no reason. . . . " 

1.28. The Committee desired to know the present position of 
the case. In their written note the Department of Food have stat- 
ed: "the case is still undcr arbitration. The Government's written 
statement was filed in February, 1970. The contractor's statement 
was, however, not' filed in time. The contractor has been seeking 
extension of time on one ground or the other (including illness). 
The Arbitrator has now fixed 15th September, 1970 as the final date 
by which the contractor must file his statement. With the consent 
of both parties the time for publishing the award has been ex- 
tended upto 31st December 1970." 

1.29. In their further communication (26th June 1971) the 
Department of Food have stated "As the hearing of the case is still 
not over, the Arbitrator has not given the award yet. The Con- 
tractor has been seeking adj,ournments from time to time on 
grounds of illness. A joint application has, however, since been 
filed before the Arbitrator by the Regional Director (Food), Bom- 
bay and the Contractor f~ extension of time for making and pub- 
lishing the award by 31st December, 1971". 

1.30. This is yet another case of inordinate delay in finalising the 
dues of the contractor after the termination of his contract. The 
contract for handling and transport of foodgrains at Manmad was 
terminated in June, 1965, but the extent of liability of the contrac- 
tor could not be finally determined until August, 1969. 



1.31. The Committee note that the contractor has repudiated tho 
claim of Governmeat for Rs. 0.93 lakh which has be& referred for 
arbitration. They would like the results of the arbitration proceed- 
ings to be intimated to them. 

Audit Paragraph 

1.32. For foodgrains supplied to State Governments from Central 
stock, the unsold stock of foodgrains with them and that in transit 
to them on the dates of price revision by the Ministry are requir- 
ed to be revalued and the difference in' the cost is to be adjusted 
with the Department of Food. 

1.33. It  has, however, been noticed that information about the 
quantity of stock required to be revalued has not so far been 
received by the Department from some State and Union Territory 
Governments, as mentioned in Appendix to this report, lor price, 
increase; on certain occasions between January 1965 and December 
1968. Consequently, the amount due from these Statefunion Terri- 
tory Governments on account of price revisions between January, 
19651 and December, 1968 has remained unassessed and unrealised so 
far (February, 1970). 

1.34. Government stated (February 1970) that "out of 425 return# 
due only 78 returns are still to be received" and that "unless the 
State Governments furnish information regarding the stocks held 
by them as on the dates of revision of issue price, they would not 
be able to raise debits against them. However, all necessary actio:~ 
is being taken to get the;e outstanding returns also." 

[Paragraph 39-Audit Report, (Civil) 19701. 

1.35. The Committee wanted to know the procedure followed in 
regard to submission of the stock returns by the State Government1 
Union Territories. The Secretary, Department of Food stated: 
"normally on the .first of every month, we get stock returns from 
the States. These returns give us the stocks which are held by the 
State Governments. But FO far as fair price shops are concerhed, 
under the normal practice they would also be sending returns to 
the State Government but the stocks held by them are not report- 
ed to the Government of India. Mow whenever there is a price 
ails ( h i )  -2 

-.,. 



revidon, we ask the State Governments to vnlue the stocks as on 
the date with the State Governments as also with the fair price 
shops. They collect the information and rend us the returns." 

1.86. The Committee desired to know the position with regard to 
the outstanding returns and the amounts realised from the State 
Governments. In their written note, the Department of Foda had 
stated, "Out of the remaining 78 returns in the audit para, 66 returns 
have since been received as on 19th November, 1970.. . . The amount 
to be recovered from the State Governments depends on the quan- 
tity ,of foodgrains held in stock by them on the dates of revision 
of issue price. As this information is still due in 12 cases, the 
amount to be recovered from the State Governments will be known 
only after the stock particulars are intimated by them.. . .". 

1.37. In a further note the Department of Food have stated: "the 
total amount to bc recovered from the State Governments as o 
result of further receipt of 66 stock return; is Rs. 6.37 crores out of 
this an amount of Rs. 4.56 crores has actually been recovered as on 
32st March, 1971 and the balance of Rs. 1.81 crorcs is bring recover- 
ed." 

1.38. It was stated during evidence that out of 12 outstanding 
returns, 8 were due from West Bengal and 4 from Orissa. From the 
details of outstanding returns furnished by the Department of Food, 
the Committee learn that the question of recovery of differential cost 
from fair price shops in West Bengal was under litigation. The 
Secretary. Department of Food statrd during evidence, "The w b -  
mission of the fair price shops is that sale of goods took place at tile 
time when they paid the amount to State Governments. It has 
become their property and under the agreement of the State Gov- 
ernment, they are not liable to pay anything more." The Com- 
mittee enquired whether there was any specific ccndition laid down 
by the Central Government for the adjustment of price difference 
in regard to supplies of foodgrains to State Governments. The 
witness stated, "Yes. . . . Whenever there is a variation of prices, ad- 
justment will be made both ways. When we reduct. the price, we 
will give the money and if we increase the price, they gave us and 
we have been dong that". The Committee wanted to know 
whether similar conditions existed in regard t o  sales to fair price 
shops by the State Government. In their written note inter alia 
dealing with the procedure in West Bengal, the Department of Food 
stated, " .  . . .so far as foodgrains distribution in the State is con- 
cerned, the area has been divided as under: 

(a) modified rationing, i .e . ,  area outside statutory rationing 
area. 
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(b) statutory rationing area, 
In regard to modified rationing area, pmvision already exists in the 
prescribed agreement with the ration dealer (retailer or wholesaler) 
for recovery in case of upward revision and refund in case of down- 
ward revision of issue prices. But in the case of statutory rationing 
area, no such provision in the agreement existed. The State Govern- 
ment' issued the West Bengnl Rationing (Ammdment) Order, 1969 
providing inter alia for recoveryjrefund price daerential but a 
majority of the existing ration dealers in the statutory rationing prea 
have not executed the agreement because of injunctio~~ of the court 
against Food Corporation of India making recoveries of the difference 
in cost on the ground that after the sale of foodgrains, the property 
of the foodgrains had been finally passed on to the retailers 2nd the 
Food Corporation of India had no claim for collection of the diffe- 
rence. Efforts are, however, being made by the State Governnient 
to make the rationing dealers sign the agreement by extending the 
time limit from time to time." 

1.39. As regards the other States, the Committee find irom the 
note submitted to them (Appendix 111) that by and large no s p i -  
fic provision exists in the sgreemnt with dealerj regarding recovery 
of differential cost consequent upon the revision of issur~ prices. 
Differential cost is rrcovcred by jssur of executive oI+d~I+/i l l~tru~- 
tions. 

1.40. When the Colnmittec enquired whether the opinion of ihc 
Ministry ,of Law was taken in this regard, the Secretary, Department 
of Food stated: "We haw not done i t  so far, but wc could examinv 
it further." 

1.41. The Committee wanted to know the instances if any, when 
t,he prices of foodgrains were lowered by the Government m a  tli? 
amount of money refunded to the State Government as n result 
thereof and in turn, t t -  amount of money refunded by the State 
Governments to the fair price shops, particularly in West Bengal. In 
their written note, the Department of Food had stated, "there were 
two instances of downward revision of issue pricc during the period 
1st January, 1965 to 31st December, 1968. On 1.Oth June, 1966, the 
issue pricc of Milo was reduced from Rs. 40.00 to Rs. 33.00 per quintal 
and on 16th December. 1968 the issue price of vrhitc wheat (both 
indigenous and imported) was reduced from Rs. !)0.00 to Rs. 85.00 per 
quintal. The differential cost paid to the State Government is Rs. 1:15 
orares in the case of the first revision and Rs. 1.05 crores in the case 
nf the second revision. This differential cost has been paid only to 



'4 
ruch of the State Governments as have claimed the amounts. As 
the West Bengal Governmeplt is one of the State Governments which 
did not prefer any claim, no payment has been made to them, the 
*ck of Milo and white wheat held by such Povernments on the 
crucial dates being taken as 'nil'. In the case of downward revision 
of issue prices, the refupld is authorisid by the Ministry only to the 
State Governments even in respect of Stocks held by the Fair Price 
Shops in the States, as the Centre does not deal directly with the Fair 
Rice  Shops. Therefore this Department has no information from 
which it could be verified whether the State Governments concerned 
had allowed any refrind to the Fair Price Shops in respect of stocks 
held by the Fair Price Shops on the dates of ciqwnward revision of 
issue prices." 

1.42. The Committee wanted to know how the adjustment of re- 
vision of prices is made after the transfer of procurement and distri- 
bution of foodgrains to the Food Corporation of India. In their 
written note, the Department of Food have stated, "the adjustment 
is made in exactly the same manner as when the proceurement and 
distribution operations were on Government account. That is to say 
consequent on any revision of i s~ue  prices, stock returns are called 
for by the Department of Food from the State Governments etc., and 
payment by or to the State Governments are required to be made 
on the basis of these returns. The transfer to the Food Corpora- 
tion of India of the operations of foodgrains procurement, distribu- 
tion etc., has made no difference to the procedure in question. The 
rationale of the procedure also remains the same viz., that no unh-  
tended benefit or disadvantage should accrue to the State Govern- 
ments as a result of the revision of issue prices." 

1.43. The Committee understand that every month stocks of 
foodgrains held by the State Governments are reprted to the 
Department of Food. These returns do not, however, cover tho 
stocks held by the fair price shops and consignments in transit. A6 
the shops wmld be reporting their stocks to the State Governmentr 
the desirabiity of getting a consolidated return from them might h. 
considered. This, in the Committee's opinion, might help to m a -  
late supplies. 

1.44. The C d t t a  regret to ebserve that stock peaitien an the 
dltw of rtvision af p r i m  is not being reported promptly fer the 

of retlaluatioa. In respect of price inmesses given d e c t  
te on various eccasioa~ between January, 1965 and December, 1968. 
as many as 78 returns ware due by Febauerg, 1976 of which 66 were 
rredved subsequently. The Committee wmld urjri G e v e n a ~ ~ ~ t  



k Wrcr up tho mnttar with the Sbt. Q o v ~ t n  with a view to 
making necessary adjustments as far as possible in the account6 
ef the same Bnancial gear in which a price reviuioa is made. 

1.45. Incidentally, the Committee 1-n that the question of 
neovery of differential cost by the State Government from fak 
price shops in West Bengal is undsr litigatiosk From the details 
dven to them, the Committee find that while there is a specific 
condition in regard to the sale of Foodpiins by the Centre to the 
States that it is subject to necessary adjustments consequent on any 
price revision, there is no such specific understanding between the 
State G o v e ~ n t s  and the fair price shops in quite a few States. 
h order to avoid unnecessary complications the Committee would 
suggest that Government may in consultation with the Ministry of 
Law impress upon the State Governments the need for laying do- 
a suitable condition to avoid unnecessary compUcations of the kind 
noticed in West Bengal. 

Appropriation Accounts (Civil), LW-88 

Grant No. 3a-Other Rewenue Expenditure 
Gruup-head "H-4(3)-Reimbursements to the FoPd Cwpomtion of 

Indizl of Conaurners' aubsidy initially b m e  by Co.rporation" 
1.46. There was a saving of Rs. 7.90 crares out of the supple- 

mentary grant of Rs. 20.00 crores obtained in December, 1968. 
1.47. Asked as to why the supplementary grant could not be 

restricted and why the consumers' subsidy could not be reimbursed 
in full to the Food Corporation, the Department of Food intimated 
as follows: 

"(i) Supplementary grant to the extent of Rs. 20 crores, and 
not for a smaller amount was obtained because it was 
estimated, on the following basis, that an amount of 
RP. 20 crores would have to be paid as subsidy: 

(a) It was estimated that the rate of subsidy on indi- 
genous Mexican wheat procurred in Punjab and 
Haryana (in respect of which only most of the sub- 
aldy was expected to be given) would be of the order 
of Rs. 22 per quintal as under: 

Economic CostRs.  94.67 per quintal 
Issue Price-Rs. 70.00 per quintal 
Subsidy-Rs. 24-67 per quhtal. 

(Provisional rate of Rs. 22 per quintal for ths purpow 
of dculrtiono for oupplamantr;r pant wm adopted). 



'(b) It  was also estimated that a quantity cf about 8.74 
lakh tonnes of indigenous Mexican wheat would be 
issued upta 31st March. 1969, which required Rs. 1228 
crores. 

(c) A sum of Rs. 0.77 crores was estimated as the require- 
ment for paying subsidy on wheat taken from the 
Provincial Reserve stocks of Haryana. 

(ii) Why payment of the entire amount co~fld not be made 
(a) The above estimates of the subsidy required to be paid 

were based on the estimated economic cost. Even- 
tually however, it was considered financially prudent 
to make subsidy payments only on the basis of the 
actual economic costs of the various varieties of wheat. 

(b) These economic cost calculations could be finalised 
only towards the end of February, 1969, snd hence 
sanction for the payment of subsidy at the specified 
rates for different varieties could be issued only on 
26th February, 1969. (The sanction was further 
amplified on 5th March. 1969 enablinq the Food Cor- 
poration of India to include supplies made to Roller 
Flour Mills and Fair Price Shops also for claiming 
subsidy). 

(c) Since the subsidy claims of the Food Corporation ef 
India had to be supported by R.R. wise and consignee 
wise details, which the Corporation had to collect from 
their District offices, the entire amount could not be 
paid in the short period of about a month available 
upto 31st March, 1969, but only an nmount of Rs. 12.16 
crores could be paid." 

1.48. The Committee desired to know the total amount nr -on- 
sumer's subsidy reimbursed year wise till 1969-70 to the Foe.' Tor- 
prat ion of India and the amount expected to be paid during 1970-7'1. 
Tn their written note, the Department of F d  furnished the follow- 
fng information in this regard: 

Year 
1967-68 
1968-69 
1968-70 

Amount (Rs, in Iulckn) 
1.25 

12.10 
30.65 

*No such subsidy was paid during the years 1965-66 and 1986-87. 



For the year 1970-71, a provision of Rs. 25 crores has been made 
and so far claims aggregating Rs. 17.35 crores have been received 
from the Food Corporation of India. Out of this, bills for Rs. 18 
lakhr have already been paid and claims for the remaiuing amount 
of Hs. 17.35 crores are under scrutiny. The amount likely to be 
actuallj paid will be estimated shortly, before the revised estimates 

.... ere finalised " 

1.49. Explaining during evidence the increase in the incidentals 
which partly accounted for the rise in the quantum of consumer 
subsidy, the witness stated that since 1968-69 Government built up 
buffer stocks and that interest charges were paid for the stock as 
well as for the normal operational stock. The Department sub- 
seq~tently intimated that the total quantity of rice and wheat held 
as buffer stocks on 31st March, 19'70 was 17.21 lakh tomes. The 
element of interest charges included in the overheads on account of 
these holdings was Rs. 6.16 per quintal. 

1.50. The Committee desired to know the total amount of ovcr- 
bead charges per tonne incurred by the Department when the work 
was done by the Deportment and that incurred bv the Food Cor- 
poration as also the method of calculatiori of the charges. The 
9epor tment of Food submitted a note which is reproduced below: 

"The overhead charges incurred by the Department of Fcod 
during 19%-68 and those incurred by the Food Corporation 
of India during 1969-70 are given below: 

Nature of Incitlcnta1:. 

.--- .. - . . , .. -. , . - . - . . - - 
I .  Transit and storage loss 

2. Freight. . 
3. I l~ndlirrg of Goduwra . 
4. Godown charges . 
5 .  Interest on capital . 
h. Establishment . . 

Food 
Food Cuwm- 

Dcptt's fion of 
1967-69 Ind i 

MOTI : Thcse incidcntal~ relatc the  chargcs incurred from the punt of despatch in the 
case of internally procured fixldgrains, and aRer the srwcs or' landing in fbr 
core of imported grdns. 



The entire operations relating to import/pr~~emcnt, r k a g e  and 
distribution were transferred to the Food Corporation of India wMh 

from, lst April, 1969. Even during 1968-69 the port and storage 
operations of ~~~d Department were transferred io s t a W  to the 
~~~d Corporation. In December, 1968 the port operations in the 
Southern and Eastern Regions were transferred in March, J969, the 
Storage Depots as well as the port operations of the Western Region 
were transferred to the Food Corporation. Therefore. the year 
1967-68 is taken as a representative year for purposes of incidentals 
of the Food Department. Similarly, as the year 1969-70 was the first 
Year in which all the food supply operations were handled by the 
Food Corporation, incidentals for this year are given. 

3. In this connection, it is stated that the two sets of incidentals 
are not quite comparable due to the following reasons:- 

(a) As already stated, the incidentals given in the case of the 
Food Department relate to 1967-68 while those of the Food 
Corporation are for 1969-70. 

In the case of the Food Corporation, the incidental. 
indicated have been worked out by deducting from the 
total expenditure incurred during the year, the estimated 
expenditure on holding the buffer stocks and dividing the 
balance by the sales for the year 1969-70. 
The method of calculating the incidentals also differs in  
the two cases. In the case of Food Department the 
quantity of foodgrains purchased was generally the basis. 
The exact procedure followed in calculating ekch item of 
incidental is given in the Annexure to this note. So far 
as the Food Corporation is concerned, except for transit 
and storage loss, the other incidwtals are calculated on 
the basis of the expenditure booked jn accounts under 
each category divided by the total quantity sold during 
the year. The transit and storage loss is calculated by 
dividing the actual loss of each kind during the year (a* 
evidenced by the stock accounts) by the total sales for the 
year. 

The increase in the establishment charges of the Food Corpora- 
tion i ;  partly due to the fact that as compared to 1967-68, there has 
been an increase in the allowance8 payable to staff. Further, whm 
the Food Department was handling the food grain operations, the 
purchase operations consisted mostly of imports and, therefore, them 
were conAn4 to the ports. But the Food Corporation has also bee* 



procuring internally considerable quantities of wheat and rice, and 
they are also to handle the price support operations. For this pur- 
pose they have to employ staff at a number of centres throughout 
the country with the result that there is a proportionate increase in 
s t a b l i s h e n t  charges. 

As regards 'interest on Capital' in respect of loans drawn from 
the State Bank of India for their purchase/procurement operations 
nearly half the amount employed in procurement operation is drawpl 
from the State Bank of India for which the rate of interest paid ia 
7f per cent which is much higher than the rate of interest adopted 
'by the Food Department when the foodgrains transactions were 
handled by them." 

1.51. The Committee asked how the correctness of cc?nsunler 
subsidy to be reimbursed to the Corporation was verified at pre- 
sent. The Secretary, Department of Food stated, "They (the Food 
Corporation) are functioning on behalf of the Central Government 
and the State Governments. But we subsidise the consumer only 
in regard to the Central purchases. A procedure has been adopted. 
There are two elements, one is about the quantity and the other 
about the price. So far as the quantity is concerned, the Auditors 
of the Food Corporation of India are required to certify after giving 
RR-wise and item-wise details of the despatches to the State Gov- 
ernments." The witness added, "So, far as price differential is 
concerned, their accounts are audited and the economic cost is 
worked out on the basis of the margin allowed. In that we asso- 
ciate Chief Accounts Officer of the Government of India, Ministry 
of Finance and we ourselves also scrutinise them and on that basis 
we sanction subsidy." 

1.52. As regards his certifying the Government accounts in so 
far as they relate to the re-imbursement of consumer subsidy to the 
Food Corporation of India, the Comptroller and Auditor-General 
said ". . . . The Food Corporation is not under my audit. The Min- 
istry of Food comes within the purview of my audit and therefore, 
the kind of check which I can make with regard to correctness or 
otherwise of the subsidy, whether it relates to the price proper or the 
incidentals, can be based only on such audited certificates which 
I can get from the FCI through the Chartered Accountants. To 
that extent my responsibility is very limited and I must make it 
clear that I do not take full responsibility for certifying to the 
correctness of the subsidy. I have really no idea of the price at 
which the corporation has beenbuying and the price at which it ie 
selling. Those documents I am not in a position to call for. . . . ". 



The C.8zA.G. further added: "The pozition of the Food Corporation Ih, 
this. They ask me to recommend some auditors and I recommend 
auditor and they appoht him. But as for certain other public sector 
.concerns, I am not in a position to give directives to their auditors. If 
I were in a position to give directions, then I can ask him to allo- 
cate incidentals, as between the Government purchases proper 
State Gwernment purchases and other purchases. Till now, I have 
not got any kind of details. So I have only got to go generally on 
,the basis of the certificates when available as given saying that so 
much are the incidentals. I cannot go into the details." 

1.53. The Committee wanted to know why the Food Corporation 
was excluded from the purview of CAG's audit. The witness 
deposed, "At the time in 1965 when the Food Corporation came 
into being it was submitted to Parliament that transactions of the 
Food Corporation were of a commercial nature involving procure- 
ment an4 selling of goods on a large scale basis. It  was felt that 
the audit should be by commercial auditors and that the -4uditors 
.should be nominated by the Comptroller and Auditor-General. 
Now in the light of the Joint Select Committee's Report it should 
'be possible to decide what other control should be exercised." 

1.54. With regard to the power of the C&AG to audit the accounts 
01 the Food Corporation of India, the Joint Committee on the Comp- 
troller and Auditor-General's (Duties, power and conditions of ser- 
vice) Bin, 1969 (which has lapsed consequent crn the aissolution of 
the Fourth Lok Sabha) have in their report made the following 
recommendation: 

I 

"Under the existing law, accounts of the Food Corporation 
of India are to be audited by Chartered Accountants who 
are duly qualified to act as auditors of companies under 
the Companies Act, 1956. Such auditors are appointed 
annually from a panel of auditori approved by the Cen- 
tral Government on the advice of the C&AG. There is 
no provision in the Food Corporation's Act 1964 for the 
audit of the accounts by the C&AG. Considering the fact 
that substantial sums from the consolidated Fund of 
India have been invested in the Food Corporation, the 
Committee feel that a specific provisicn should be made 
in the Act empowering the C&AG to conduct, at least, a 
supplementary or test audit of the accounts of the FCI 
as in the case of a Government Company. The new 
clause 20 has been inserted accordingly. The Committee 



would like to observe that if necessary steps arr takcn by 
the Government to get the Food Corporations Act, 1964 
amended to provide for an audit by the Compt~ollcr and 
Auditor General of India of the accounts of the Corpora- 
tion, this new clause may be dropped." 

1.55. The Committee find that besides substantial investmentv by 
Government in the Food Corporation of India, consumer subsidy of 
the order of Rs. 25 to 30 crores initially borne by the Corporation, is 
reimbursed to them by Government every year. The Comptmllar 
and Auditor General is at the present not responsible for the audit 
af the aceountss of the Corporation and consequently he is not in a 
position to certify the accounts of Government in so far as they re- 
late to the consumer adbsidy reimbursed to the Corpo-ntio:~ without 
reservation. When the Department of Food was handling the im- 
port/proeurement storage and distribution of foodgrains, the Comp- 
troller and Auditor General was auditing the transactions and as the 
mature of the operations has not materially changed since their 
transfer to tha Food Corporation, the Committee feel that tlre Food 
Corporation should be brought within the purview of audit by the 
Comptroller and Auditor General as already recommenrled by the 
Joint Committoe on the C.A.G.'s (Duties, Powers ax1 Conditions of 
'Service) Bill, 1968. 

1.98. The Committee are concerned to note that the ineidentd or- 
pens- have gone up very mush since the work relating to procure- 
,merit, storage and distribution of food grains has been transferred 
to Food Corporation. The extent of this steep rise would be c l a r  
from the figures relating to the following two important components 
.of ineidental expensea The transit and storage loss which worked 
,out to Rs. 2.80 per tonne in 1981-68 increased to 95 paise in 1969-79. 
Ependitare on establishment which was Rs. 4.40 per tonne went up 
.to Rs. 13.50 in 1969-70. In view of the large amount of eonsumu 
.subsidy reimbursed to Food Corporation which includes the incidm- 
tial expenses incurred, the Committee consider that there should be 
stricter scrutiny of the reasonableness of the expenses and the ear- 
reetness of their sllocation to the transactions on behalf of Central 
Government. The Committee need hardly stress that with the gain 
91 experimce and the advantage of handling even larger quantities 
,of foodgraing, the incidental expenses incurred by the Corporation 
per tonne, should progressively come down. Government who ulti- 
mately bear the burden of these charges should ensure that the 
eorporation effect necessary economies in their operationu. The 
Committee wggerct that the Food Corporation of India shmld invcr- 
tigate the reasons for the steep rise in transit and s tor~gc  losses and 
-take meessary remedial measures. 



MINISTRY OF SUPPLY 

DIRECTORATE GENERAL OF SUPPLIES AND DISPO&%S 

Ddaj LI fjllaliaation of rates and in settlement of discrepancies i r  
supplies 

Audit Paragraph 
2.1. For supply of spares of jeeps, estimated to cost Rs. 57.47 lakhs, 

the Director General Supplies and Disposals, placed four acceptances 
d tender on Arm 'A' during 1948 to 1950. The rates provided in the 
acceptances of tender were provisional and final prices were to be 
determined <m the basis of actual f.0.b. price (ex-U.S.A.) plw vari- 
~JW other elements such as insurance, freight, customs duty, etc. 

2.2. 'The consignee who received the stores between January 1950 
and 1952, for which Rs. 51.97 lakhs had been paid (as advance pay- 
ments) for three out of the fourth contracts (advance paid for the 
fourth contract not known) as per the terms of these ccntracts, 
noticed considerable discrepancies in the supplies. The discrepancies 
were brought to the notice of the the firm and the matter remained 
long under correspondence between the consignee and the firm- 
Agreed lists showing the quantities receivedlaccepted by the consig- 
nee duly signed by the firm were finally sent to the consignee in 
November 1964 and June 1966 and from these lists the consignee 
prepared claims separately for each acceptance of tender showing 
the value of items not supplied and of discrapancies in the spares 
svpplied, and sent them to the Pay and Accounts Oflicer. (The 
consignee had acceted certain spares not covered by the acceptances 
of tender). The latter withheld (February 1967) a sum of Rs. 11.56 
lakhs representing the cost of spares received shortldamaged (based. 
on the provisional rates shown in two contracts and on prices of 
similar spares in the other two contracts) from the bills of the Arm. 
The firm disputed the recovery on the ground that the anlendmento 
based on the final lists had not been issued by the Director General, 
Supplies and Disposals, and any adjustments could be made from 
only the Anal bills to be submitted by it. The consignee also ask& 
the Directorate tr, finaliae the bllowing before any recoveries were 
mada 



(i) Issue of amendment letters to the acceptances of tender u 
per lists agreed to by the firm. 

(ii) Determination of final prices based on the terms and condi- 
tions of each contract as certain elements on account uf freight, 
customs, etc., had to be added to the amcunt of the bills. 

(iii) Scrutiny to the final bills to be prepared and submitted by 
the firm. 

2.3. Although seventeen years have passed, the final prices of 
each contract and the amount to be actually recovered from the 
firm (on the basis of rates to be finalised) have not been determin- 
ed so far (January 1970). 

2.4. According to the contracts, the firm was to be paid 90 per 
cent of the value of the spares in advance on production of ship- 
ping documents and the balance 10 per cent on production of ins- 
pection notes duly received by the consignee. The firm which 
had received 90 per cent advance payment against the cmtracts has 
not so far submitted the bills for the balance 10 per cent payment. 
It  is not known whether all the stores for which advance payments 
had been made, have been received by the consignee. 

2.5. The case was reported to Government in September, 1969. 
Government stated (January 1970) th2t the   up plies relate to 1948- 
1950, considerable amount of detailed work would have to be done 
in order to know how things stand and that i t  was proposed to hold 
shortly a meeting with the representatives of the consignee and the 
Pay and Accounts Officer to clarify the data and to decide oi.1 the 
course of action to be taken in the matter. 

[Paragraph 59, Audit Report (Civil) 19701 

2.6. The details of the four acceptances of tenders placed on drm 
"A' for the supply of spares for jeeps are as follows: 

F.  No. A / T  Date Amou ~t (prorisiond) 
No. (R3. in lakhs.) .--------- -- - 

1 .  1 1 3 1 4 - 4 - 4 8  . * 3.95 



2.7. The Committee were informed that advance payments aggre- 
gating Rs. 51.97 lakhs were made against S. No. 2 to 4 as indicated 
below: 

Amount 

'Kc. in Iakhs! 

I : e b r u q ,  1962 (Sa!cs !ax ,  . .  . . . . .  1 . 8 2  

603 Apri! 'SO to 1)rcemhcr '50 . . . . . 14.63 

j$R January '51 to May ' 5 1  . . . . . . 3.  OX 

2.8: As regards the advance payment on the fourth contract, the de- 
tails of which were not made available to Audit, the Secretary, Minis- 
try of Supply stated during evidence that payment register was 
located subscquentlv and added:-"It consists oT t\vo parts. Thc 
first part was the supply t f engine assembly and the other oma 
was for spares. So far as engine assembly is concernc!rl. advance pay- 
ment of Rs. 1,22,379 was made and final payment of Rs. 13.591 mns 
also made.. . . . . . . . .So far as !pares are concerned, 90 per cent of thc 
total ammnt i.e. Rs. 4,12,740 has been paid to the Arm." "This was the 
firm price contract and there was no question of finalising it because 
payment had to be made on the price which was sgreed finally before 
the A.T. was placed." 

2.9. Asked about the mode of delivery of the goods, the witness 
deposed: "The position was that these were f.0.r. contracts. The firm 
was responsible for clearing the goods on arrival from the port. . . . . . 
when the parcels arrived, there was visual inspection to find out whe- 
ther the crates were intact or whether there was any damage to the 
crates. Than those crates which were passed Ly iiup~clion were 
taken by the firm to their warehouse:. Afterwards these crates were 
opened by the firm in their own premises where the inspectiqn was 
carried out by the Defence Inspectorate. Then, these spares were 
packed in boxes and they were sent to the COD by rail route." 

2.10. During evidence the Committee pointed out that as a special 
case the firm was allow& t~ submit 90 per cent bills against shipping. 



documents. Explaining how this was allowed on f.9.r. contracts (the 
witness said: "The position is like this. M/s.. . . . were the sole sup- 
pliers of jeeps and the spares. Since they were importing spares from 
their principal in the U.S.A., the payment to the principal had got to  
be made on shipment. So far as F.O.B. contracts arc concerned, w e  
made 90 per cent payment on production of shipping documents. Ev& 
100 per cent payment is made as so.m as the goods are placed on board 
the ship. But the fact was that the firm had to make payment t o  
their principal and there was no sc~urce of supply, we had to accept 
this term." 

2.11. The discrepancies noticed were on account of supply of cer- 
tain spares which were not applicable to jeeps in service and deflcien. 
cies of stores supplied. The Committee wanted to know how discre- 
pqcies  occurred despite insepection prior to the despatch of goods by 
rail. The witness stated: "The inspection. . . . . . was done at the pre. 
mises of the firm. Afterwards, the crates were left in the custody of 
the firm and they were supposed to repack for despatch. So, either 
the firm while repacking did not put the spares as wert? required to be 
sent or during the transit because of faulty packing, there was damage 
to the boxes which was discovered after the wagons wert? received 
and the boxes opened by the consignee." 

2.12. Asked whether there could have been tlalnagc during transit 
by rail, the witness ruled out such a possibility saying that cach crate 
on arrival at the railway station and on inspection was found to be 
intact. He attributed damages to faulty packing. According to a 
representative of Ministry of Defence there were cases ~ v h e r e  tne 
goods had been kept with the firm for four or five months before dcs- 
patch. Some stores had gone rusty while packing. Some delicate 
things had been put under the heavy things which cnuscd damage. 

2.13. The Committee wanted to know the nature of the 'superficiol 
inspection carried out a t  the p ~ t  of entry. The witness explained: 
" . . . . . . . . that is only to find out whether there is any out.ward cvi- 
dence of damage being caused to spare parts. It was in accordance 
with the agreement with the firm that if the craks were found to  
be damaged the Government will not be responsible. The other ins- 
pection is carried out at the Arm's' premises. That is done by the Ins- 
pectorate of Defence." 

2.14. As regards the inspection at the firm's premises, a rcpresen- 
tative of Ministry of Defence stated: "The firm offered the stores t o  
they sent the'inspection notes. I t  was on the basis of these inspection 
they sent the inspection notes. It was on the basis of these inspection 
notes we checked the stores when the stores came to Department.. 



In this case, the inspection a t  the h ' s  end may not be 100 per cent 
because we take a sample from the quantity and it is also again the 
Arm which repacks and there are cases when the goods have been 
kept with them for 4 or 5 months and then only got despatched, SO, 
there was a necessity for re-inspection. This is done at the consignee 
end by a technical man." 

2.15. The Committee wanted to know how spares which were not 
applicable to jeeps in service were supplied and accepted. The Addi- 
tional Secretary, Ministry of Defence deposed: "This model of jeep 
we did not have when the indent was placed. We did not have 
the actual knowledge of its use or detailed idea of its parts. When we 
introduce a new model, we get the manufacturers' recommendations. ' 

When the manufacturers' recommendations are received, with refer- 
ence to the technical knowledge which is available in the Army in 
their electrical and mechanical, engineering corps, they look into 
these items brondiv. The main thing is to see whether the manufac- 
turers are l l u t  pxsing rn  items which are costly but which are not 
fast moving. Secondly, what they see is that the scale which has 
been put in is in line with similar equipment that we have. They 
broadly see to ~ t .  On the basis of that, the orders were placed ctn this 
occasion. This is based on the recommendation of M/s. .  . . . . .  .who 
in turn must have got the date frcm their U.S. collaborator. When 
these indents were placed it was copied from the information which 
was furnished by MIS..  . . . . .  .Now, at the time these indents were 
placed neither Army Head Quarter;: nor the DGS&D were aware that 
these items are not the items for this model. . . . . . . .  Whnn these were 
received and the technical officers had a look and came to the con- 
clusion excepting the three items the rest of the itcms could not k 
put to use." 

2.16. Asked to indicate the details of these Spare parts, the repre- 
sentative from the Ministry of Defence stated that there were 59 such 
items (cost Rs. 1,81,649.98) out of which only three costing about Rs. 
600 were utilised on an earlier model of jeep and the remaining 54 
items were returned. 

2.17. In a note submitted to the Committee, the Ministry intimated 
the value of short supplies A/T-wise as follows: 



"The above amount, shown A/T wise, also includes repair and 
de-rusting charges incurred by the consignee. The above 
amounts for recovery were estimated by the consignee 
without taking into account the effect of the Customs duty 
increase allowed to the firm in respect of AIT 416 and 603. 
Taking the element of customs duty into account, the total 
recovery made already amounts to Rs. 14,57,504.84." 

2.18. During evidence the Committee were informed that the first 
time that Government came to know of the discrepancies was in May, 
1958. The Committee pointed out that the consignments were receiv- 
ed from 1950 onwards. The Secretary, Ministry of Supply stated 
that unless the inspection report was received the DGS&D would not 
know. He added: "But many times it does happen that the ccnsign- 
ees do not report." 

2.19. Asked whether no discrepancy was noticed in 1950, and 1951 
a representative of Ministry of Defence said: ". . . . . . . .when a dis- 
crepancy is noticed, it is reported straight to the consignor. When the 
consignor refuses to accept it, then only it comes to the Army Head- 
quarters and, in this case, when the Depot had failed to get discre- 
pancy accepted by the consignors, the Department then reported the 
matter to Army Headquarters in May, 1958." He added: "The stores 
started arriving from 30th November, 1950. We got them on 30th 
November, 1950, 17th December, 1950 and so on. We took on charge 
within two days of the stores coming in and raised the Discrepancy 
Report to the consignor. It was after correspondence with them that 
it came to the Army Headquarters. Otherwise, we had written vari- 
ous letters to the firm in 1950 and 1951 itself." 

2.20. The Committee wanted to know the reasons for the delay in 
reporting the discrepancies noticed by the consignee. The witness 
said: "If we had received certain things in 1950-51 and if it had taken 
us about a year and half to report to DGS&D regarding the discre- 
pancies, I would say there was no delay. But I would like to point 
out the method by which we avoid reporting to the DGS&D small 
matters. . . . . . . .every time there was discrepancy.. . . . . . .the repre- 
sentatives of the firm were asked to come and see for themselves the 
supplies. There was a detailed examination in November, 1958. Bet- 
ween 1951-52, we had about a dozen letters exchanged. After that 
there had been a number of joint inspections. I t  appears unfortunate 
that the individual who came from the firm would, even though ac- 
cept that the things were sub-standard, yet was not prepared to com- 
mit himself at the spot. So he would go back and there would be 
certain period of time that would elapse. Ultimately, in January, 
1953, there was another joint investigation which took place. So since 
1115 (Aii) LS.-3. 



the end of the year 1952 or early 1953, there has ben a process of try- 
ing to reconcile the discrepancy and also there was process of C.0.D. 
reporting to the Army Headquarters and the Army Headquarters 
going to DGS&D." 

2.21. The Committee were informed that as late as in August, 1959 
some additional list of discrepancies were sent by the consignee to 
the firm. 

2.22. According to the Secretary, bulk of the supplies were made by 
the Arm between 1950 and 1952 and a part of supplies were also made 
in 1954 and 1955. 

2.23. The Ministry in a note submitted in August, 1970, indicated 
the position in regard to finalisation of rates as follows: 

"The firm were approached on 15.7.1967 to submit their finali- 
sation proposals expeditiously. They had been silent not- 
withstanding the fact that an amount of Rs. 11.551 lakhs 
was withheld by the Pay & Accounts Oficer, Milnistry of 
Supply, New Delhi. They were last reminded on 7-8-70 to 
submit their proposals. 

Meetings were also held with the representatives of CP &A0 on 
12.3.70 and 3.7.70 to ascertain the availability of documents 
submitted by the firm alongwith their 90 per cent bills. In 
the meeting held on 12.3.70, the representatives of P&AO 
had brought payment registers in resoect of A/T Nos. 416, 
603 and 788 only. As regards the Shipping documenlts, the 
representative of P&A0 informed that they would try to 
trace out the same from the old records. In the second 
meeting, the representative of P&AO informed that the 
firm had submitted only bills of entry alongwith the 90 per 
cent bills and that the same has already been destroyed 
being very old. The firm) has again been expedited to 
submit the finalisation proposals." 

2.24. Asked whether the provisional price: art;. always less than the 
Anal prices, the Secretary, Ministry of Supply stated that the prices 
might be less or more. The conditions governing the determination 
of final prices as givm in AIT No. 788 were as follows: 

"The prices accepted are provisional and subject to final adjust- 
ments on receipt of C. I. F. prices from you. Final prices 
payable against this AIT would be determined as under: 

(a) F. 0. B. prices at actuals. 
(b) Freight at actuals. 



(c) Customs duty a t  actuals. 
(d) Handling and clearing charges at 21 per cent of a, b and 

c for this purpose custom duty to be taken at old rate and 
not new rate. 

(e) Profit at 10 per cent on pre-devaluation landed cost. In 
the landed cost the old custom duty to be taken into ac- 
count and not the revised duty. 

(f) The above basis has been agreed to on the assurance that 
the FOB prices to be indicated in the invoke should be 
the net prices and would include no over-riding commis- 
sion due to you as Agents of the Manufacturers in India. 

Regarding Auditors certificate to Factory Dollar Price, Govern- 
ment would be prepared to accept certificate signed by the 
Executive Head of Sales Department of Factory to the effect 
that dollar prices taken into consideration by you are the 
same as those which were in force during JuneIJuly, 1949." 

There were similar provisions in A /T  No. 603 also. Asked as 
to what check was possible to verify that the assurance 
given in terms of clause 'f' above regarding FOB prices 
indicated in the invoice was correct, the Secretary, Minis- 
try of Supply stated: "At the moment, un le~s  we receive 
the invoices it is very difficult to say." 

2.25. The firm got 90 per c(int payment even in respect of those 
parts which were returned to them and parts which were not supplied 
by them. The recovery of Rs. 14 lakhs was made only in 1967 after 
a lapse of over 15 years. 

2.26. The Committee enquired how the documents were destroyed 
when the provisional payments had not been finalised. The.  Chief 
Pay and Accounts Officer, explained the circumstances: 90 per cent of 
the payment was made by the P&AO, New 'Delhi in 1950. The pay- 
ment vouchers, which are treated as debit vouchers after payment, 
are bundled into a lot of 200.. . . . . . . . .and preserved in the Pay and 
Accounts Office. The period of preservation is 7 years. But there 
is a provision in the rule that at regular intervals, the records can be 
weeded out for purposes of destruction and the bundles should be re- 
viewed to see which are the vouchers which are provisional. In 1962, 
the debit bundles were reviewed but it has happened that the debit 
vouchers relating to these 4AITs have been destroyed." 

2.27. Asked why the officers concerned did not satisfy themselves 
that no action was pending before destruction, the witness stated: 



30 
"There are huge records in the Pay and Accounts Oflce collected over 
a period of ten years, and in reviewing, it is possible that some of the 
vouchers on which provisional payments have been made and which 
are bundled along with other vouchers may escape review and might 
come under destruction." 

2.28. Explaining the preventive measures taken by the Ministry, 
the witness continued: "In 1962, another review was conducted in 
order to make suitable safeguards so that at the time of destruction 
of records this thing does not occur. Then orders were issued that at 
the end of the month in which the payment is made, the provisional 
payment vouchers should be segregated right from the start. That is 
the present position. But, I must honestly admit that that is also not 
proving satisfactory. Now, we have under consideration the ques- 
tion of establishing a separate section which should deal with provi- 
sional payments so that all records relating to that section do not 
come under destruction till they are no longer required." 

2.29. Asked on what basis Government would finalise the prices, 
the Secretary, Ministry of Supply stated: "We have got the payments 
register and the firm will have to produce the relevant documents 
before the case is finalised. They have been asked to do so. And 
they are making a search and are hoping to produce the necessary 
vouchers and other documents within a reasonable tjrne." 

2.30. In the light of the Supreme Courts 2ccici:m dated 18.1.1966, 
no sales tax was leviable in these cases as the sala look place in the 
course of import of goods. However, sales tax amounting to Rs. 2.81 
lakhs was allowed in three of these cases in 1962. Thc Ministry in a 
note explained the circumstances under which sales tax was allowed 
and why recovery of the amount was shelved: 

"The stores were imported and as such no sales tax is leviable. 
However, the sales tax was claimed by the firm as the Sales 
Tax Officer, Bombay assessed the firm on the basis that the 
sales made by the firm were not in the course of import into 
India and that the sales took place in Bombay and hence 
attracted Bombay sales tax. Although the firm filed a writ 
petition against the assessment, the contention of the firm 
was not upheld by the Bombay High Court. Hence, on a 
request by the firm for sales tax and on the advice of the 
Ministry of Law, sales tax was allowed. However, the 
question of recovery was again reviewed in consultation 
with the Ministry of Law who opined that 'it is clear that 
the view expressed by this Ministry in this case an earlier 
occasion was based on the law as then understood. In 
view of what I have said in para supra, it is not possible 



to reopen the case either by asking the firm to file another 
writ petition or a suit challenging the decision of the 
Bombay High Court dated 9th December, 1961' In view 
of this advice, recovery of sales tax already allowed to firm 
was shelved." 

2.31. Advance payments amounting to Rs. 49.16 lakhs were made 
in 1950 and 1951. During evidence the Committee pointed out that 
as shortages and damages were noticed on receipt of the goods, the 
claitn of the firm in respect of sales tax, although payable could have 
been withheld pending settlement of discrepancies and final payments 
to the firm which would have got expedited. The Secretary, Ministry 
of Supply agreed that i t  could have been withheld. 

2.32. To an enquiry as to whether the firm was not keen on finali- 
sation of the bills having received payments already more than what 
was due, the Secretary, Ministry of Supply stated: "I had my own 
doubts. I confess, it occurred to me also; how is it that thc firm is not 
coming forward for 10 per cent payment. It could be said one way or 
the other. The firm.. . . . . . . . .is afterall a well-known firm. They 
ale the only suppliers of jeeps. And to Defence all the supplies are 
made by them. We have also withheld large sums are due to them, 
running to about 40 lakhs of rupees." He added that the dues amount- 
ing to Rs. 40 lakhs were withheld in respect of some other contracts 
fcr which the firm was pressing. 

2.33. According to the witness the unusual delay of 20 years in 
finalisation of this case was due to delay in inspection and other con- 
troversies that arose. He informed the Committee that the firm was 
approached last on 4th August, 1970. To the earlier letters there was 
no response. After a representative of the firm was sent for a letter 
was received in which the firm said: 

"This has reference to the meeting held in pour ofiice on 21st 
August, 1970. The consignee, COD, Dehu Road, reported 
damages, discrepancies and shortages in the parts eventu- 
ally received by him. These did not tally with our record. 
In spite of best efforts of the (-03, Dehu Road and our- 
selves, these discrepancies and short receipts could not be 
reconciled till much later. 

During 1964-65 agreed lists of parts received by the COD Dehu 
Road were prepared, signed by both parties and forwarded 
to the DGS&D by COD, Dehu Road. On the basis of these 
lists, the Chief Pay and Accounts Officer recovered a sum 
of Rs. 11,55,777.84 from our pending bills. This recovery 



should not have been made without amendments being 
issued tg the A/Ts. in question. 

We have also received letter dated 8.8.70 from DGS&D intimat- 
ing us that he has decided to recover a further sum of 
Rs. 3,01,773.13 in respect of AIT No. SV-191054)603, and 
SV-11879501416 above referred. At our meeting we request- 
ed you not to effect this additional recovery till the quan- 
tities on AITs, are first finalised. 

We are endeavouring to locate our old records with a view to 
submitting our proposals for finalisation of prices in res- 
pect of these A(Ts. 

Our claim for parts damaged in respect of supplies against two 
AITs, where insurance was undertaken by Government is 
also pending with you. This claim amounts to approxi- 
mately Rs. 2,500,000. 

We assure you that if on submission of our finalisation proposals 
and on settlement of insurance claims, any amount is found 
due to the Government from us, we will have no hesitation 
in refunding the amount to you. On the other hand, we 
expect that if any amount is due to us, this will be paid to 
us promptly." 

2.34. The Ministry subsequently intimated in November, 1970 
that some proposals regarding the finalisation of the prices were 
received from the firm on 151th October, 1970 and that these were 
under examination by the DGS&D. The Ministry further intimated 
in April 71 that the proposals were still under consideration. 

2.35. In a note submitted to the' Committee in November, 1970, 
the Ministry intimated upto-date number of cases of provisional 
payments awaiting finalisation as follows: 

"The Chief Pay and Accounts Officer intimated on 26-9-1970 
that the total number of cases awaiting finalisation as on 
1-8-1970 in the books of the four Pay and Accounts Offices 
was 1315. Office-wise break-up of the figure is: 

Calcutta . . . . . . . . 396 
B o m b a y . .  a - . . .  . . 499 
Madras 15 



The Chief Pay and Accounts Officer has also stated that he 
is not able to furnish year-wise payment position in res- 
pect of these cases. He has explained that prior to April, 
1968 the amounts paid against each contract were not 
noted in the prescribed register through which finalisation 
of the rates was watched. Even now, only the total 
amount paid against a contract is noted. Even if special 
efforts are made to collect the wear-wise figures from the 
relevant payment registers and vouchers, it would involve 
a good deal of labour and time, which it is felt, may not 
be commensurate with the results." 

2.36. The Ministry also intimated that there were 6 more cases 
relating to firm 'A', the details of which are given below: 

Year. 
Amount of 

provisio;. a1 
payment 
made 

(Rs. in lakhs.) 

2.37. During evidence the Committee were informed that ordi- 
narily it took three to four months after the supplies had been com- 
pleted to fmalise provisional payments. Explaining the delay in such 
cases, the Secretary, Ministry of Supply, said: "It might have hap- 
pened because the firm was very busy with the other things and so 
they did not take interest. We went into it and found that this is 
not quite satisfactory. We have now issued Office Order No. 98 in 
which we have prescribed a drill and have said that this will form 
part of the tender enquiry itself. We have also said that if the sup- 
pliers do not submit all the documents within a period of six months 
after the supplies have been completed, then the Purchase Ofacer 
will proceed to finalise the case on the basis of whatever documents 
might have been furnished originally, and it will not be open to the 



suppliers later on to ask for a revision of the price upwards on the 
basis of fresh ilocuments which they would like to produce. We 
have taken the additional precautions in the sense that the Purchase 
Officer will make a reference to the India Supply Mission, London 
and Washington if it is a F.O.B. contract and to the Excise/Customs 
authorities to And out the variations in excise/customs duty and 
also to the Iron and Steel Controller to find out the issue price of 
steel. That exercise has to be carried out in order to make sure 
taht there is no downward revision in customs duty or in steel prices 
and as a result the firm does not get any unintended benefit. Ins- 
tructions have been issued now that the case will be finalised with- 
in six months and within that period, the party has to get the docu- 
ments. This is going to form part of the tender enquiry." 

2.38. Asked whether it could be that the firms concerned had 
already received payments more than what were due, the witness 
continued: "About this, I am not in a position to sag anything at 
the moment because this picture will become clear only after the 
cases are finalised. But, I would admit that whatever suspicion you 
have the same sort of doubt arose in my mind as well, as the firm 
did not come forward for several years for the balance of 10 per cent. 
payment. All that we could do w&- to send for the representatives 
of the firm and ask him as to why they had not came forward for a 
balance of payments. I asked them: Is it because you have really 
got more than what you are entitled to? Your finalisation of pay- 
ment is delayed. Why don't you produce the documents? Let u s  
finalise'. As I said the picture will become clear only afterwards." 

2.39. The Committee are distressed to find that final prices of jeep 
spares purchased on payment of advance of Rs. 49.16 lakhs in the 
year 1,950-51 bmed on provisional prices, have not as yet been deter- 
mined although 20 years have elapsed. In the meantime, sales tax 
amounting to Rs. 2.81 lakhs was also paid in 1962. Thut tl?c firm had 
not come up with the claim for the payment of the bolancu should 
not have held up the finalisation of prices as possibility of the f i rm 
havino; received already in excess of amounts due could not be ruled 
out. The Committee would like it to be investignted as to why pend- 
ing settlement of discrepancies final prices could not be determined 
promptly on receipt of the consignments. 

2.40. The Committee note that advance payments to the extent of 
90 per cent of the provisional prices were made an production at 
shipping document as a special case klspite of the fact that the con- 



tract was an f.0.r. contract. There was no inspection of stores prior 
to shipment and there was only a 'superficial' inspection at the port 
of entry. Even the inspection at the firm's premises appears to have 
been limited to a test check. As there were heavy shortages amount- 
ing to Rs. 14.58 l a b s  reported on receipt of stores at the consignee's 
end, the Committee would like to be assured that there was no short 
import of spares. If there was no short import, the Committee would 
suggest that Government might examine whether there was any mis- 
utilisation of import licence and foreign exchange allowed to the firm. 
If, however, the entire quantity had been imported it should be in- 
vestigated as to how the quantity short received by the consignee 
was otherwise disposed of by the firm. 

2.41. A part of the supplies was made by the firm in 1954 and 1955 
although advance payments were made for the eniire quantity four 
years earlier on the basis of shipping docnments. The reasons for 
the delayed supply and the value thereof may be intimnted to the 
Committee. 

2.42. The value of shortages was recovered belwecn 1967 and 197% 
Since the firm had retained extra payment to the extent of Rs. 11.33 
lakhs for 16 to 20 years, it was understandable that they did not coxno 
up with the proposals for thr  finalisation of thc bill. Thc Commit- 
tee would like to know why the s ~ ? ;  l f  Rs. 2.81 hkhs  representing 
sale: tax paid in 1962 could not be withheld pending settlerncnt of' 
firm's bill as hcavy shortages had Cy i5en lbcen reporter1 by the con- 
signee. 

2.43. There were undue delays in detecting th? c'ijv:.r?;uncies mb 
reporting them to Government. The discrepancies werc! noticed even 
as late as in August, 1959. The Ministry came to know of the dis- 
crepancies for the first time in 1952. It took nearly 14 years to come. 
to an agreement in regard to the extent of discrepuncies. The Com- 
mittee take a serious notice of these delays. They desire that res- 
ponsibility should be fixed for delays at various stages and ia future 
Government should ensure that discrepancies are reported to t h e  
supplying firm DGS & DIPAO by the consignees within a reasonable 
time in order to avoid complications and delays in settling the duos 
payable to or recoverable from the contracting firms. 

2.44. The Committee are dir;tnrbcd to find that there is 110 fool- 
proof system as yet in the office cf the P A 0  to cnsrlre that doeu- 



ments relating to cases pending finalisation do not come in for des- 
truction prematurely. The Committee would urge Governmont to 
attend to this lacuna forthwith and devise a fool-proof procedure in 
this regard. Fs Yl 

2.45. Although in this case payment voa:hers and related d0c1.1- 
m a t s  pertaining to all the 4 A/Ts had been destroyed, the Commit- 
tee were informed that the claims would be finaliscd on the basis of 
documents to be produced by the firm. The Committee would like 
to know the results of the examination of the firm's proposals stated 
to have been received on 15th October, U70 with particular reference 
t o  the fact whether any amount is recoverable from the firm finally. 

2.46. The Committee would like to refer to a couple of other in- 
teresting features of these contracts: 

(1) One of the special conditions of the contracts specified that 
the basis for the finalisation of prices had been agreed to 
"on the assurance that the F.O.B. prices to be indicated in 
the invoice should be the net prices and would include no 
overriding commission due to (the firm) as agents of the 
manufacturers in India." The manner in which it is pro- 
posed to verify the correctness of the assurance given may 
be intimated to the Committee. 

(2) The inspection of stores on arrival in India was inadequate. 
Further after the inspection the stores were allowed to 
remain in the custody of the firm pending repacking and 
despatch by rail, which took considerable timc. Thc Com- 
mittee would like to know how such arrangements were 
agreed to and whether such practices are still followcd. 

2.47. The Committee are concerned to find that, as on 1st August, 
1970, there were as many as 1315 cases where provisional payments 
had beem made, awaiting finalisation. The amount involved and the 
yearmwise break-up are not Imown as the relevant registers are not 
maintained properly. Details of six more cases relating to firm 'A' 
made available however reveal that these date back to 1965.66 in- 
volving a sum of Rs. 12.75 lakhs. While the Committee note that 
Government have laid down a procedure for the speedy finalisation 
of such cases in future, they would urge that the pending cases 
sbeuld be reviewed on the basis of available data to find out whether 



wetpayments have beem made to the firms and to settle them at an 
eerlydate. The results of the review may be intimated to the Com- 
mittee. 

2.48. The Committee would also like the procedwe regarding main- 
tenance of the records in PAO's offices/purchase directorate to be 
streamlinod to bring out up-to-date position in respect of all pending 
cases. It  is surprising that the Ministry were able to locate the Pay- 
ment Register and the original A.T. No. 113 of the Fourth Contract 
only 213 days before the official witnesses appeared before the Com- 
mittee. 

2.49. On the whole the Committee could not but comc to tho con- 
clusion that a rather unusual contract was entered into with firm 'A' 
which was also not processed with care. There has heen a percepti- 
ble lack of sense of expedition and prudence. The whole transaction 
was marked by an absence of effective coordination among the con- 
signee department, purchase directorate and the Pay and Accounts 
Offlce. Nothing short of a thorough probe into nll the factors that 
were responsible for this state of affairs wodd n~cet  the require 
rnents, the Committee have in view. Based on the findings, the 
entire system of procurement of spares from abroad through private 
firms should be overhauled to safeguard the financial interests of 
Government. 

Delay in recovery of dues 

Audit Paragraph 

2.50. A review of the records of the Pay and Accounts OFlccr, 
New Delhi, showed that against dues assessed upto 31st March, 1969 
the Director General, Supplies arid Disposals, has not been able so 
far (September 1969) to recover Rs. 1.55 crores from the suppliers 
as shown below: - 
-. -- 

Period during which due8 wen assessed. Amount 

(in lakhs of Rs.) 

PriortoXstApril1g65 . .  , . . . . .  35'41 

. . . . . . . . . . . .  1965-66 6.42 

. . . . . . . . . . .  1966-67. 9.46 

. . . . . . . . . . .  1967-68. 36-13 

. . . . . . . . . . . .  1968-69 67.25 



2.51. These dues are mostly extra cost in repurchase recoverable 
from Gfaulting suppliers and also include recoveries on the follow- 
ing accounts:- 

(i) Rs. 17.97 lakhs on accounts of sales tax recoverable on 
imported stores paid to firms 'A' and 'B' during the period 
October, 1954 to February, 1967 (firm 'A' nlcine owes 
Rs. 17.27 lakhs). 

(ii) Rs. 7.93 lakhs on account of stores short-received/rejected/ 
received in damaged condition. 

(iii) Rs. 2.69 lakhs found to be overpaid to firm 'C' in 1955 on 
finalisation of provisional prices. 

2.52. For item (i) above, firm 'A' on whom notices were served 
in December 1968 obtained a stay order from the court; the stay 
order was received in the Pay and Accoulnts Office in January, 1969. 
Recovery from firm 'B' is pending settlement of the dispute by the 
Arm which claimed that some of stores supplied includecl indigenous 
ones. In the meantime payment of the balance 10 per cent bills to 
that firm has been withhold. 

2.53. The Ministry stated (January 1970) that this invoIves a 
review of about 200 contracts against which recoveries, some of 
which relate to orders of 1.950-51, are to be effected and that consi- 
dering the number of contracts involved, calcualtion and consolida- 
tion, reply will take quite some time. 

[Paragraph 66, Audit Report (Civil), 197011. 

2.54. The Ministry furnished the foll'owing statement indicatin~ 
the analysis of the items pending recovery: 

S. NO. Categories. No. of Vaiue 
cases. IFc .  ,n 

lakhs.) -- - -. -. --- 
I Cases under litigation arbitration. . . .  04 68.4. 

2. Cases in which awards have been given and closed. 11 70.15 

3. Cases in wh'ch recoveries have beeneffected waived written 
off & clc sed. . . . . . . . .  2 I 6.79 

4. Casesin which action to effect recoveries has been initiated 
is being taken. . . . . . . . .  76 rC.r,6 

5 .  Cases with S.P.E. . . . . . . .  3 2.33 

6. Cases in which action is yet to be intimated hvPurchase Dte. 
which have been destroyed not traceeble/DGS&D not cor- 
c e r n e d . .  . . . . . . . .  4 5  2 3 . 7 7  

7.  Casesin which miscella eous actions to settle certair matters 
between thefirmard the con~igrre etc. i s  1 ~ i r g t a b r r .  . 13  7.26 ---- - 

T r r A r  . . .  - ......... - ----..- --- - 233 rc2 q7 -- 



2.55. As regards the recovery effected subsequent to September, 
1969, the Ministry had intimated: "The Chief Pay and Accounts 
OfRcer has intimated that a sum of Rs. 3.93 lakhs has actually been 
recovered out of the total amount of Rs. 1.55 crores. He has als:, 
stated that so far as his office is aware, recovery to the extent of 
Rs. 2.94 lakhs has since been withdrawn, due to settlement of objec- 
tions raised by consignees/purchase officers, etc." 

2.56. Referring to Serial No. 3 of the statement furnished by the 
Ministry, the Committee wanted to know the details and the cir- 
cumstances under which recovery of dues was written off. In a 
note submitted to the Committee, the Ministry explained a case of 
write off involving Rs. 74711- as follows: 

"A/T No. STI/25599-F/1395/IV, dated 18-12-56 with M I S . .  . . 
2.57. The above A/T was placed for the supply of 3660 cft. of 

Chir Sleepers 2nd Class by 31-1-57. As the firm failed to supply the 
stores by the stipulated delivery date, the contract was cancelled at 
their risk and expense on 1-457. 

2.58. In order tlo make repurchase of cancelled quantity, the 
demand was advertised and a result of quotations received from 
t7.. . -1 i e ,  an order wa? placed elsewhere on 29-6-57 incurring an extra 
a~ .o i i l t  of Rs. 8301.34, demand for which was placed on the firm 
on 27-12-57. The firm neither deposited the said ;,mount nor could it 
be recovered from any of their pending bills. 

2.59. After ascertaining the financial position of the firm, the 
case was ultimately referred to arbitration by the Government on 
3-2-60, but in the letter of reference to arbitration the claim was 
inadvertently shown as Rs. 830.34 through a typographical error. 
The Sole Arbitrator heard the parties and after deliberations gave 
an award on 5-4-63 for Rs. 830.34 only in favour o f  the Governnleclt 
even though the amount claimed in the statement of claim was 
Rs. 8301.34. The Government was also awarded Rs. 501- as cost of 
arbitration proceedings. The award was accepted on the advice of 
Ministry of Law and it was got converted into a decree through the 
court. The decretal amount of Rs. 880.34 was recovered from the 
firm out of the decree for Rs. 2,10,119/- passed in their favour against 
another A/T. 

2.60. Ministry of Law advised that no suit for .the balance 
amount cf Rs. '74711- would lie for the recovery 'of the claim dis- 
missed by the Sole Arbitrator. DGS&D were, therefore, left with 



no other alternative but to write off the loss of Rs. 74711-. Minis- 
try of Defence were accordingly approached for writing off of the 
loss of Rs. 7471/- and write off sanction for the same was issued by 
them on 25-4-69." 

2.61. During evidence the Committee were informed that the 
latest position was that number cf cases in which action had already 
been initiated for recovery was 45 involving Rs. 17.21 lakhs. 

2.62. Drawing attention to Serial No. 6 of the statement furnish- 
ed by the Ministry, the Committee wanted to know the number of 
cases in which the relevant files had been destroyed and that in 
which the files were not traceable. The DGS & D stated that the 
numbers were 2 and 10 respectively. As per the information fur- 
nished, these cases involved recoveries of Rs. 12,8001- and 
Rs. 1,99,956/- respectively. 

2.63. At the instance of the Committee, the Ministry indicated 
how the two files were destroyed when action was pending on 
them, in a note which is reproduced below: 

"File relating to A / T  No. STI(4628-F1 ll971II, dated 14-1-1957 
placed on Messrs. . . . . . . .was sent to the Record Room, after review, 
on 29-3-60 indicating the date of destruction as, after 31st December, 
1964. 

The file relating to Acceptance of Tender No. SX-2119847-B/III/83 
dated 23-10.1951 placed on Messrs.. . . . .was similarly sent to the 
Record Room, after review, in 1962 ,indicating the date of destruc- 
tion as after 31st December, 1966. 

No instructions were recorded on the files that they should be 
referred back for further review before actual destruction. In 
the circumstances they were destroyed as per the instructions con- 
taind in Office Order No. A-12137 (4) 158, dated 2-2-59. 

In some cases, while recording the files, the officers concernd 
indicate that before the files are actually destroyed, they should 
be referred back to the Section concerned for review. Such cases 
are sent to the concerned officers for review before actual destruc- 
tion." 

2.64. Explaining during evidence the procedural lacuna in the 
matter of destruction of record, the DGS&D stated: "The statement 
(cf recoveries due) which we receive from the Chief Accounts 



Officer is in instalments. The statement be sends today might con- 
cern a period of two years. It  is not n statement from beginning to 
end. Either there should be a regist,er in his offlce which is conti- 
nued from beginning to end or there shculd be a corresponding 
register in my office from beginning to end and every time a record 
is destroyed there should be a reference made to the register, that 
is there. That we will have tb introduce. I confss that there i s  
a locphole. I don't deny it." 

2.65. The Committee then drew attention $of the DGS&D to the 
mention made in the Audit para regarding the recovery of sales 
tax .paid to firms 'A' and 'B' on imported stores. The witness 
stated: ''I will first mention about firm 'A'. Sales tax was payable 
under the terms of the rate contract and sales-tax was paid to them 
in the light of the legal position as understood then. On 18th 
January, 1966, the Hon. Supreme Court held that these were 
transactions in the caurse of import and sales-tax was not payable 
on them. The Law Ministry also advised that whatever sales-tax 
we had paid to the suppliers in similar transactions since the pro- 
mulgation of the Constitution of India was recoverable. Therefore, 
we started giving notices to the parties calling upon them to refund 
the amount and this firm 'A' is one such party and instructions were 
also sent to the Chief Pay and Accounts Officer to recover these 
amounts from whatever bills were to be paid to them. He recover- 
ed a part of the amount. Meanwhile, the firm moved the Hon'ble 
High Court, Bombay and obtained a writ. The amount recovered 
was refunded and no further amounts were to be recovered until 
the writ petition had been disposed of. The case is still pending. 
There are 58 writs on the same subject moved in different High 
Courts." 

2.66. The Chief Pay and Accounts Officer added that the total 
amount that was to be recovered from firm 'A' was Rs. 49.01 lakhs. 
A sum of Rs. 31.74 lakhs was recovered leaving a balance of Rs. 17.27 
lakhs. As a result of the High Court order dated 16-1-1969 a sum 
of Rs. 16.41 lakhs recovered after that date had to be refunded. 
The amount recovered prior to 16-1-1969 was w t  refunded. The 
amount (Rs. 17.27 lakhs) given in the Audit para did not include 
the amount (Rs. 16.41 lakhs) recovered and refunded following 
High Court order. 

2.67. As regards the dues of Rs. 70,000/- from firm 'B', the DGS&D 
stated that the amount was not recoverable as it related to sales-tax 
in respect of indigenous items and components supplied by the firm 
and that the case had been settled. 



2.68. The break-up of the amount of Rs. 7.93 lakhs recoverable on 
account of stores short received/rejected/received in damaged condi- 
tion as furnished by' the Ministry is as follows: 

Amount 
Rs. 

(b) Rejections . . . . . . . . . . 432,786.55 
(c) Received in damagcd condition. , . . . . . r,81,748.55 

7,931485 '43 
- - - - -  - - - - 

N.B.: The amount of Rs. 2.94 lakhs since withdrawn on account of 
settlement of objections etc, would be reduced from the total cf 
Rs. 7.93 lakhs." 

2.69. Regarding the overpayment of Rs. 2.69 lakhs made to firm 
'C', the witness stated during evidence; "This was a case of 
import of spare parts. There was a provisional price. The firm was 
t o  be paid ultimately on the basis of c.i.f, price a t  actual, freight at  
actual, insurance and profits. The A/T provided for price on the 
basis of invoice from the principals which the firm had produced. 
But then the case was to be finalised. The firm did not produce 
t h e  documents. On the basis of our enquiries about the prices 
prevailing in London and the rates of customs then prevailing, we 
conculded that the amount recoverable was 2.69 lakhs; the firm 
had included customs duty @ 134 per cent but at  the time of import 
the rate was 76 per cent. The amoynt recoverable from the firm 
is Rs. 2.69 lakhs." 

2.70. The Committee were informed that ?he overpayment was 
mainly on account of difference in customs duty. The Secretary, 
Ministry of Supply said: "Payment. is made as soon as the gooods 
a r e  shipped and on production of document. At that time one does 
not know what the customs duty is. I t  may go up or come down. 
The position becomes clear at  the time of finalisation." 

2.71. Asked whether the customs rates could not be verified 
before making 90 pr?r cent advance payments, the Secretary 
admitted that normally customs rates were n o t  verified before 
making advance payments and the DGS&D added that "the Ministry 
have now taken up the matter with the Centml Board of Excise 
and Customs." 

2.72. The Audit para mentions the dues assessed upto 31st 
March, 1969 but not recovered, in so far as Headquarters Office of 



DG&D at  Delhi 
the Branch Ofices 
be as follows: 

was concerned. The overall position includbg 
at Bombay, Calcutta and Madras was stated to 

Office 
Amoum 
pending 
recovery. 

Headquarters Welhi) . . . . . . . . .  1 '55  
. . . . . . . . . . .  Calcutta. 1.35 
. . . . . . . . . . .  Bombay 0.43 

Madras. . . . . . . . . . . .  1.62 
T O T A L .  . . . .  4'95 

2.73. The position as on 30th June, 1970 was that 5465 cases in- 
volving Rs. 6.07 crores were pending recovery of dues. 

2.74. At the instance of the Committee, the Ministry furnished 
the details of the outstanding cases involving amounts of Rs. 50,000 
and above in respect of all the offices indicating the latest position 
which are reproduced in Appendix IV. The following is the year- 
wise break-up of the cases: 

Year in which A/Ts were placed No. of Amount of recovery 
cases pending. 

- 
Rs. 

1966-67 . . . . . . . .  28 53,I4,2II.5I 
1967-68 . . . . . . .  I7 31,71,586% 
1968-69 . . .  24 28,85,266.91 
1969-70. . . . . . . .  I 51,857'80 

TOTAL . . .  178 372,83,207.04 
------ --- 

1115 (Aii) LS-4. 



~ J J .  The eategry-wise break-UP of the cases in as given below: 
_____- _ _ _  _ _ -. - -- -- _--- - 

Category N o  of 
Amount 

cases. Rs. 
_ _ _ _ - - _ . -  ---- - 

Liquidareddamages. . . . . . 2 r,60,85t *55 

PriceVariation . . . . . . 7 9,2r,523.63 

Shortage of stores. . . . . . . 26 40,96526.42 

Risk purchase . . . . . . 98 I 60,92,651- 78 

Others . , . . . . , . 45 160~1,652.66 

TOTAL . . . . . 176 37&83,207' 04 

--- - - . - -- --- - -- 
2.76. Asked to indicate the number of cases in which the dues 

were likely to become bad debts due to the whereabouts of the firms 
being not known or the firms having gone into liquidation or for 
other reasons. The Ministry intimated that thcre were three such 
cases involving Rs. 2,46,880.53. 

2.77. According to the information furnished by the Ministry, 
the number of cases of recoveries of and above the value of 
Rs. 50,000 where action is yet to be initiated is 60 involving Rs. 1.35 
crores. 

2.78. The Comrnittce are concerned to find that upto 31st March, 
196,9 dues recoverable in various accounts from the suppliers amount- 
ed to Rs. 4.95 crores. The position as on 30th Jlunr., 1970 was that 
5465 cases involving Rs. 6.07 crores were pending. Frorn the details 
of cases of recovery of and above Rs. 50,000 aptn 31st March, 1969 
furnished by the Ministry, it is found that some of them are pending 
for over 20 years now and that one case relates to the period a.s far 
back as 1944-45. As some of these are likely to I~ecome bad debts 
due to ernus of time or otherwise, the Committec necd hardly strefs 
that appropriate steps should be taken forthwith to realise the dues 
early and that in future there should be a systematic review of such 
cases periodically. The Commiteee desire that t!ic action taktw in 
this regard and the progress made in the recovery may be intimated 
to them. 

2.79. In 60 cases involving Rs. 1.35 crores, Government have not as 
yet come to any decision regarding recovery of the dues. Inordinate 
delays have occurred in obtaining legal opinion and in initiating 
arbitration proceedings or filing suits in courts. In  n number of' 
eases the relevant purchase files are not traceable. All these pro- 
sent a rather disquieting picture. The Committee would therefore, 



arge Government to review all these cases and to take suitable 
action on the basis of the Andings. 

2.80. The Committee have earlier in this report referred to tho 
need for the speedy finalisation of cases of provisional payments 
which may throw UP further Cases of recovery. There may also be  
cases of non-fulfillment of contracts, delayed or defective supplies 
etc. in respect of which recoveries are get to be assessed. The Com- 
mittee would suggest an early review of all such cases with a view 
to assessing and realising the dues at an early date. For the future, 
the DGS&D should evolve a control system by which? progress of 
finalisation of such cases is watched by senior oficers periodically. 

2.81. It is surprising that in one case owing to a typographical 
error that went nncorrected Government could not claim a sum of 
Rs. 7471 which had to be written off. Failure lo detect the typogra- 
phical error in the letter of reference to arbitration is simply inex- 
cusable. In two other cases the relevant files were destroyed as no 
instructions had been given at the time of sending them to the Re- 
cord Room, thzt they should be reviewed further I)efors actual des- 
truction. The Committee would like to know whether disciplinary 
action was talrnn to fix re.-;lon:;ibility for the lapses in these three 
cases and delinquent officials suitably punished. 

2.83. During cvideme the Committee were infomied that there 
were 58 writ retitions pe~d ing  before diflerenl High Courts rcgard- 
ing recovery of sales tax paid prior to 1966 on transactions which 
were in the course of import. The Committee would like to know 
the outcome of these writs. 

2.83. The Committee note that on finalisation of provisional pay- 
ments made to firm 'C' for import of certain sp:m parts, it was found 
that overpayinents to the extent of Rs. 2.94 lahhs had been made 
mainly on account of the fact that the rate of custonls duty was not 
verified. It  is stated that the Ministry have now taken up the yues- 
tion of verification of rates before making provi:;iontd 1 ) a ~ ~ W s  with 
the Central Board of Excise and Customs. Thc Committee woulrp 
like Government to evolve a procedure in this regard ens l~ .  

Purchase of jersey pullovers 
Audit Paragraph: 

2.84. For supply of 14,000 jersey pullovers the Director General, 
Supplies and Disposals, placed in October. 1966 on firm 'A' am 
acceptance of tender. The delivery period provided in the con- 
tract was as under:- 



"3,000 Nos. in the 1st month and thereafter 4,000 Nos. p r  
inotth and completion of order by 28th February, 1967". 

2.85. The contract also stipulated assistance by Government for 
procurement of nylon tops. The Textile Commissioner who was 
requested on 10th October, 1966 to issue necessary nylon to the firm 
actually issued release order on 15th March, 1967 i.e. after expiry of 
the stipulated period of delivery. Although ?he firm which receiv- 
ed the supply of nylon tops by the end of April, 1967 had been 
requesting the Director General, Supplies and Disposals, to extend 
the delivery period, no action was taken by the Directorate General 
till August, 1967 when, without consulting the indentor, the 
delivery period was extended to 15th December, 1967 subjcct, how- 
ever, to levy of liquidated damages for the delay in supply after 
expiry of original contract period. The firm supplied the pullovers 
in instalments between September, 1967 and Jannary, 1968-the last 
three instalments having been supplied after expiry of the extended 
delivery period. 

2.86. In view of urgency the indentor (Director of Ordnance 
Services, Army Headquarters, New Delhi) had in the meantime 
purchased pullovers direct from the market at a higher rate 
resulting in extra expenditure of Rs. 0.85 lakh. The extra expendi- 
ture was considered to be not recoverable from firm 'A' because 
the corresponding quantity had not been cancelled lrom his con- 
tract. The question of levying token damages equivalent to 10 per 
cent of the liquidated damages (assessed at 2 per cent) was referred 
by tne Directorate to the Department ,of Supply which held that 
"in view of legal advice that Section 73 of the Indian Contract Act 
specifically says that compensation for breach is imt to be given for 
any remote or indirect loss or damages sustaincd by reason of the 
breach and in the circumstances it would not appear to be possible 
to  recover the difference between the price paid by the indentor cin 
a direct purchase and the contract price in the form of liquidat- 
ed damages, the potential loss of Rs. 0.85 lakh suffered by the 
indentor would not be recoverable either as liquidated or general 
damages." The department, however, observed that in view of the 
large !3ss, liquidated damages on the delayed supplies (including 
those supplied after expiry of the extended delivery period) should 
be recovered in full. 

2.87. The Director General, Supplies and Disposals, however, 
levied Rs. 3,104 only as token liquidated damages on the ground 
that taking into account the prevailing market price during the 
delivery period the extra expenditure to the indentor should have 



been only Rs. 1,449 (as against Rs. 0.85 Iakh extra paid by the 
iden to r  for local purchases). 

[Paragraph 62, Audit Report (Civil), 19703. 

2.88. The Ministry intimated the rates at which firm 'A' was to  
supply the jerseys and the rates at which local purchase was made 
by the indentor (Ministry of Defence). The extra expenditure 
incurred works out to Rs. 0.85 lakh as follows: 

Size Q ~ Y .  A/T Rate Difference Extra 
Ordered rate paid by in rates Expend- 

(Obtained the 1.0. ture 
in Oct., 
xg66) (Dec., 66) 

--- _ . -  

Rs. Rs. Rs. Rs. 

2.89. It was further intimated that "the Ministry of Defence placed 
supply orders (for local purchase) on 26 firms of Ludhiana on 31st 
December, 1966 for the supply of a total quantity of one lakh nos. 
jerseys. The delivery stipulated in these 26 supply orders provided 
for the commencement of supplies within seven days and the comp- 
letion thereafter by 16th February, 1967. Out of a total quantity of 
one lakh Nos. ordered, 95,214 Nos. were accepted as on .15th February, 
1967 and the balance 4,786 Nos. were rejected and the supply orders 
were treated as complete." 

2.90. During evidence the Committee pointed out that according 
to audit para, orders were placed on firm 'A' in October, 1966 for sup- 
ply of 14,000 jerseys only. The DGS & D explained: "It was not a 
case of our having placed an A. T. with one firm; it was a conti- 
nuous requirement that was coming and ultimately on the 10th 
October, we had placed an order for 2,31,100 jerseys on 25 different 
firms.. . .and the supplies were to be made over a period of two to 
four months, but the supplies unfortunately were not made and they 
were faced with a situation in which a decision had to be taken to 
make a local purchase." 



2.91. The details of the orders placed on the 25 firms on 10th 
October, 1966 as furnished by the Ministry of Supply in a note sub- 
mitted to the committee, are as follows: 

Size Quantity Rate 
Ordered Rs. 

- - -- - - --- - 
2.92. Indents were received by the DGSsL D in June, 1964 from 

the Ministry of Defence for meeting the requirements during the 
period October, 1964 to September, 1966. The Committee wanted 
to know during evidence the reasons for the delay of over two years 
in placing orders. The witness deposed: ''In June, 1961, there were 
three indents but the total quantity covered by them was about 
7,39,850 of pullovers jersey. An Advertised Tender Enquiry was 
issued from the next month and a quantity of 2,97,400 numbers was 
covered on one of the firms. . . . . .the Tender Enquiry had revealed 
thal there was one offer which was based only on the indigenous 
product. The offer of the firm was approved by the A.H.S.P. We, 
therefore, ordered only on that firm. At that point of time nobody 
offered to do that. 

2.93. So far as the rest of the quantity was concerned, the matter 
was taken up with them. It was put to them that the rest of the 
quantity was to be covered by the mixture of nylon. For the 
imported nylon, they would have to obtain the necessary foreign 
exchange. So, a letter was sent to them; several reminders were 
also issued. I t  was not possible for them to arrange for the foreign 
exchange. Until the foreign exchange was arranged. it was not 
possible for the DGS & D to place orders for the remaining quantity. 
In the meanwhile, they changed the specifications. Their require- 
ments had also been changed. And ultimately, fresh tender enqui- 
ries were issued. The Textile Commissioner very kindly agreed to 
release the nylon.. . . . .the orders were placed in October, 1986. In 
these two years, there was a lot of correspondence.. . . . .we wrote 
several letters to the Ministry of Defence and to the Textile Com- 
missioner." 

2.94. A chronological statement of action taken by the DGS & D 
to meet the requirements of Defence furnished by the Ministry of 



Supply at the instance of the Committee is reproduced at Appendix 
V. 

2.95. .The Committee pointed out that the delivery period of the 
contract expired only on 28th February, 1967 and that the indentor 
made local purchase within the delivery period i.e. in January-Feb- 
ruary, 1967. The Director General Supplies and Disposals stated: 
,"We placed the A.T. on the 10th October, but no supplies were fort,h- 
coming. One of the conditions in the AIT was that nylon was to be 
released by the Textile Commissioner and the nylon was not released 
till March, 1967. Another thing was that drill was supplied on the 
slips issued by the Textile Commissioner and the necessary slip was 
issued in the month of August. No supplies were actually forth- 
coming after the 10th October, even though the supplier had said 
thai he would complete the supplies by 28th February, 1.967." He 
added: "The indentor had put in several indents and the order was 
placed with several firms also but since the supplies were not forth- 
coming, they were faced with acute shortage and they decided to 
make the purchase on their own." 

2.96. The Committee were informed that in 1966 there were 
accumulated stocks of nylon. Referring to the delay in the issue of 
nylon, the Committee enquired how it took 5 months. The Textile 
Commissioner explained: "The pattern of assistance established 
upto that date was to release nylon only to the authorised spinners 
and not to the contracting hosiery firms. In this case, for the first 
time, the AIT was to issue nyl(ln to the contractors and not to the 
spinners. We had, therefore, to make a reference. There was a 
correspondence between the DGS & D and the Ministry of Com- 
merce. The Textile Commissioner also made a reference to the 
Ministry of Commerce in view of this changed type of A/T On that 
subsequc?ntly, we received instructions from the Ministry of 
Commerce that the nylon can be issued only to the authorised 
spinners and all these contractors were requircd to nominate the 
authorised spinners. The contractors were a little slow in doing 
SO." 

2.97. Explaining why nylon was released only to the spinners, 
the Textile Commissioner went on to say: "The reason is this yarn 
is made out of a blend of wool and nylon. If we give nylon to the 
contractor, it would be of no use to him. It is necessarily to be given 
to a person who will mix nylon with wool and then the whole thing 
comes into the yarn. Only then the yarn is put into the hosiery 
machine to make jerseys. Therefore, it goes to the authorised spin- 
ners." 



5Q 
2.98, Aaked whether the DGS & D did not know the policy in 

regard to release of nylon and whether he did not think i t  necessarfr 
to check up with the Textile Commissioner before entering into 
contrac'ts, the DGS & D replled: "A perusal of the file does not ohow 
Whether this subjdct was considered by the officers then dealing with 
the case." The Textile Commissioner added that the contract was 
elltered into on 10th October, 1966 and that "the koblern of not 
giving or changing the policy was taken up and discussed betweeh 
the two Ministires and we were able to sor't out by December, that 
it was not possible to change the procedure. Immediately there- 
after we told the Arms that they must nominate tGe spinners and 
they were not agreeable to nominate spinners. They wanted nylon 
directly. They took their own time. That is the cause of two 
months delay. In this particular matter the period is only three 
months and two months were taken by the party refusing to fall in 
lilie." 

2.99. Referring to the evidence given by the Textile Commis- 
sioner that "the pattern of assistance established upto that date was 
to release nylon only to the authorised spinners and not to the Con- 
tracting Firms "and that" in this case for the first time the AIT was 
to issue nylon to the contractors and not to the spinners, the Com- 
mittee enquired whether, in contracts for the supply cf jersey pull- 
overs entered into in the past by the DGS & D, provision was made 
for release of nylon to the authorised spinners in accordance with 
the policy. The Ministry, in their reply, stated that in the earlier 
contracts placed on firms on "with assistance basis", the following 
clause had been stipulated: 

"The Textile Commissioner, Bombay will make arrangem.ents 
for the supply of yarn required for the manufacture of 
the above store." 

"The Nylon was being released to the authorised spinners in 
accordance with the policy." 

2.100. During evidence the Committee enquired whether the 
indentor made local purchase from firm 'A' also at higher rates. The 
witness confirmed that it was so. In a note subsequently submitted 
to the Committee the Ministry intimated that 23 out of 26 firms who 
were holding contracts during the period also supplied jerseys against 



1oc.d purchase made by the indentor. The total quantity supplied! 
by them, the bcal  purchase rate and the contract rates are as 
Eolluws: 

Size No. Q9,. au plied Local Contrcct rate 
ngrmst La1 pub purchase 

chase rate 

Rs. Rs. 

2. 45,906 2'4.50 18.48 and 18.80 

10,267 26.00 NO contract conclud- 
ed. 

2.101. During evidence the Committee were informed that the 
indentor made iocal purchase on 'without assistance' basis i.e. 
without any obligation for releasing nylon. The Committee pointed 
out that the indentor had paid about Rs. 6 extra per jersey and 
enquired whether it was only due to the fact that no assistance in 
regard to nylon was given to the supplier. The witness stated: 
"There were a number of factors; not merely this. Factor No. 1 is, 
we had placed orders for jerseys which were to be supplied with a 
mixture of only 10 percent nylon and wool; while when they went 
in for the local purchase, they raised percentage of nylon from 10 to 
15 percent and nylon costs more than wool. That was No. 1. 

The other factor was that they wanted the suppliers to meet an 
emergent situation. Ordinarily, when we invite tenders, we give a 
period of 39 days for them to quote and then we ask for supplies 
over a period of four months. But they asked for supplies within 
two months-during the months of January and February. 

Now, considering that a larger percentage of nylon had to be 
provided and considering, also, that the supply had to be made in a 
very much shorter time, the market had gone up and the prices were 
higher. s& 

2.102. The Committee wanted to know whether the indentor 
informed the DGS & D that he was going in for local purchase. The 
DGS & D said: "On the 16th December, a meeting was held in the 
room of the Additional Secretary, Defence and a decision was taken 
as the file shows, to make a purchase of a lakh of jerseys at that 



btime." The Additional Secretary, Ministry of Defence added: 
"Winter was coming and the Chief of the Army Staff was naturally 
.in great difficulty. So we had a discussion with the Director General 
.of Supplies and Disposals. We tried to find out to what extent there 
is a possibility of getting immediately one lakh of jerseys and pul- 
lovers which were immediately required for that winter. We 
found, by various discussions that there was no chance of getting 
anything through the DGS & D contract." 

2.103. Asked whether a representative of the DGS 8 D was also 
.presenl during the meeting held on 16th December, 1966, the Minis- 
try intimated that the then Additional Director General and Direc- 
tor of Supplies attended the meeting. A copy of the minutes of the 
meeting furnished by the Ministry, is reproduced at Appendix VI. 

2.104. To a question whether the DGS & D considered the possi- 
bility of inviting tenders for supply of jerseys without assistance for 
nylon the 'DGS & D replied: "On 10th October, when we placed 

,orders nylon was available and the people made offers without assis- 
tance but their price was 50 paise per jersey more." 

2.105. In a note, the Ministry intimated as follows: "Tenders 
were again invited on 28th November, 1966 and opened on 20th 
December, 1986 on with as well as without assistance basis and the 
following rates were received: 

Rates wi th  assistance basis R,ates with assistance ba,sis 
1. Rs. 18.20 to Rs. 22.95 Rs. 14.55 to He. 22.65 
2. Rs. 19.55 to Rs. 23.95 Rs. 15,25 to Rs. 23.40 
3. Rs. 19.55 to Rs. 24.95 Rs. 14.68 to Rs. 24.20 
4. Rs. 19.55 to Rs. 25.95 Rs. 15.36 to Rs. 24.95 

The tenders were, however, scrapped later on." 
2.106. As regards levy of damages for the delayed supply of jer- 

seys under the contract placed on firm 'A', the witness stated: "As 
there was delay in making supplies we levied liquidated damages. 
They came to the amount of Rs. 31041- In the meanwhile, we had 
made two other purchases a t  a lower price during the currency of 
the contract. There was a downward trend and we had to sustain 
a loss because there was a fixed rate. The instructions that we have 
issued are that the liquidated damages that are imposed on the firm 
should cover the loss that we have to sustain because of the down- 
ward trend. The liquidated damages are Rs. 31041- and the loss we 
had to sustain is Rs. 14491-. So the liquidated damages covered the 
loss because of the downward trend in the prices." 
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2.107 Explaining how the token liquidated damages and the extra 

expenditure were assersed by the DGS & D as Rs. 3,104 and Rs. 1,449 
respectively, the Ministry of Supply furnished the following note: 

"Liquadated damages have been worked out at the rate of 2 
percent per month on delayed supplies. As the release 
order for nylon was issued on 15-3-1967 and the drm 
received the nylon tops by the end of April, 1967 the 
delivery period was reckoned from 1st May, 1967 for the 
purpose of computation of liquidated damages. The 
liquidated damages on the basis of treating the contract 
as 'severable' contract and taking into account the delay 
in intermediary instalments, worked cut to Rs. 31,035.16. 

According to the instructions, , in cases where the indentors 
make local purchase to meet their immediate require- 
ments without cancellation of the corresponding quantities 
from the A/Ts placed by the DGS & Dl the extra expendi- 
ture so incurred by them,, cannot be treated as 'loss' for 
purposes of imposition of liquidated damages. Thc? extent 
of such extra cost that is recoverable ir! such cases will be 
token damages equivalent to 10 per cent cf the liquidated 
damages assessed at the rate of 2 per cent provided the 
firms are responsible for the delay. Ministry ol Law, 
who were also consulted in the matter, advised that it 
would not appear to be possible to recover the difference 
between the price paid by the indentor on direct purchase 
and the contracted price either in the form of liquidated 
damages or by way of general damages. As such it was 
decided to recover 10 per cent of the total liquidated 
damages assessed at the rate of 2 per cent which worked 
out to Rs. 3,1041-. 

As regards the question as to how the extra expenditure was 
assessed by the DGS&D as Rs. 1,4491-. the extra expendi- 
ture has been computed on the basis of lower trend in the 
price of stores during the period of delay; the extra ex- 
penditure has been worked out on the basis of the contract 
placed on 15th October, 1967 for deliveries upto 31st 
December, the date upto which the contract with this 
firm was extended for delivery. 

As regards the lower trend in prices on the basis of which 
potential loss was calculated it is submitted that two risk 
purchase contracts were concluded on 25th October, 1967 
after cancellation of AIT No. 90 dated 18th October, 1966 



placed with MIS.. ..... .!or a quantity of 14,000 Nos. of 
jerseys in three sizes. The rates paid against these cog- 
tracts are compared with the rates paid to firm 'A' as 
under: 

Size Rates of A!T No. Lower trend as per Difference 
TWOL-I, 85 A,T No. 375 & 376, 

dt. 25-10-67 - 
R's. Rs. Rs. 

I . .  . . . .  17.83 17.69 0.14 

Potential loss was calculated on the basis of the difference in! 
rates as indiaated above." 

2.108. During evidence the Committee were informed that there 
were no annual rate contracts for supply of jerseys to meet Defence 
requirements. Asked whether it was possible to enter into such 
contracts, the witness stated: "We can have a better system, that is, 
running contract. I have explained it to the Additional Secretary,. 
Dcfence. If they could give up firm indents we would cover their 
requirements under running contracts and he has agreed to explore 
the possibility." 

2.109. The Committee were informed that in all, local purchases 
to the extent of ,95,214 jersey pullovers were made by the indentor 
(Ministry of Defence) in January-February, 1967 due to delay in 
supply by 25 firms--firm 'A' was one of them- -which hcld contracts 
upto a total quantity of 2,31,100 pullovers during the period. The 
approximate extra expenditure incurred was thus of the order of 
Rs. 5.71 lakhs on the basis of the price difference oT about: As. 6 per 
jersey between the rates of contract and local purehi~sc. The indents 
placed in 1964 for 7,39,850 pullovers to meet Dcfence requirements 
from October 1964 to September, 1966 could not be processed prompt. 
ly due to a variety of reasons, chief of which was the delay in ar- 
ranging foreign exchange for the import of nylon tops. The Com- 
mittee would like to know whether local purchase was resorted to 
at any other time during the period 1964 to 18M and if so, thc amount 
of extra expcw??ure incurred. 

2.110. The Committee regret to find that the DGS 8: D for the first 
time entered into contracts in October, 1966 with a provision for the 
=lease of nylon directly to the contracting hosiery firms 
although the policy had all along been to release nylon 



.only to the authorised spinners. This was tho main 
reason for the delay in supply of the pullorcls which resultcil in 
considerable extra expenditure. It  is strange thnt tho policy as well 
as the past precedents in the DGS& D's orqanisntion were ignored 
while entering into the contracts. The Con~mittru would like to 
knew whether responsibility of the officials cnacerrrc~rl wa!, fixed f ~ ~ r  
appropriate departmental action. 

2.111. The Committee were informed that the extra payments 
made on local purchase were partly due to the fact that no assist- 
ance was given for procurement of nylon. The Committee, however, 
find that on the 16th December, 1966 there was a meeting held by 
the Ministry of Defence which was attended by the representative 
of the DGS & D, in which a decision waq taken to go in for local pur- 
chase of a lakh of pullovers. Earlier on the 20th November, 1966, 
the DGS & D had invited tenders on the basis of both with and with- 
out assistance for nylon. The oyders for local purchase were actual- 
ly placed on the 31st December, L966. In the meanwhile tenders 
were opened by the DGS & D on the 20th December, 1966 which re- 
vealed that the lowest prices quoted on without assistance basis were 
only on an average 50 paise more than the rates of contr:tcts placed 
in October, 1966. These tenders were, however, scrapped. With a 
little coordination, the Committee feel that the local purchase nt 
Rs. 6 extra per pullover could have been avoided and extra expendi- 
ture to the extent of Rs. 5.24 lakhs saved by taking advantage of the 
offers received by the DGS & D hefore the orders for local purchase 
were placed by the indentor. The Committee would, therefore, like 
Government to examine how the Ministry of Defence was not kept 
informed of this vital information regarding invitation and opening 
of tenders by the DGS & D. Incidentally the Committee wish to ob- 
serve that no reason was adduced for the local purchase cf jerseys 
with increased nylon content. 

2.112. It  is revealing to note that out of the tetal quantity cf local 
purchase of 95.214 pullovers, 87,891 werg purchased from 23 out of 
the 25 firms holding contracts durilg the pc r id  and that they receiv- 
ed extra payments amounting to about Rs. 5.27 lakl~s. The Commit- 
tee cannot resist the impression that the firms rnig'qt have deliberate- 
ly delayed nominating the spinners to receive the nylolr to be re- 
leased by the Textile Commissioner as by 31st December, 1966, they 
had procured orders directly from the indentor at higher rates. GOV- 
ernment might consider whether under such circumstances it is at  
all desirable to resort to local purchase at higher rates from the firms 
holding contracts to supply the same goods. 



2.113. Token liquidated damages of Rs. 3104 were levied on f h n  
'A'. The Committee may be informed of the total amount of dam- 
ages levied and recovered from all the 25 firms as also the reasan, why 
the appropriate quantity of local purchase made was not cancelled 
from the quantity contracted for with each firm and full liquidated 
damages recovered. 

2.114. The Committee would like Government to come to an early 
decision with regard to entering into annual rate contracts or run- 
ning contracts for the supply of jersey pullovers and other such items 
to meet Defence requirements so that there may not be any occa- 
sion in future to go in for large-scale uneconomic local purchase. 

Purchase of woollen yarn 

2.115. Against an urgent indent received from the Defence 
Services in Decemher 1967, the Director General, Supplies and Dis- 
posals, issued a limited tender enquiry to 15 f i r~ns on 15th January 
1968. The tendcrs were opened on 3rd February 1368 and two tenders 
were received-one of them being a late telegraphic quotation and 
the other from firm 'A', the quotation of the latter being Rs. 30 per 
Kg. Because of the increase in the quantity requ.red, from 14,703 
Kgs. to 20,323 Kgs., firm 'A' later (March 1968) ag..eed to reduce its 
rate to Rs. 29.95 per Kg. A contract for purchase of this quantity 
was placed on the firm In May, 1968 (total cost Rs 6.09 lakhs) at  
Rs. 29.95 per kg., with Government assistance ior pxocurement of 
64s carded scoured wool and completion of dcliverics of 170.40 Kgs. 
"aftcv four wcoks of receipt of the acceptance of tender and requisite 
raw material from Government and the balance quantity in four 
equal monthly instalments." 

2.116. Due to prolonged correspondence with the Textile Cornillis- 
sioner and the State Trading Corporation about the availability cf'  
carded scoured wool for which Government assiztance was to be pro- 
vided, the import recommendation certificate was issued only in Sep- 
tember 1969-sixteen months after issue of the order. 

2.117. In March 1968, before the order was placed. from 'A' had 
indicated that, in estimating the rates offered h : j  it v k . ,  Rs. 29.95 per 
kg., it had assumed thte c.i.f. value of carded scoured wool as 90 per 
lh.  The firm, however, had to pay only 66d. per lb. a t  the time of 



actual import through the State Trading Corporation resulting in itsr 
getting ua-intended benefit of Rs. 0.92 lakh (on 23.232 Kgs. of wool. 
for which import recommendation certificate was issued). 

[Paragraph 65, Audit Report (Civil), 19701. 

2.118. The Committee wanted to know the basis of selection of 
tenderers for the limited tender enquiry as 13 out of 15 firms to 
whom tender enquiry was issued did not respond. The Secretary, 
Ministry of Supply explained. "It is a very difficult item. We found 
that there was not much response. The firms were not interested 
in this type of thing. 15 firms were actually on the list of the approv- 
ed suppliers. Tender enquiries were sent to them. Two responded. 
Out of this only one was in time and the other tender was late." 
Asked to indicate the price quoted by the other tenderer, he said it 
was Rs. 3'3.48lKg. 

2.119. As ~egards  the reasonableness of pricc quotccl, the witncss 
stated that a comparison was made on the basis of last purchase 
price and it  was considered reasonable as previously a contract at 
Rs. 33.60 /Kg. was concluded in July. 1967. To s ques t i~n  he added: 
"In fact the indentor himself had given the estimated cost as 
Rs. 33.60. Subsequently hc revised it to  Rs. 50 87. But that was 
subsequently: end that also for different -,necl[ication. Ultimately 
we found that the two were not comparable." 

2.120. The Committee pointed out that with the increase in quan- 
tity required the firm hzd offcred a price reduction of 5 pni-e only. 
The witness stated that it was token rcduction and added: "Every 
effort was mad(. to reduce i t  but they wcre not in a position to offer 
reduction. Since there was only one party and h i s  wa; the maximum 
reduction that they offered" 

2.121. Thereupon the Committee drew attention of the witness 
to the unin~ended benefit derived by the firm to the extent of 
Rs. 0.92 lakh. The witness admitted that it was a fact and stated 
further: "When we approached them they (the firni) said that the 
rate quoted was acccpted by us and we are hound by it. The firm 
said that 18 months had gone by and there was so much of delay in 
the grant of import licence and import of wool The cost of pro- 
duction had gone up. Labour charges had goqe up and there was. 
not much profit ." 

2.122. Asked as to how it took 16 months (May. 1968 to Septcm-. 
ber, 1969) to issue import recommendation certificate, the witness 



clarified: "So far as the issue of import recommendation certificate 
i s  concerned, it did not take 16 months. It  took only 7 months. The 
A/T was placed on 15.5.1968; and the import recommendation certi- 
ficate was issued on 16th December, 1968. There was only 7 months 
delay. But the import licence was issued after 16 months." He then 
explained the delay in the issue ~f import licence in the following 
words: "So far as the delay of 16 months is concerned, the position 
was like this. We had to make a refecence to the Textile Commis- 
sioner to find out how much wool is required to manufacture this 
quantity because the firm had asked for import licence for 23,776 
Kgs. of wool. Now so far as the c.i.f. value is concerncd, we had to 
go to the State Trading Corporation. There was a lot of delay. 
VJe wenr cn reminding them. But the channelisation and all that 
takes time. Then two months were taken by the Ministry of 
Finmce in giving their clearance in regard to the foreign exchange. 
All these things took time and even after import licence was 
issued, the firm again came forward saying that the quantity and 
the value should be increased. It took another four months." 

2.123. As regards the firms contention that the cost of production 
had gone up, the witness agreed that it could be examined but point- 
ed out that it was a firm price contract. The Committee understood 
that according to legal opinion obtained by the Department it was 
not possible for Government to claim any reductio!~ in the price 
since the contract did not provide for any price variation vis-a-vjs 
the price for the imported raw material. 

2.124. The contract was placed on firm 'A' in May, 1968. The firm 
hod intimated in their letter dated 18th March, 1968 the basis of 
calculation 01 Ihe rate of Rs. 29,95 per Kg. Thc Cornmitter? desired to 
know whether the assumed c.i.j. value of carded scoured wool of 
90ci. i m  Ib. was verified. The witness deposxl: "Su!xecjuently we 
referred the matter t,- STC. R e v  slid thst 75 d .  w;l! be right. As 
order had already been placed so there was no questicn of changing 
it. This was for the finishrd ~ m d u c t  and licence 1 x 9  ixued CQ 76 d. 
The quantity was limited." 

2.125. In a note furnis11-d to the Committee, the Ministry stated 
that the price of imported 64s carded scoured wool was intimated by 
the State Trading Corporation, New Delhi in February, 1969. 

2.126. Asked whether Income Tax authorities were informed of 
-the profit made by the firm, witness stated that copies of A/Ts went 
to them aulomatically. Asked further whether, apart from routine 
'intimation, a special intimation was not necessary in such cases where 
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.unintended benefit was derived, he said: "In future, we shall do so". 

2.127. The Committee note that although the contract entered into 
with firm 'A' in May, 1968 provided for Government assistance for 
procurement of 64s carded scoured wool, Government agreed to a 
firm price for the woollen yarn. It is regrettable that the prevailing 
c.i.f. value of the carded scoured woal was not verified when the firw 
indicated earlier in March, 1968 the assumed value thereof, with the 
resdt  the firm got ah unintended hewfit to the extent of Rs. 0.92 
lakhs due to the price of the wool being actwlly less. In order to 
avoid the recurrence of such costly lapses, the Committee would sug- 
gest that there should be a system of verifying with the help of 
agencies like State Trading Corporation, Rliaeral; and Metals Trad- 
ing Corporation etc.. the assumed rate and value of raw materials to 
kc imported with Government assistance. 

2.128. The Committce are unhappy to note that it took in all 16 
months to issue import licence in this case. The explanations given 
that delay occurred in ascertaining the quantity required and the 
value of the wool to be imported and obtaining clearance from Fin- 
ance in regard to foreign exchange is not at all convincing especially 
while processing an urgeut indent to nwet Defence requirements. 
The Committee consider that the delay in this case was unreasonable 
and hope that Government would look into the procedural bottle- 
necks and see that better sense of priority is displayed in future. 

2.129. At present only copies of acceptances of Tender are sent to 
Income-tax authoritics in a routine manner. The Committee recom- 
mend that in the present and similar cases the inconic-tax authorities 
should be specially informed of such unintended profits as have been 
made in this case to help scrutiny of the relevmt tax-returns. 

Extra expenditure due to failure to accept te~rders within 
their validity periods. 

2.130. Against an advertised tender enquiry, for purchase of tents- 
flies inner and flies outer, issued by the Director of SuppIies (Tex- 
tiles), Bombay. i(n July, 1966, tenders received were opened on 1st 
September, 1966. The offer of firm 'A' at Rs. 153 per unit (f.o.r./deli- 
very free Hathras-including packing charges)-for supply of flies in- 
ner was the lowest, while for flies outer the offer of firm 'B' ,at 3s. 
123.75 per unit f.0.r. Kanpur was the lowest. These offers were cpen 
1115 (Aii) L.S.-5. 



for acceptance till 30th November, 1966. The offers of firms 'N'andr 
'B' were ignored on the ground that the firms had heavy bo~kings 
with them which would keep them busy for four to five mqnths even 
if they were to complete their existing orders at their rated capacity. 

2.131. As prices of other tenderers were considered high it was: 
decided on 16th 'December, 1966 (after the validity period ~f ike. 
tenders had expired) to conduct negotiations with other tenderers 
in order to secure economical priceland timely supplies to the in- 
dentor. Negotiations were actually conducted on 13th January, 196T 
and in the meantime, the prices having gone up the tenderers revised. 
their rates upwards. Without inviting tenders orders were placed on: 
two firms at higher rates. The original and revised rates of firms. 
'C' and 'D' on whom orders were placed on 31st January, 1967 are, 

shown below: 
---. - -- -. . . --.- 

Firm 'C' Firm 'D' ----- -- 
Rates Rates Rates Rates 

originally revised originally reviscd 
quoted iin on 13th quoted in on 4th 

the tendcr. January, the tendcr Decenrbet. 
1967. 1966. 

(per unit) (pcr unit) 
Ks. Rs. 11 ,. TI\. 

2.132. Delay in conducting negotiations with the firms and failure 
t o  place orders within the validity period of tenders resulted in 
placement of orders at higher rates and consequentIy in extra cx-. 
penditure of Rs. 2.36 lakhs (Rs. 1.81 lakhs on purchase of 8,700 flies 
inner and 3,200 fiies outer from 'C' and Rs. 0.55 lakh on purchase 
of 10,000 flies outer from firm 'D'). 

2.133. The indentor wanted delivery of the stores by 3Lsl March, 
1967 but the period of delivery stipulated in the contracts placed 
with firms 'C' and 'D' was between April, 1967 and July 1967. Stores 
were actually supplied by firms 'C' and 'D' between September, 1967 
and January, 1968. The question of finalising the pre-estimated da- 
mages from firms 'C' and 'D' for late delivery of stores is still under 
consideration (November, 1969). 
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2.134. During evidence the Committee wanted to know why  

a d e r s  could not be placed on the firms 'C' and 'D' on the basis of 



their offers within the validity period. The Sccretary, Ministry of 
Supply stated: "The idea was that since these two lowest tenderers 
were being ignored because they were already over-loaded, we might 
be able to bring round the other Arms to reduce their prices to the 
lowest level and efforts were made to do that." 

2.135. Asked about the reasons for the delay in conducting nego- 
tiations with the firms a representative of the Ministry explained: 
"The tenders were opened on 1st September, 1966. The initial 
purchase proposal was put up at the Bombay Office on 21st Sep- 
tember, 1966.. . .The file was sent ta  the DGS &D, New Delhi on 
28th September, 1966. I t  came to the Ministry and was sent back 
on the 20th October.. . . . . the Ministry was to be convinced that 
there were good reasons for ignoring the lowest offers. The file was 
(therefore) sent back.. . . . .with the question whether firms 'A' and 
'B' were actually overloaded. I t  came back to the Ministry with the 
requisite information on 8th November. It took 18 days--20th 
October to 8th November-because the information 'had to be 
collected and statements got from Bombay. The file finally 
came to the Ministry on 17th November, 1966. The file had 
to be seen by the Under Secretary, the 'Deputy Secretary, Joint 
Secretary, Secretary and then the Minister because of the value of 
the contract. At each stage, every one was to be quite sure thnt he 
was acting rightly in ignoring the lowest two tenders. The file went 
up to the highest level.. . . . Finally it was decided (29th Decem- 
ber 1966) that more justification was needed to  ignore the lowest 
tenders. The offer expired on the 30th November. The firms were 
asked to extend and in the process both these firms increased their 
rates." 

2.136 As regards the necessity for obtaining the orders of the 
Ministry, the Secretary, Ministry of Supply said: "Under the stand- 
ing instructions, all cases exceeding Rs 30 lakhs where negotiations 
are to be resorted t.0, have to be referred to the Ministry and t,he 
Ministry's orders have to be obtained because, the normal practice 
is thnt offers will be decided on the basis of the tenders which have 
been received and no negotiations will be resorted to except in very 
exceptional circumstances and the reasons for doing so will have to 
be recorded in writing. That is t,he procedure. So, therefore, i t  
was necessary that the orders of the Ministry should be obtained." 

2.137. The Committee pointed out that the market trend should 
have been known to determine whether negotiation to reduce the 
price could be fruitful. The witness deposed: "One must judge 
according to the circumstances of the case. There are a large 
number of cases where we have been able to bring down the 
prices substantially and effect a saving of several lakhs. 



Now one has got to exercise one's judgement and take 4 
decision knowingly and deliberately whether it would be justifable 
to resort to a certain action or not. Sometimes it does happen that, 
in the process, prices go up and we may have to pay a little more. 
But one has to take precautions to see that the interests of Govern- 
ment are safeguard. Here, the anxiety was that there were two 
lower offers and to ignore these offers there must be justification 

3' 
. . . . a .  

2.138. To a question as to how orders were placed on the firms 'C' 
and 'D' at higher rates without inviting fresh tendeq the representa- 
tive of the Ministry stated that a view was taken by the Additional 
Director Ckreral of Supplies which was concurred in by Finance 
that inviting fresh tenders might result in even higher prices. He 
confirmed that it was placed on record and continued: 

"It was noted by him on the 27th January, 1967 that with 
regard to textiles the tendency has been to increase the 
prices all the time and therefore for sometime to come 
we may have to consider placing orders at whatever prices 
are available and whatever capacity is available to us; and 
that, .in the circumstances, as the indent period has ex- 
pired against most of the items, the lowest offer now 
available an each item may be accepted lo the extent 
that the firm is able to meet the demands. This was the 
cogent reason given, again seen by Finance. 'and approved 
by the Ministry." 

2.139. The Committee feel that the delay that occurred in proces- 
sing this transaction was avoidable. They would urge Government 
to ensure that the tenders are decided well before the expiry of the 
offers of the tenderers. 

2.140. The Committee strongly feel that in this case the pro- 
posal for negotiation was itself not well conceived. It  was only 
subsequently that a view was taken that "with regard to textiles the 
tendency has been to increase the prices all the time and therefore 
for sometime to come we mag have to consider placing orders a t  
whatever prices are avail~hle." The Committee would like to know 
how this fact was overlooked at the time the tenders were opened. 

Extra expenditure due to delayed re-purchase 

Audit Paragraph 

2.141. On the failure of firm 'A' with which a running contract 
had been placed by the Director General of Supplies and Disposals 



63 
on 24th October 1967, for supply of 11.01 lakhs of two types of key 
bearing plates the contract was cancelled at that firm's risk ar,d 
cost. 

2.14Z. For the risk purchase of the stores the Director General, 
Supplies and Disposals, issued a tender enquiry on 16th March 1968. 
and 38 tenders were received and opened on 25th April 1368. 
The offer of the lowest firm for plates of both the types was ignored 
011 the ground that it was beyond the monetarylcapacity ceiling for 
placing orders with that firm. Of the remaining firms, the tender of 
firm 'R' which had in its tender specified delivery schedulr as under, 
was accepted for only one type of plate:- 

That not accepted-20,000 plates per month. 
That accepted-15,000 plates per month. 

2 143. An advance acceptance of tender was placed on this firm 
on 23ra July 1968, in which the delivery schedule WRS stipulated "at 
the rate of 35,000 pieces per month on receipt of order, that is, sup- 
ply shall be completed by 31st May 1969 or 3arlier". While accept- 
ing the advance acceptance of tender, the firm in its letter dated 
31st July 1968 informed the Director General, Supplies Disposals, 
that it was unable to accept the delivery condition a: it was not 
according to its offer and requested either to nltcr the despatching 
period proportionately and estend the delivery period till 30th August, 
1970 instead of 31st May 1969 or amend the quantify to 1,80,000 
plates to br supplied wlthin 12 months from the date of final accep- 
tance of tender (to be supplied at the rate of 15,000 pieces per 
month). In the meantime, formal (running) contract was placed 
on that firm or) 6th August 19168. On 10th Ailgust 1968 the firm 
expressed its unability to accept the contract mf i l  it was amended 
as per its letter dated 31st July 1968. On 121.hAugust 
1968 the firm asked for increase in the price of plates (because of 
increase in the price of pig iron by the Joint Piont Committee). 
The Director General, Supp?ies and Disposals, informed the firm on 
14th,l7th August 1968 that the monthly rate of delivery was fixed 
at 35.00C numbers in accordance with the capac.ity of the firm and 
thnt it should execute the order immediately. On 26th August 1968 
the firm intimated that due to its capacity having been fully booked 
by the acceptance of an order from the Railway Board, it was unable 
to accept the order for any quantity. 

2.144. On 21.4 September, 1968 the Director General, Supplies 
and Disposals, amended the delivery period schedule ir: accordance 
with the offer of the firm which again expressed its inability to 



accept the order for any quantity. On the advke of the Ministry 
of Law that since the firm had in effect withdr~wn its offer by ex- 
pressing its inability to accept the contract even before the formal 
(running) contract was issued, there was no concluded cdntract, the 
Director General, Supplies and Disposals, cancelled the contract 
without financial repercussions. 

2.145. The plates were repurchased from two other dift'erent 
firms at higher rates as follows:- 

Amount 
(in lakhs of Rs.) 

(i) 30,000 plates ordered on 8th May 1!469 
on firm 'C' at extra cost of Re. 0.83 each 

(ii) 1.50,000 plates ordered on 8th May lDG!) 
on firm 'D' at extra cost of Re. 0.88 each 

Inclusion, in the acceptance of tender, of delivery terms different 
from that offered by firm 'B' resulted in extra expenditure of RY. 
1.57 lakhs. 

2.146 About recovery of extra expenditure incurred in repur- 
chase of the stores from firm 'A', the Department stated (Septem- 
ber 1969) that the firm on being served with a dcmand notice has 
contested Government's claim and the matter was under litigation. 

2.147. The Ministry stated (January 1970) that the firm had 
obtained a stag order from High Court against recovery and that 
as the Department is contesting the stay order for which purpose the 
connected file has been sent to defence Counsel, the Department is 
not in a position to offer any comments. 

[Paragraph 61, Audit Kcport (Civil), 19701 

2.148. During evidence the Committee enquired how the delivery 
scheduie was stipulated as 35,000 per month in the advance accep- 
tance of tender placed on firm 'B' against its offer of 15,000 plates. 
Thc Director General, Supplies and Disposals stilted that taking a 
strictly lcgal view the officer who placed the order shouid have 
gone exactly by the terms in the tender offer. He, however, added 
that the firm had mentioned in its tender its capacity as 9,000 tonnes. 
The capacity had not been spelt out separately for the two types of 
plates. As the firm had offered 20,000 pieces of one type of plates 
and 15,000 pieces of the other type the officer had concluded that 



jit would be ,prepared to supply 35,000 pieces of one type judging in 
terms of total capacity and orders were placed accordingly. 

2.149. Asked why it was not specifically ascertained whether the 
.firms would be prepared to supply at the rate of 35,000 plates per 
month, the .witness stated: "I accept the proposition that before he 
placed the arder on the basis of the tctal capacity the officer should 
have checked the position with the firm. Secondly, the firm wrote 
to him that they had offered the capacity in fhc terms of the two 
items separately; he should have corrected the pasition. He failed 
.to do that. To that I have no defence.. . . . ." 

3.150. Explaining the context in which the delivery schedule 
a9ginally fixed was maintained, the witness continued: "Firsll-I, in 
,those days we were passing through recession and all the Chambers 
s f  Commerce were addressing appeals-in all the meetings wc had 
%with them they had only one suggestion to makc i e . ,  we should be 
prepared to consolidate our demands not only for the curreni year 
,but also for the next two or three years and place the demand on 
them. Secondly this firm let the officer know that even though 
hecause of the  recession they had so much ~ d l e  capacity yet at that 
time they had made an offer to the DGS 8r D, they had also made 
.an ofler to the Railway Board and in the memn.hilo they had 
received an order from the Railway Board. It %as i : ~  the light of 
-that order they wanted to back out." 

2.151. In a note submitted to the Committee subsequently, the 
.Ministry intimated the orders placed in July, 1968 bv the Railway 
Board on firm 'B' as follows: 

"Railway Board contract No. Description of stores Quantity Rate Value 
and date and drawing ordered per tonne 

R\. Ks. 
n. G. Slecper~ - . - -. - -- L 1 

68 746,16 'l'rack dated 24-7-66 T. 4789(M) Alt. 1 9500 369 35,0,5.500 
T .  I0221 Alt. I j 

M. G. Sleepcrr (60-R ....- 
.66/7j6 1 6 ( A ~  Track datcd 1 ' - r 0 2 ~ ~  Alt. I 7 5500 o 2z,22,000 

24-7-68. T-10232 Alt. I J 

I t  may also be stated that scrap to the extent of 50 per cent of the 
.ordered quantity has been supplied to the firm by the Railway free 
of cost. 

2: 152. Asked whether the Railway Board placed orders through 
;the DGS & D, the witness clarified: "They plice the orders through 



us but there are certain items for which authority has been delegated 
to them. Cast-iron bearing plates are purchased by us but cast-iron 
sleepers are purchased by the Railway Board. Some foundaries 
make both of them." To a question as to how to avoid competition 
between the Railways and the DGS& D, he added: "I would sub- 
mit I have already requested the Ministry to 11ove a talk with the 
Railway Board to surrender the authority giver: to them. I have 
just taken up the matter with the Ministry." 

2.153. The Committee desired to know the rzssons for the failure 
of the contract placed on firm 'A'. The witness statcd: ' T h ~ t  is a 
very ?ad case. The tenders were invited. Th= firm was asked to 
extend the validity of the offer upto 21st July. The order was des- 
patched to the firm on the 20th July. So far as the legal position 
is known to us the offer had been accepted vithin the period of 
validity and, therefore, the contract was concl~.tded. The firm took 
the position that the offer had reached them on +he 22nd July after 
the validity period was over and according to them, therefore, the 
contract was not concluded." He added that according to the legnl 
advice, as the offer of the firm was there, the contract was concluded 
ss soon as thc order was issued and that if thc firm had backcd oclt 
Govc!riment could make the purchase at their risk. 

2.154. The Committee pointed out that the lowest tender was 
passed nver while considering risk ourchase mrl wanted to  know 
whcthcr legnl opinion was obtained aq to ;t.s jm!~licnticns on the 
recovery of the extra cost from the defaulting firm 'A'. Thc witness 
read out the legal opinion obtained: "Mr.. . . . .raise? the poi.it 
whether, while placing an order on the n e ~ t  higher tenderer we can 
restrict our claim to risk purchase damages as the difference bet- 
wren thc contract rate and the rate quoted by t!lis lowest tenderer. 
To that, the answer is that unless the risk purchase is made, i .e . .  it 
rnatcrinlises we cannot claim risk purchase C!~.mages. The only 
alternative would be to claim general damages for which we can 
take the rate quoted by the lowest tendered at the rrarket rate as 
the goods are specially fabricated." 

2.155. The original demand as per t,he contract placed on firm 'A' 
was for 11.01 lakhs of two types of key bearing plates whereas ulti- 
mately only 1.8 lakhs pieces of one type of pink :tlone were pur- 
chased from firms 'C' and ID'. The Committee desired to know 
whether the remaining quantity was purchased. The Ministry 
furnished the details of purchases made as follows: 

"The details of the purchases made on account of cancellation 
of the order on firm 'A' (MIS.. . . . . . )  is as follows: 



T. 225 - 'F. 226 
Quantity cancelled in Rg./C. No. 144 --- 

.. . . . . .  held by MIS.. , , 

3,51,055 7,50,000 
Nos. Nos. 

Southern Railways having withdrawn their demand against 
IRS Drg. No. T-225 for 1,40,422 Nos. repurchase was made against 
this Drg. T-225 for 2,10,633 Nos. only. The details of purchases 
made arc as follows. 
---. - - . - - . - -. - --- - - . _  

Nos. Nos 
. . . .  ( I )  MIS.. .. .Rg/C No. 245 dt. 1-8-68 . . 4,000 

(2) Mls.. . .  .Kg/C. No. 246 dt. 1-1-68 . . .  ' 1,11,633 . . 

. . . .  ( 5 )  h!/s.. . .  .g,'C: NO. 219 dl .  6-$68 . . I,&OOO 

The total amount of damages claimed from Arm 'A' was Rs. 5.23 
lakhs. 

2.156. As regards the grounds on which firm 'A' had disputed its 
liability to pay damages, the witness informed the Committee during 
evidence that the firm was not taking up the question of delayed re- 
ceipt of order legally and that it was relying more on other defence. 
Elaborating further, he said: "We had accepted part of their offer. 
There were several items in that tender. For certain items, we had 
accepted their offer, but fsor certain other items, we had not accepted 
the same and we asked for extending the validity period. Their plea 
is that we asked for extending the validity period of offer and we 
asked for it in respect of all the items, and not in respect of the items 
which we had not yet covered. And, therefore, they say that the 
contract is not concluded. But they are not seeking to reply on this 
that we issued the orders on the Nth, because, so far as the legal opi- 
nion that way is concerned, the matter is settled." 

2.157. The Ministry intimated in a note the present position of 
the civil suit filed by firm 'A' against the recovery as given below: 



*"In the suit filed by firm 'A' it has been held by the Calcutta 
High Court (Judgement dated 3-6-70) that there was no 
concluded contract between the parties and, therefore, the 
prayer of the firm has been upheld. This judgement is 
being examined." 

2.158. During evidence the Committee enquired whether apart 
.from the plea advanced by the firm that there was no concluded con- 
.tract, it had procured better order from the Railway Board. The ~ i -  
ninistry passed on the following information furnished by the Rail- 

,way Board: 
SaOrdcrs placed m. firm 'A' during 1967-68 : 

Railway Board's contract No. Description of storcs Quantity Ratc per Value 
and date. and drawing. ordcrcd tonne 

67/746/22 Track d:ilcd 23-10-67 H. C;. Slecpcrs. 
. 7 A t  I 4225 331  13.98.475 
T. 10221 All .  I I  

67i746/22 ( A )  hi. G .  sleepers 
Track datcd 23-10-67 T. 498(M) Alt. 2 1  qooo 370 14,80,~09 

7'. j y ~ ( M )  Alt.  I J  

2.159. The Committee were informed that the delivery schedule 
-,was stipulated as 35,000 per month for the type of key bearing plates 
ordered taking the total capacity of firm 'B' into account. The Com- 
.,mittee are at a loss to understand how this mistake was not currect- 
ed even after the firm had pointed out that they had offered the capa- 
city in terms of the two types of the plates separately. The Com- 
mittee hope that such omissions may not occur in future. 

2.160. As against the original demand of 11.01 lakhs of two types 
of key bearing plates, risk purchases were made to the extent of 
3.61 lakhs and damages amounting Rs. 5.23 lakhs had been claimed 
from firm 'A'. The Committee were informed that in a suit filed by 
the firm against the damages, the Calcutta High Court had held that 
there was no concluded contract and that the judgement was being 
examined. The Committee would like to know the outcome of the 
.cexamination. 

2.161. According to the DGS&D firm 'B' Andly backed out on 
.account of the orders for the supply of sleepers placed on them by 
the Railway Board direct and the Committee note that firm 'A' had 



.also similarly secured orders from the Railway Board. The Com- 
mittee were given to understand that the cast iron bearing plates are 
purchased through the DGS 6E D whereas cast iron sleepers are pur- 

.chased directly by the Railway Board. As some foundarios make 
both of them, the Committee recommend that in order to have a 
coordinated procurement of these railway track items, the purchases 
should be entrusted to one agency. The Conunitlee would like to 
be informed of the outcome of the reference made by the DGS&D to 
Ministry of Supply for taking up the matter with the Railway Board 
in this connection. - 

ERA SEZHIYAN 

a July 8, 1971. Chairman, 
. . -- .. - - --- - -- 

Asadlta 17, 1893 ( S a k a ) .  Public Accounts Com.tnittee. 



Appendix I 

(Ref. Para 1.16 of the Report) 
EX-L 

REGISTERED A.D. 

20th April, 1967 
JJ/TT 

The Union of India 
Served through and delivered to: - 
The Secretary to the Government of India, 
Ministry of Food, Agriculture, Community Development and 
Coopeiation (Deptt. of Food) 
New Delhi. 

Dear Sirs, 
Under instructions and on behalf of our clients Mjs P. T. Ankle- 

saria & Co. partnership Firm Registered under the Indian Partnership 
Act, 1932 and carrying on, inter alia, the business of transport and 
clearing agents and contractors, at  Hamam House, Hamam Street, 
Port, Bombay-1 we have to give you this Notice of suit under section 
80 for the Code of Civil Procedure. 

Our said clients are a partnership Firm registered under the Indian 
Partnership Act, 1932, and the present eohstitution of the said Firm 
is as under: 

- -----. 
(i) phiroms Temulji Anklesaria. Business 17. Ram Maha1,I)inshawWachh~ 

Road, Churchgatc, Bombay-I. 

(ii) Shantilal Mangal Das . Business "Kum Kum" PeddarKoad,q 
IJombay-26. 

We are instructed by our clients to give you this notice and call 
upon you which we hereby do, to pay to our clients or to us as Attor- 
neys on their behalf, the sum of Rs. 42,11,688.30 together with in- 
terest thereon at the rate of 9 per cent per annum from the date of 



this notice. Please take notice that in default of your compliance 
with the aforesaid demand, our clients will on the expiration of two 
months next after the receipt hereof by you file a suit against you on 
the cause of section and for the reliefs mentioned in the draft 
Plaint, which is enclosed herewith and which shall be deemed to form 
part of this Notice. All the averments, submissions, statements and 
contentions made in the enclosed draft Plaint shall be deemed to be 
part of this Notice. 

Please treat this as Notice under Section 80 of the Code of Civil 
Procedure. 

Yours faithfully, 

Encl: -Draft Plaint. . Solicitors, High Court, Bombay. 

[True Copy] 



Appendix41 
(Ref Para 1.16 of the Report) 

EXHIBIT 'J'J 
STATEMENT SHOWING CLAIMS OF MESSRS. 1'. T. ANKLESARIA & COM-. 

PANY AGAINST GOVERNMENT 

1. Bills of various typcs duc to our clicttts and )tot paid us yet b.11 
Gmernment. 

1. Bills Lbr casual labour cmploycd on T. T. Wagons 

2. &I!\ Sor casual labour employed for breaking hardencd lumps 
of hulk Ammonium Sulphate . m e . . .  

3. Clcuance bills including Sunday guaranteed wages bills. . 
4. Transport hills not paid. . . 
5. Transport bills not paid in full . . 
6. Bills for clearance of hulk fcrtiiiscr not paid in full . . 

7. Bill* for detention to truck at CJo\wnn~cnt Codowns and R a ~ l  
heads. . . . . . . . . . .  

11. Total rccozierics ri~ron~fttl!~l and illegall~~ effccrcd ( i o v c w -  
mcnrfrorn rhe ~iarioris hills of our clients or, lzccorrrrr 01 alleged 
demurrage and otlrcr rlrurjio:- 

. . . . . . .  4. Levy Hills . 
5,Transpor tBi l l s .  . . . . . . .  
6. Clearance & Supp. 6r Misccllancous Bills. . . 

Kcrnissi~n givcn 
Further recovery made from Supplementary & hdiscellancouci . . . . . . . . .  Bills. 

Net amounl of recuvery illegally effected by Government from . . . . . .  va:ious bills of the company. 



iII. I. Security Deposit Of OW clicnl's furnished in the form of 3$:b National 
PlanBonds * . . . .  2s.  z,oo,ooo .o 

?. compound interest on the above interest amount of KS. 34,062.50 
'. detained by Gwt. calculated at the rate of 127; pcr annum 

per notice givcn to Government from time lo time . . HS. r9,295. oo' 

Rs. 2344,357. 50 - -  

1 ~ 9 , 5 8 2 .  76 Interest an Rs. 35,67,767.70 ((1' 2:; per' ----- annum 38 per notice datcu I 4-12-1y66 given 
by MIS. Little & .Co. to R-D.(IJ) Bombay' . 42,11,688.30 and copy to U.G. (F) Ncw Delhi. 



APPENDIX 111 
(Ref: Para 1.39 of the Report) 

MINISTRY OF FOOD, AGRI., C. D. & COOPERATION 
(DEPARTMENT OF FOOD) 

Recovery of Differential ,Cost Consequent upon the ~evision of issue 
prices 

Government's Reply: 

In the Note furnishing interim reply in respect of this item which 
was forwarded to the Lok Sabha Secretariat with this Department's 
O.M. No. Gj25017i6170-IF. I1 dated 6-11-1970, it was stated that the 
requisite informatison had been called far from the State Governments. 

Replies from some of the State GovernmentsjUnion Territories 
including the West Bengal Government have since been received and 
a re  furnished below: - 

(1) West Bengal: So far as foodgrains distribution in the 
State is concerned, the area has been divided as under:- 

(a) Modified rationing i.e. area outside statutory rationing 
area. 

(b) Statutory rationing area. 

In regard to Modified Rationing area, provision already exists in 
the prescribed agreement with the ration dealer (retailer or whole- 
saler) for recovery in case of upward revision and refund in case of 
downward revision of issue prices. But in the case of the Statutory 
rationing area, no such provision in the agreement existed. The 
State Government issued the West Bengal Rationing (Amendment) 
Order 1969 providing inter-alia fqar recoveryrefund of price differ- 
ential but a majority of the existing ration dealers in the Statutory 
rationing area have not executed the agreement because of injunc- 
tion of the court against Food Corporation of India making recove- 
ries of the difference in cost on the ground that after the sale of food- 
grains, the property of the foodgrains had been finally passed on to 



the retailers and the Food Corporation of India had no claim for col- 
lection of the difference. Efforts are, however, being made by the 
State Government to make the ratiohing dealers sign the agreement 
by extending the time limit from time to time. 

(2) Kerala: No specific provision exists in the agreement executed 
by the retail distributors for the recovery of the difference in cost of 
foodgrains. However, clause 5 of the agreement states that all sums 
found due to the Government under or by virtue of the agreement 
shall be recoverable from the dealer. The amount. due are recovered 
from the retail distributors on the basis of clause 5 af the agreement 
by executive orders. 

(3) Rajasthan and Union Territory of Pondicherry: No provision 
exists in the agreement. Administrative instructions are issued for 
verification of stacks of foodgrains for recovery of difference. 

(4) Punjab: Recoveries are made by executive orders. However, 
Clause 2 of the agreement stipulates that governmental authorities 
shal in no case be responsible for the disposal or distribution of the 
entire stocks of wheat 1 wheat atta 1 sugar lrice etc., coming into posses- 
sion of dealers or to make good the loss on account of stocks left un- 
sold or on account of the stocks being sold at a price less than that 
fixed by Government for distribution. 

(5) Union Territories of Tripura, Goa and Da&r and Nagar Haoeli: 
Recoveries are made by executive orders. No specific agreement 
is entered into. 

(6) Nagaland: There are no fair price shops in Nagaland and 
wheat is being distributed to millers, stockists and retailers with whom 
no agreement for recovery in case of revision of issue price exists. 

Replies from other State Governments are awaited and will be 
forwarded as soon as they are received. 

This Note has been vetted by Audit. 



APPENDIX IV 
Derails of Cases of recovny qf Rr. sopoqr- and above 

(Ref.: P a n  2- 74 of the Report) 

P&AO NEW DELHI 

(A) RISK PURCHASE 
- 

S.No. A,T No. & Date Amount Latest position 

I 2 3 4 

I ST-2,'2~321/1728/dt. 2-6-53 

2 ST-I, 606,'1130 IV d t  5-9-1955 

3 SR3 '1748 dt. 16-6-60 

Rs. 

1,2~,~35-00 The position will be intimated later. 

75,480- 00 The position will be furnished later. 

sw93-57 Do. 
4 SWL1,'~6502,'-,'8593 dated 22-3-63 99,979'99 Purchase Dte. have stated that the amount of recovery is only Rs. 9979'99. The 

CP&AO has confirmed that the recovery is Rs. 9979.99 only. 

5: SMH-2.'-, 7900 dt. 18-6-1964 50,102.00 In regard to the assets of the firm, District Magistrate, Aligarh haa r e d  that 
Shri died long ago, leaving three sons (I) Shri (2) Shri and (3) Shri Mohd-usman. 

Shri died leaving a widow and 2 minor sons, Shri Mohd. Jabir, aged 16 and Shri 
Mohamed Muzahid aged 9 

Shri is suffcrirg from paralysis. 
Shri is reported to be ailing in a hospital. 
They had three houses, one of which was sold to clear the decree of Dubey Ka 
Padav nala. Now they have two double storeyed houses of estimated value of 
h.- 40,0OO/-t0 Rs.45poO/-. 

The firm does not exist any longer. The above persona are the legal heirs and they 
are reported to be the owners of the two houses. 







27 h - 7 7  dt. 20-1-67 

33 TWG8,Tent Pin :RGC/ 
7606, I1[128, PAOD dt. 27-3-67 

57,096-20 The fmancid status of the firm is being ascertained. Report regarding the assets 
of the 6rm is still awaited from the District Magistrate, Metrut, who was last re- 
minM on .54v-7A 

67,465'00 No recovery has been possible from the firm and the case stands r e f 4  to Liti- 
gathn Scoaioa fa farther d o n  in the matter- 

I,II;SU)~OO Rqxm rqpding assets of om fke3 is stiP kxn the Distt. M- 
Meerut, who was last remihdcd oo 5-10-70, 

52,050-00 Case sent to Litigation Section for necessary action to initiate Arbitration procee- 
ding for .the fiaoecry of the amount. 

4,77,617-25 A sum of ks. I, 63,620-25 has been ecoyerd by the PddPO. Fhc%fns Bkd 
a suit which is .paedi90 .in tbe Glcutta High Court. 

1,56934- w Only Rs. 1229;- has been recovered so fa. hs the h ' s  btlhmmtrt- 
+A0 lJen Delhi is not able to recover the amount.. The Dcputy 
a n q ,  on 1-pvo to the= 
a n d d d m e m c a o f ~  ~ a f # e h ~ n d ¶ b a n c h l s a ~ b i l f f g o f ~ ~ r i n d  
its partners. Oh receipt of refly, further actiom will 'bt w. 2 

593,160. w The uee is under orbirrptioo. 

r,Io&~o.ix, The awe hae becn referred to  Litigation SectiDn tm zg+W fm o ib l he  
Hight Court for recovery of'the m o r n .  

~S,S~JX-oo T b e c k a o n d n ~ d t . ~ p j 6 9 o o r i M n o t t n r n e d o o h b ~ s r I l & ~  1 letters were returned by the Postal Authority saying ihnt %n ncit a-k 
) The demand notice Registered has been served on the 6rm by DGS&D on 

4,98,370'00 J 6-8-70. Further developments awaited. 

10,166.00 Item to be deleted as the amount is lesss than Rs. 50,000,-. Farlier the amount 
of recovery was indicated as Rs. 1,01,166, - by the P&AO N. Delbi 





44 Bom,PT;10147273, R 76, PAOD 
d t  20-1-66 

96,602-00 The position will be intimated later. 

46 SM-2/29023iN,'1,'6962 dated 
12-2-1963 

47 SA-7j-.'21 I dt. 16-4-68 

48 S C I : J ~ / A , ~ ,  2228-29-30 dt. 
15-5-51 

1,o6,867.40 Postion will be intimated later as the file is not readily avaiiabile. 

1,65,571- 51 Position will be intimated later. 

2,74,950. cm No recovery is possible in this case as the Law Ministry has opined that 
Section 7 of the Rajasthan Weights and Measures (Enforcement) Act, 1958 
prohibits the use of old units, the contract must be held to be void under the Law. 

zo,86,158-75 The position \rill be intimated later. 

1,26,ooo-oo The correct AjT No. is 8617 and not 8613 as given in the list. As per the 
Arbitration award, the A;T has been re-instated and, therefore, no recovery is due. 
The re-instated AjT NO. is I O ~ , ' ~ ~ ~ O O Z ~ ~ ~ - ~ ~ , ! I H I ~ / ~ ~ I ~ , P A O C  dt. 18-7-49 

eP 
PAY & ACCOUNTS OFFICE NEW DELHI 

SWPLEMENTARY LIST OF ITEMS OVER Rs. jo,ooo,'- RISK PURCHASE (A) 

50 ST1;25981, C,'781 dt.13-1-58 j8,370.00 Position will be furnished later. 

51 ME-~,'~oI;I~,'o~~;PAOD,'+O~ 64 ,835 .~  Instructions to all P&AOs were issued for recovery of the money against any of the 
dt. 12-6-1968 firm's outstandingbills but the same has not been effected so far. Currrntly the 

firms are executing a contract No. WMT-1/102:11:'281,'31-7-69 PAOD 60 dt. 
11-5-70 worth Rs. 33,000 Specific insuuctions' for withholding ~ a + a t  
againnst this conuact issuek on 7-8-70. Reports regarding financial standing of 
the firm are being called in accordance with the oo No. 51 dated 26-3-69. 

52 SX-z!84831!1/396 dl. 4-2-69 & 2,51,867' 70 Details ef nature of recovery are sti l l  awaited from P M O  New Delhi. 
~~-2;882767/1,410 dated 
11-3-49. . . 



(B) PRICE VARIATION 

SV3 j8ro8oiP/Vj344 dated 
12-6-63 

101/53/635/C/pAOD,gr65 dt. 
16-1 1-66 
101153 '635,'8291:PAOD dt. 
13-5-66 

51,088.00 The t8se is p n w  in Poona cbnn and lidgation is foUaaing it. 

Q SHORTAGE OF STORES 
fa,B6a.70 Case with SPE, 

4,17,906- oo The case is pending in H i  Court, Delhi and the next hearing has been fixed 
u a 5 p p  for filing of cidditiolul documents and 18-11-70 for evidcna. 

4,51,709.@31 
\Cases are under arbitration. 

1,75,ooo.oc I J 
54,577. oo Due to certain defects in the machines, the consignee had edviscd the p&Ao to 

reamer whatever amount had bcen paid to the firm against this centred. We 
had taken up with the firm or rectification of the defects and it is understood 
that the 6rm bave reputed their people for r a t i h t i o n  of the d m  rad t b  
they are awaitingcertain rrpoas from the consignee on one of the m i f a  
machines. 

r,cc,coz. t c  In the opinion of theMinistry of Law it appears necessary to find out if it will be 
possible for the co?slgm to pmvc the tenability cf rejection ard to refer the dis- 
pute t~ arbitrat~on. This is under consideration. 

2,76&61.75 The stores had been m p t c d  by our I n s ~ o r  but camin discmpmcies bad bcen 
not&ed by the consagnee. We had taken up the matta with the Inspection Wing 
and we have also referred to Ministry of Law to advise whether we can recover 
from the f i h  the mount paid to them. Further progress will be known on n- 
ceipt of advice fmm the Law & Inspectior Wing. 



58,671.71 Position will t e  furnislxd Iztcr. 

v,Bs. 95 The %totes had been axqtcd by our Inspecticn but certain disctcpsrcirs 
had been notified by the consi nee. We had taken up the matter with the Ins- 
pgn~ing~wehad.harefcrrrdm M i n i ~ d L . r ~ h c t h c r w e c a n  - 

the firm the aaeaart paid to thtm. hntbu proqrrss will be LmrrPn on #e- 
e i p t  of advke b m  t k  Law & Inspection Wi-. 

1,33475. co Inthis case4 chiled MilkTanks had beensupplied. Out of theseonemdinehad 
been damaged arter final inspection. The firm have @ to rectify the stom 
wi&m mp extra charge. In the w h i l e  the PSAO had bWt wqaemd to 
recover Soo/, paqment made for despatch. Out of an rmount of Rs. 1.33475 
the PBAO hP3 d i d  vi& his letter 28-8-70 that an amount of Rs. 3.696/ 
h d  been d fmm the firm rad the balance ~mcmnt of Rs. 1,29.779,- will 
be recovered in respect of the firms bills. 

2,989 IS. co An sffibit of claim for a rcmocry of Rs. gm3637.-(as against Rs~ips,xrsi-hm- 
-1 for breach of the cob- hrs been filed  OR the &cia1 8 

l i q & t w ,  Hieh Com Cnlcmta on i l d . , O .  h i s  mr tnuwn when the dlWM 
Liqu~dator 1s gomg to take up the claim for settlement. 

51,154.55 Security for an amount of Rs. g~,cm,'- has been furnished by the firm who have 
pledged certain shares with the High Q~urt Delhi ard the said security hss been 
eccepted by the Court on 6-2-1970. 

The High Court, Delhi has ~rrordi ly issued n stay order again% m v a y  of the 
amount in question from %e firm. The P U O  New m h  
has been idformed of this position wade letter No. 101 42 032 '29-4-68. I Ib-  
B, PAOD, 294 dt. 25-7-70. 

(E) OTHERS 

1 STz/1868iII:h. 26-12-I~I 3,34,823.75 Arbitration award for Rs. 73,075 - has been given in favour of the firm which has 
since been pmpted by the Govwnment. - - - - 







-- 

8 SWL-3 ' ~ ~ ( 6 6 - 5 ~  '5- dt. g,ra,po. LW Position will be urnisked loan. 
9-12-65. - 

9 Born-PI-A-8+2- dt. 4-1-63 73,576.27 Pofitiofl will be fumiphed 1Wr. 
ro Born 'H-2 2 ~ - P  369 dt. 10-3-63. 82,000. 00 Tbe cast is undtrarbimkm, which is hrra &ed a d  rhc ptitimis beim61ed 

in t h e m  to pivt -that this Wing srniledw c~lctadcd C l b m  md tat 
Afbimaion hb drt j.hsd~aron ao give dm asPlbd. 

11 Bornl%-24roo-N/608 dt. 22-5-63 82,701. oo The delivery stipulated in the A/T was 4:s months after receipt of raw material 
pgainst Qm€a Cetiecpte&. ;r-a-. Q M earlier. Thc CPW rndakl was, boweve 
MU issued EoooatiPlity Cmificreid by DGSBrD a d  the dawdid rot 
p u t u p ~ l y P l v l t b e ~ A / r w a s c D I c d k d a t t k e r i ~  a a d a x t e f t h e ~ . ~  
risk &ae amfa182 4s Rs. 82,701+. In p to our aotioc Ocr pegarPt. 
dRs .~?z ,p~ ' -  & e ~ k k o r b t h e f i m  ~ s t S b o t i f r c r * e a n y a c t  -a 
the said amount or any part thereof, the same will be entirely at our risk as to cost 
& CQnceqUeRnc. 

00 

There are some contradictory opinion in theme expressed by the Ministry of LPw 
et New JMhi dL Bombay as well as some notings from the Depnrtmmt. It  h.s 
tohedcckkd wlrethcc riskplllchesemvcq wil lbckg . l  TBiciundcr 
consideration. 

12 Born H-z'qq6-P,6g5 dt 28-7-64 98,059- oo Delivery period stipulated in the AjT was 2 '4 month from the date and rccgipt 
of A:T and raw material against quoti certi6cateiEsMntiality &ate to be 
issued by GQCL It law to bc+cided whether risk purchase rrcovery will be 
I@. This i under consideraaon. 

P & A 0 Bombay 
(B) PRICE VARIATION 

I SR-~,h5,'76a8 dt. 12-5-66 74,652'00 Pasicion will be fkniskd later. 

I Ban4%1[RcC~56 dt. 9-6-67 z,z.&w4-00 The case referred to C.B.L@.P.E.) f a  investigation md rarmrg. It is fcun in- 
~ o w ~ L r f R G C 1 3 ~  &. 28-12-67 f- C.B.I. that thr Brm have deposited foll pfium againat de A;Ts 

in the without any commitment. 





reported to DGS&D who drculPrised the recovery to the different P&AO's. In 
their lener No. CDN-~/I~(MSIC)/I 111681 dt 3-7-70. Hqnr. qdvised us that the 
P&AO's New Delhi/Calcutc~& Madeas have no dePlings with the firm and therefore 
alternative steps to be taken for the recovery of the amount. The case has been 
referred- to Hqrs. (lit. Sec.) on 29-8-70 for D.G's sanction, to invoke arbitration 
for the recovery. 

8 Born-P&-101,'50g16-CBib.15~ 68,084-00 Recovery on account of risk purchase against the A/T is only Rs. 80q5lSg. It  has not 
d t  24-12-66. been possible to recover any amount from their outstanding bills. @ PdvisCd by 

Hqrs. in their letter No. CDN-jjro M I S I I I I I ~ ~  d t  3-7-70- alternaave steps for 
recovery of the amount have to be taken. The case has, Pccordingly, to be refa- 
red to Hqnr for D.G.'s sanction to invoke arbitration. 

The amount of recovery viz. Rs. 68084 - represents 95Yb advance payment made 
to the firm for the material subsequently rejected by the mnsignee as defective. 
This recovery was intimated by the consignee to the P a 0  Bombay direct. Min. & 
of Law at Bombay were consulted on the legality or othuwise of this recovery and 0 
on thieir advice and mth the approval of Hqrs. the consignee was advised that as 
he had taken an unduly long period in excercising his rights to reject the stores 
there is no legal remedy left for effecting recovery. 

9 Born, E-2,14706/1554 dt.31-10-56. 87,136- 10 Out of a recovery of Rs. 87,1361- oqly Rs. 4741- has beep .recovered + the firm- 
Matter is Wing referred to the - of Law for obtaUlUl8 legd OplruOn and to 
decide further course of action to be taken for recovery, etc. 

(E) OTHERS 

I SCA-I.'IO~..~I, 313; 65.302 d t  76,400-00 The P&AO Bombay was requested in our letter dated 13-3-70 to withhold 
3-1-66. Rs. 76,400,'- from the firm's bills as desired by the indentor. He has intimated 

oidc his letter dt. 9-4-70 that his office has not been able to recoverjwithhdd 
Rs. 76,400;- as no bdls are forthcoming from the firm. He desired that 
the way & means for effecting recovery may be suggested. The file has been 
referred to CDN Dte. for issuing a circular in the matter to dl P&AOs 
and others. 

L ziSR-gjrg~/08oA I, 7226 dt.13-3-65 90,476- 90 Position will be intimated later. -- - 





4 SR-2,'5082;106A 111360 
dated 3-2-65. 

5 T WL-5 '101 66 &t7!8+65/ 
Pa per I ~;PAOC dated 3 1-5-66 

8 I O I ; ~ ~ .  . . . . . . . .;8063 PACC 
dated 18-4-66. 

10 SE-4 '4 59-V, I I I 006 
dated 21-1-59. 

207 52.8509 dated 1-7-66 

3~0,786.92 Thc firm h* moved in the comt @nst the -rr~orcrg .ad the cse is beirg m t s a c d  
intheHp Comt.R~habecnLeptm.bcpsafictillthc d#hi011of tbeebnrt 
hrcaImi. 

91,130.68 Same as in S. No. 4 a m . .  . . . . . . . 
55,503.00 P & A 0  Crlcutta has. M r d  Ca the .mmt ftom tbe Kcmicg 

8 
depos~t or any pcndmg bxU of the firm vide kmr No. CDN-3,'19(34). IIIj69 d m  
29-9-70. 

1,22428.00 Demand noticc~rvcdon firm on 13-1-67. The 6rm h d  not deposited the 
amount. Matt- was referred to Min. of Law for hiti- abiaPtion 
praxedinga a@mt the fum. Min. af law adviscd to 6nd out the prospects 
of recv~ry fnn the firm. Letters issued to Polia Comrmglrm~, C.lcnm 
Registrar of Cqnpanies, Calcutta &Commissioner of Income Tax c.lcutta find 
out the Enanall status of the firm. Their replies are mahd. 

1,37,624. oo Steps have been taken to ascertain the financial standing of the 6rm and its prtnar 
etc. in terms of 0.0. No. 51 dated 26-3-69. 

54,300.00 Position will be furnished later. 

1,17,93z. w The firm has gone to court uld a stay order was hued against recovery of the amount 
due. Thc case was last heard in the High Court, Delhi m 8-10-70 and the next 







(B) PRICE VARIATION 

1 S:~iectP(3;17458,'CMCC ROR/ 
IV;1655 dt. 30-10-66. 

2 WPL. . . .,'3179 dt. 15-10-66 

3 WP-21.. . .,'3033 dt. 31-8-62 

s S R - ~ ; R G C I ~ ~ /  
PAOC dt. 28-10-68 

97,267 4 5  This is amverydue  as a result offinalhtion ofprim a on tMbasm ofC,ost*-s 
Report. Firm hlwe not aaxpted this basis and Wires to hare the dclri-. 
to lower cldjustment of prices. Rekvant &mi!s h v c  b e  fsambhbeatw*e- 
P&AO Calcutta h8s also b e t  requested (on 31-8+f to cotkSh WBWW- 
to this extent has been efiected. Fim have also been requested (on 31%-70) 
to cpnfirm whether they have since deposited the excess amount d m .  B o a  
mnlned on 23-2-70. 

1,639748.98 We Pdvised.P & A 0  to recover the extra amount already paid to the 6rm due to 
increase in price of raw-material. CertPin amount was recovered by P & A0 
CPlcutta and in the meanwhile the Ikm moved the H@ Corn, Ddei fbt%.B€pY 
order. Further recoveries are stopped. The firm also csfne up fof-atbitkdJ& 
and we have entered into arbitration. The date for hewing in iniWfitw'hWabt 
yet been fixed. 

1,59J5o.oo The credit for Rs. r,58,1~0. oo in respect of recovery of Excise Duty refunded to 
suppliers e n s t  the A/T has already been a g n s f d  to P&AO, Clacutta for 
necessary amon as AJT in question is dealt within his office. In the c i r n n s t p n ~  
the rrcOVery of the amount has already been made. The case may therefore, be w 
uepted as closed. - W 

1,w,r33. w Position- will be furnished later. 

(C) SHORTAGE OF STORES 

rx,op,~op3 Position ;will be furnished later. 

~9,961.00 Recoveries in the normal course was not possible and therefore these cases s d  
referred to arbitration. As per Litigation Section, since the present address ofthe 

71,269- 47 firm is not known, the notice for arbitration could not be sewed so far, and the Govt. 
counsel at Calcutta is taking necessary action to serve the notice to the firm. No 
recovery has been made from the firm. 

2 , 3 5 4 9 ~  lo Case is unda Litigation. 

! 80,645-00 The exact position regarding the amount to be recavered from the firm on-acclamt of 
final rejections made on joint inspection (by fosnignee & Inspection Wing) and the 
amount so far recovered by the P & A 0  Calcutta is being aPceRained. -- . -- 





5 CaliRT/X-s/1bz70-0/1t69 
dated 13-11-52 

9 2~,'12!940/. . . .3343 
dated 23-1-67. 

10 SR-51.. . ./7250 dt. 9-6-65 

X I  SR-91.. . .]~zgq dt. 10-6-60 

12 SR-91.. . ..I5450 dt. 19-5-jr 

13 SR-Bs!. . . ./6106 dt. 12-6-63 

I4 SE-3,'. . . .I6607 dated 18-12-61 

15 SE-31.. . .,6463 dt. 10-7-61 

16 SE-317382-Li 1iDodsal,'6239 
dated 21-1-61 

18 SE-31. . . .. 660 dt. 18-12-61 

19 SE-31.. . .lo888 
dated 15-12-60, 

88,285- 50 Case file is not traceable. 

5441,968'70 The case has been sent to Min. of Supply for taking up the matter with the Ministry 
of Industrial Development and Internal Trade. 

99,801.10 Position will be furnished later. 

4>m¶493 ' 00 Do. 

8,96,001- 75 Action is being taken to cancel the reference to P&AO, wherein he had been asked to 
recover the amount paid to the foreign prinapals. 

&56,306.00 Position will be furnished later. 

,9WW1-00 DO.) 

61,506-00 Do. 

508W 83 DO. 

1.84.796'35 CLarifications regarding claims for finalisation are being ubtained from the firm. 

5,67,528-20 Case is with Litigation. 

i76,605.00 Recovery of sales tax on imported stores is under consideration. 

I,I 1,604-00 The firm has gone in liquidation and an official liquidator has been appointed by the 
Bombay High Court for winding up the company. The matter of realisation of 
Govt. dues has been taken up with the Official liquidator. 

f & a [2~3,671-41 Same as against S.R. No. 16.1 E b : . 

71,939.77 Action to file civil suit for recovery of sales tax paid is under consideration. 



- 
w SE-31. . . . 6608 

dated A-12-61 

27 SE-3/ ....I6606 
dated 18-12-61 

a SE-3/40/30/ozo, I I .iJremraj, 
9554 dated 4-1 1-65 

- 
88,163. ro Action to file civil  suit for rcroyery pf sales tax paid is under consideration. 

1.20.639.79 The 6rm have obtained stay order fthn ~ s s t . B ~ &  Court. 

77,330' 00 DO. 

88,746.48 The firm had filed a writ petition in the Bombay High Court and interim injundoll 
has been-ted res&&iq the Union of India not to effect any rccovay oll 
account of Sales Tax agmnst their pending bills. 

1,31,621.80 The firm was requested on 12-9-69 for refund of Rs. 1,32,ooo wrongly m e  
towards Sales Tar in the course of ~mport. No reply has so far been mxmcd. 
The case is being further processed. 

58,754-00 The position will be furnished later. w" m 

56,697'26 The firm was requested on 20-12-68 and reminded on 30-12-68 and 26-2-69 m 
refund Rs. 56,717'50 paid to tkcln by way of re-imbmemmt of S k  Tax in the 
course of import. No reply has so far been received. The case is beingpursu- 
ed on the lines of -ed* tendared.by Dwssleo .Tax). 

1,69,135.75 The question of recovery of Sales Tax is under consideration. 

ANNEXURE 'D' 
Aay mid u4ccamm o* (Malkae) 

(A) msn PLxarase 
1,38,717- w Proposal to write Off the entire loss of Rs. 1,38,717-m has been sent to . D m )  

Ministr?, on 10-8-70. 

52,757.93 This is a case of price preference and not for recovery. The case is be@ settled. 



APPEND? V 

(Ref. Pam a. 9q of the Report) 

CHRONOLOGICAL STATEMENT OF ACTION TAKEN ATVARKWS STAGeS 

~o-6-64. I n d e w  p l e d  by D.O.S., A m y  Hea~qunrters onDG S & D.: 
30-6-64. Advertised tender inquiry issued. 
26-8-64. Tenders opened. 104 tenders were received. 

15-3-64, Textile Commissioner, Bombay was requested to arrange release of arn to meet 
the entire requirements. Incase it *as n h  possible he was requesidto intimate 
the C.I.F. value of the mqtcrial.for whiqh the Defence Authorities may be approa- 
ched to providb fiecessary foreignexchange. 
Director of Ordnance Services was apprised of the position. He was 
asked to intimate whether the Itemsindented for were to bemanufactured from 
imported woollen yarn only, or the alternative provided in the specification wiz. 
use ofindinenous wool,or admixture, will be acceptable and orders  laced accord- 
ingly. 

- 

25-9-64. Textile Commissioner intimated that fore n exchange ceiling to the extent of 
about Rs. I. 86 crorcs should be placed at $eir disposal so that the re uirement 
of hosiery yarn for orders proposed to be placed by D.G. S. & D. wifi Hosiery 
manufactures during 1964-66 are made available. I t  was also desired that a 
similar estimate could be made in regard to other requirements of Defence D:- 
partment and arraqgments for release of foreign exchange for import of raw ma- 
terials made in advance so that production programme may not be held up. 

3-10-64. Department of Supply was intimated of the position with the request the Ministry 
of Defence may be apprised of the position and asked to make necessary arrange- 
msnts for the provision of foreign exchange amounting to Rs. I .  86 crores to meet 
their requirements. Department of Supply was also informed that the matter 
was coming up for discussion at the nrxt co-ordination Committee meeting to be 
held on 819-10-64. 

16-10-64 Director of Ordnance Services wasasked toconfirmprovision of foreignexchange 
to the extent of Rs. 23.35 lakhs for import of nylon tops both for socb and jerseys. 

23-11-64. D. 0. S. was reminded to confirm provision of foreign exchange for import of 
nylon tops. 

25-11-64 D. 0. S. informed DGS&D that "Before sh foreign exchangeis sanctioned, 
however, necessary clearance must be given by tge Textile Commissioner in the 
usual way, that none of the above requirements is likely to be available from indi- 
genousproduction in whole or in part". 

-29-12-64 D. 0. S. was imonned that clearme from the Textile Coqiss iqner  called for 
in his omce letter of even number dated 7-12-64 was strll awarted despite a 
tdegraphic reminder. In  the meanwhile they were requested to proceed with 
the processing of the foreign exchange s~nction so as to avoid delay in deciding 
the tenders. 

-r 1-1-66. Textile Commissioner was expedited for issue of clearance fqr import of nylon 
and poly-propelme fibre tops to the extent of Rs. 4.78 lakhs c.1.f. value. 

12-1-65 D.O.S. waa, informed that necessary clearance had bcen given by the Textile 
commis Joner for import of nylon staple fibre and poly ropylene staple fibre 
if foreign exchange was arranged by Defence authorities. b.0.~.  was requested 
to release foreign exchange. 
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6-3-65. The Textile Commissioner was requested for release of foreign exchange from 
commercial quota for import of requisite quantity of nylon tops. fo! release tcr the succc.ssfu1 tendersrr as Defence a'lthorities had advised of their inability to. 
provide any separate foreign exchange for this purpose. 

10-3-65 Textile Commissioner intimated that within the foreign exchange allotted indi- vidual mills were permitted to import synthetic fibre to the extent of !oO/b of 
the face value of the licence. It would not be possible to meet requirements. 
of nylon staple fibre or poly propylene fibre. 

15-3-65 D.O.S. was informed of the position and requested to obtain necessary foreign, 
exchange sanction to proceed further with the procurement of jerseys and socks. 

19-3-65 Department of Supply was informed that Textile Commissioner cannot provide 
foreign exchange for import of nylon tops. That Department was requested to. 
approach Ministry of Commerce to direct the Textile Commissioner to make 
necessary foreign exchange available, in the absence of which demand for jerseys 
and socks placed in 1964 cannot be covered. 

25-3-65. Persuant to thediscussionsheld by ADG with Textile Commissioner on 19/20-3-6~ 
D,O,.S. was ~ n f o ~ e d  that Textile Commissioner would be prepared to eafmark 
a portion of forelgn exchange allotted to him for Defence requirements if Ins- 
tructions aregiven to him by the Ministry of Commerce as and when any 
additional foreign exchange is given to him. A copy was also endorsed to. 
Department of Supply for information. 

27-3-65 Department of Supply approached Ministry of Commerce to consider how best 
the firms who had alread received allotments during the then current licencing 
year could be PersuadeJto supply the defence requirements without further 
allocation of foreign exchange and to set out procedure therefor. Ministry of 
Commerce was also requested to instruct Textile Commissioner to ensure that 
esrly negotiations are held with the firms and supplies made by them against 
immediate requirements of Defence. 

9-4-65 Defence Ministry (D,O.S.) was informed of the position and requested to obtain 
necessary foreign exchange sanction for the import of nylon and to  communicate^ 
it expeditiously. 

17-4-65 D.O.S. informed that the case regarding allotment of foreign exchange to the 
extent of Rs. 23.35 lakhs was being processed. 

24-4-65 Department of Supply was asked to intimate whether the Ministry of Commerce 
or theTextile Commissioner had agreed to meet the requirements of raw materials 
against Defence demands so that DGS&D might be able to proceed further with 
procurement action. 

1-5-65 D. 0. S. expedited for Provision of necessary foreign exchange. 

16-6-65 D.O.S. was expedited to confirm provision of necessary ioreign exchange to the. 
extent of Rs. 23.35 lakhs. 

22-6-65 The D.O.S. intimated that they had also reviewed the requirements of Jerseys 
Pullover for the year 1965/66. As quantit of z,g7,4oo manufactured out of 
indigenous wool with Nylon admixture hazalready been covered without am 
forei n exchange assistance,there was no necessity to cover the remaining quantitj. 
for t t e  time being. The remalnig demand for 1965/66 and 1966167 would be. 
covered after they had received the final reply from Ministry of Commerce and 
Industry, to whom a request had been made for allotment of foreign exchange for. 
the import of wool tops. 

27-9-65 DGS&D requested the DOS to submit his indent on prescribed form for ~,oo,ooo 
NOS. made from5osquality of 'wool and to send a corresponding reducton demand 
in reapect of the existing indents in due course. He was also requested to confirm. 
that the balancequantity of 1,31,ooo jerseys against existing. demands may h e  
covered immediately in 48s quality of wool. 



26-10-65 The DOS sent a fresh indent for ~,oo,cco jerseys and also indicated how the  
quantity should be reduced f e rn  the demand8 already plecedby him. As regards 
the coverage of balance quantlty of 2,31,000 Nos. he requested that its procuremen8 
may be defemd till the supplies started materialising against the orders already 
placed for supply in 48s quality wool and the supplies commenced in respect of 
jerseys made out of 50s quality wool. 

20-1 1-65 The DOS was requested to confirmwhether the balance quantity of 2,31,0oo NOS. 
may be covered in 48s quality wool. 

29-11-65. DOS confirmed that procurement of 2,31,ooo jerseys pullovers woollen OG may. 
be deferred till the materialisation of supplies of ierser made out of 48s quality 
wool and those made out of 50s quality wool as alrea y stated in para 4 of h i s  
letter dated 26- 10-65. 

20-12-65 The DOS stated that further coverage of jerseys may be deferred till the end of 
February, 1966 by which time they were expected to take a decision. 

8-2-66 The DOS was requested to intimate whether any decision had been taken, since 
the offers were valid upto 28-2-66. 

15 -2-66 DOS was again reminded. 

16-2-66i DOS intimated that the matter was still under consideration. 

26- 2-66 The DOS requested the DGS&D to invite fresh tenders in respect of jerseys 
pullover woollen which had yet to be covered, in both qualities LC., (i) 4 ~ s .  
wool with 15% nylon and (ii) 5oswcdwith 10% nylon. On receipt of the fresh 
quotations, a final decision would be taken. 

1-3-66 DGS&D suggested to DOS to rancl I the ,outstanding uncovered quanity 01 
Z,~I ,OOO NOS. of jerseys and pf  1 .  a decision is taken t y  him, to p l ~ c c  a Dcsh 
indent with the detailed specifica~ions, on receipt of which fresh procurement 
action would be initiate(. 

15-3-66. DGS&D requrstcd the DOS to submit a fresh indent with the certificate of com 
petent Financial Authority for the quantity to becovered in 50s quality wool. 

21-3-66 DOS was informed that as desired by CLO D), it had been decided to advertise 

and kept extended upto 31-3-65. 
6 the demand of z,jr,wo Nos. and to scrap t e prcsent tenders opened on 15-1-65 

21-4-66 Advertised tender enquiry issued. 

17-6-66 Tenders opened on 17-6-66. Tenders valid upto 17-8-66. 

4-7-66 Tenders analysed. DS suggested that the DS may be informed of the range of 
prices received and asked for decision on the formula, i.e. 85 wool, 15 Nylon o r  
90 wool/ro nylon. 

4-846 It was decided to get the offers extended upto 17-9-66. 

12-9-66 As decision could be taken, it was dccided to get the oflers estended by 
another month i . ~ .  upto 17-10-66. 

3-10-66. Ministry approved the purchase proposals. 

4-10-66 a5 contracts were placed for supply of 2,31,100 Nos. of jerseys with various hoei- 
ery units located at Ludhiana. 



(Ref. Psra 2.103 of the Report) 
Binutes of the meeting held in the roam of ShrdAddl.  Secretary, 

Ministry @ Defence, on 16th December, 1866. at 10-80 A.M. to 
consider the Note dated 14th December, 19$8 from MGO regard- 
ing su@y of Jqseys Pullover Woollen 0. G. 

Present 

Ministry of Defence 
Shri ....... ., Addl. Secy. Chairman. 
Shri ..... ., JS(Q). 

Ministry of Finance (Def.) 

Shri . . . . . . .  ., DFA (0) .  

Army Hq. 
!A. Gen. . . . . .  .: MGO. 
Lt. Col. . . . . .  ., ADOS. 

Directorate of Gencral Stores 
Brig. ....... DR&D (G). 
Shri ....... (PSc. OAD (CSI). 
Shri . . . . . . .  AI. 

Directorate General of Supplies & DisposaEx. 
Shri ......, Addl. DGS & D. 
Shri . . . . . . .  Director. 

Shri ....... stated that the A1 for 2,97,400 Jerseys placed on 
MIS. Pearl Woollen Mills Ludhiana in December, 1964 has been can- 
celled and fresh tenders for supply of the same quantity on the same 
terms and conditions at the risk and cost of the firm had been issued. 
'These tenders were to be opened within the next few days. Addl. 
Secy, statrd that the DGS & D should consider the black-listing of 
this iirm and also examine whether the firm gets any foreign ex- 



change or other assistance born GoveWent  either in the Com- 
q q c e  I'&$$E$:, or 4 Wq. WWWW of Induetcy. with. a view to 
stop such furthgr asshtqnclg. 

........ 

...... nylon to the Arm under intimation to the DGS & D." Shri.. 
mentioned that the Ministry of Commerce have declined to issue 
Nylon to the flms in question and insist that the same can be 
released only to the approved spinners in accordance with the general 

................ policy followed in the Commerce Ministry. Shri.. 
mentioned that on the other hand the supplying firms insist that in 
accordance with the cantr@ct the release of Nylon xnwt be made to 
them with liberty to have the same spun from any Arm of their 

......... choice. There was thus a deadlock. Shri.. .further stated 
that 25 firms had agreed to commence supplies immediately on 
release of the Nylon and complete the same within 2 months. Addl. 
Secy. stated that he will write to the Commerce Ministry Secretary 
requesting him to release the Nylon to the contracting firms in view 
of the terms of the contract and with a view to expedite supplies 
urgcnily needed but that in the further contracts which the DGS 
& D may conclude, it may be made clear that Nylon will be released 
by the Textile Commissioner to an approved spinner indiczled by 
the contracting firm. 

3. MGO stated that the dues-out are in the neighbourhood of 
two lakhs and there was an urgent demand to obtain at least one 
lakh stock of Jerseys pullover. He mentioned that he was not cer- 
tain whether the Commerce Ministry would agree to the proposal 
t o  release the Nylon to the 25 Arms in question and even if the Com- 
merce Ministry agreed, i t  was not certain whether these 25 firms 
would be able to commence deliveries of 'top dyed' woollen jerseys 
immediately. Shri. ........ .stated that a further indent for 
4,03,800 jerseys had been placed in October, 1966 and the tenders 
therefor were being opened on 11th January, 1967. It was agreed 
that the one lakh quantity now authorised for local purchase will 
be reduced from the indent of 4,03,800 and the DGS & D would cover 
snly the remaining quantity of 3,03,800. 



Action: DGS & D . . 
4. After discussion, it was agreed that tenders should be invited 

by the MGO both for 'top dyed' and for hand dyed woollen jerseys, 
that limited tender enquiries be made, that at least 6 tenderers 
should he invited to quote, that the period for completion of the 
delivery should be 15th February, 1967, that at least 10 days period 
be given for submitting quotations and that the clsual inspection be, 
proved for. The orders will be placed by the MGO in consultation 
with the Ministry of Finance (Defence). Addl. Secy. stated that he 
would like to know the result at the end of the current month. Shri 
... . . .. . . . . . . .stated that one; of the Arms which could be consi- 
dered fcr local tender may be Mls VIC Kanpur since they have the  
capacity. 

Action: MGOlFinance (Defence) 
Sdl- 

Joint Secretary 
16-12-1966; 

Ministry of Def. US No. 359015031D (0-1). 



No Para No. MinistrylDept. Concerned Conclusior-s/Recommendations 
-. 1 

I 2 3 4 
-- - 

I 1.17 Ministry of Food, Agrt- The Committee note that after the termination of the con- 
culture, Community tract for the clearance and transport of foodgrains in Bombay Port 
Development ar.d in August, 1964, it took nearly six years for the Government to - 
Co-ope ratio^ (Dcptt finalise the claims against the contractor. The net liability of the 
oT food) contractor initially fixed at Rs. 7.75 lakhs in April, 1965 underwent 

revision twice--once in November, 1966 as Rs. 7.71 lakhs and again 
in January, 1970 as Rs. 7.19 lakhs for the recovery of which a suit 
has been filed in March, 1970. This is stated to be partly due to 
delay in consolidating the amor)its relating to the contractor and 
making necessary adjustments and partly due to late receipt of bills 
from the Bombay Port Trust for the demurrage and detention 
charges payable by the contractor. The Committee are surprised 
that these matters were not attended to before serving a final notice 
on the contractor in April, 1965. - -- .- - - . . - - - -- - - -- - - 



- 
I 2 3 4 
- -- , 

2 1.19 Min. of food, Agriculture The Gommittee are distressed to find from the ~~ 
Community Developme-t furnished to them that some of the claims pertaining to the period 
and  ti^^ ( D ~ ~ ~ ~ .  August, 1963 to May, 1964 were received from the Bombay Port 

oi food Trust only during March, 1968 to January, 1970. This shows' t b t  
there was no coordination between the food Departmeat-and ZBe 
EWrt Trust and reflects adversely on the w0rking.d the-concerwd 
offices. They would, therefore, suggest- that Government might 
examine how it took such inordinately long time for the POI% Trust 
to prefer claims. The procedure in this regard needs tu be stretim- 
lined to avoid any delay in future. 

The Committee were informed that the Insmanee Compeny 
had rejected the claim of Government in part disdmrge of an 
indemnity bond executed by them on the ground that. the-mntrae- 
tor had disputed the claim. The Government have thee-filed a 
suit in the Bombay High Court in March, 1970 for the recovery of 
the dues. While the contractor has filed a suit against Government 
in July, 1967 for payment of Rs. 42.12 lakhs alleged to be due to 
him. The Committee.would like to be apprised of the outcome of 
these cross suits. 

This is yet another case of inordinate delay in finalising the 
dues of the contractor after the termination of his -tract. The 
contract for handling and transport of foodgrains at Manmad ww 



terminated in June, 1965, but the extent of liability of the conhtc- 
tor could not be finally determined until August, 1969. 

The Committee note thxt the contractor has repudiated.-the 
claim of Government for Rq. 0.93 lakh which has been referred for 
ahitration. They would like the results of the arbitration proceed- 
ings to be intimated to them. 

The Committee understand that every month stocks of 
foodgrains held by the State Governments are reported to the 
Department of Food. These returns do not, however, cover - 
stocks held by the fair price shops and consignments in AS 

Y the shops would be reporting their stocks to the State Go~ernmeds 2 
the desirability of getting of consolidated return from them-might be 
considered. This, in the Committee's opinion, might help to regu- 
late supplies. 

Tlie Committee regret to observe that stock p i t i o n  an the 
dates of revision of prices is not being ~eported promptly .for the 
purpose of revaluation. In respect of price tncreases given effect 
to on various masions between January, 1965 and December, 1968. 
as many as 78 returns were due by February, 1970 of whieh &.were 
received subsequently. The Committee would urge Government 

.- -- - to take up the matter with the State Governments with a view to -- . - - - -- -- -- 
7- 



1 2 3 4 --- 
making necessary adjournments as far as possible in the accounts 
of the same financial year in which a price revision is made. 

Incidentally, the Committee learn that the question of 
recovery of differential cost by the State Government from fair 
price shops qn West Bengal is under litigation. From the details 
given to them, the Committee find that while there is a specifk 
condition in regard to the States that it is subject to necessary 
adjustments consequent on any price revision, there is no such speci- 
fic understanding between the State Governments and the fair price 
shops in quite a few States. In order to avoid unnecessary compli- 
cations the Committee would suggest that Government may in con- 
sultation with the Miinistry of Law impress upon the State Govern- 
ments the need for laying down a suitable condition to zvoid an- 
necessary complications of the kind noticed in West Bengal. 

The Committee find that besides substantial investments by 
G o v e m e n t  in the Food Corporation of India, consumer subsidy of 
the order of Rs. 25 to 30 crores initially borne by the Corporation, is 
reimbursed to them by Government every year. The Comptroller 
and Auditor General is at the preset not responsible for the audit 
of the accounts of the Corporation and consequently he is not in a 
position to certify the accounts of Government in so far as they re- 
late to the consumer sdbsidy reimbursed to the. Corporation without 



Do. 

reservation. When the Department of Food was handling the im- 
portlprocurement storage and distributiun of foodgrains, the Camp 
troller and Auditor General was auditing the. transactions and as the 
nature of the operations has not materially changed since their 
transfer to the Food Corporation, the Committee feel that the Food 
corporation should be brought within the purview of audit by the 
Comptroller and Auditor Gqneral as already recommended by the 
Joint Committee on the C.A.G.'s (Duties, Powers and Conditions of 
Service) Bill, 1969. 

The Committee are concerned to note that the. incidental ex- 
penses have gone up very much since the work relating to procure- 
ment, storage and distribution of food grains has been transferred 
to Food Corporation. The extent of this steep rise would be clear 
from the figures relating to the following two important components 
of incidental expewes. The transit and storage loss which worked 
out to Rs. 2.00 per tonne in 1967-68 increased to 95 paise in 1969-70. 
Ependiture qn establishment which was Rs. 4.40 per tonne went up 
to Rs. 13.50 in 1969-70. In view of the large amount of consumer 
subsidy reimbursed to Food Corporation which includes the inciden- 
tal expenws incurred, the Committee consider that there should be 
stricter scrutiny of the reasonableness of the expenses and the cor- 
rectness of their allocation to the transactions on behalf of Central 
Government. The Committee need hardly stress that with the gain 
of experience and the advantage of handling even larger quantities 



of foodgrains, the incidental expenses incurred by the Corporation 
per tonne, should progressively come down. Government who ulti- 
timately bear the burden of these charges should ensure that the 
corporation effect necessary economies in their operations. The 
Committee suggest that the Food Corporation of India should inves- 
tigate the reasons for the steep rise in transit and storage losses and 
take necessary remedial measures. 

Min. of Supply The Committee are distressed to find that final prices of jeep 
spares purchased on payment of advance of Rs. 49.16 lakhs in the 
year 1950-51 based on provisional prices, have not as yet been deter- 
mined although 30 years have elapsed. In the meantime, sales tax 
amounting to Rs. 2.81 lakhs was also paid in 1962. That the firm had 
not come up with the claim for the payment of the balance should 
not have held up the finalisation of prices as possibility of the firm 
having received already in excess of amounts due could not be ruled 
out. The Committee would like it to be investigated as to why pend- 
ing settlement of discrepancies final prices could not be determined 
promptly on receipt of the consignments. 

Do. The Committee note that advance payments to the extent of 
90 per cent of the provisional prices were made qn production of 



shipping document as a special case in spite of the fact that the con- 
tract was an f.0.r. contract. There was 110 inspection of stores prior 
to shipment and there was only a 'superficial' inspection a t  tne port 
of entry. Even the inspection at the firm's premises appears to have 
been limited to a test check. As there were heavy shortages amount- 
ing to Rs. 14.58 lakhs reported on receipt of stores a t  the consignee's 
and, the Committee would like to be assured that there was no short 
import of spares. If there was no short import, the Committee would 
suggest that Government might exanline whether there was any mis- 
utilisation of import licence and foreign exchange aliowed to the firm. . 
If. however, the entire quantity had 'been imported i t  should be in- 
vestigated as to how the quantity short received by the consignee : 

was otherwise disposed of by the firm. 
CI 

A part of the supplies was made by the firm in 19.53 and 1955 3 
although advance payments were made for the entire quantity four 
pears earlier on the basis of shipping documents. The reasons for 
the delayed supply and the value thereof ma?; be intimated to the 
Committee. 

The value of shortages was recovered between 1967 and 1970. 
Since the firm had retained extra payment to the extent of Rs. 14.58 
lakhs for 16 to 20 years, it was understandable that they did not come 
up  with the pr-ysals for the finalisation of the bill. The Commit- 
tee would like to know why the sum of Rs. 2.81 lakhs representing 



sales tax paid in 1962 could not be withheld pending settlement of 
firm's bill as heavy shortages had by then been reported by the con- 
signee. 

15 2-43 Mini. of Supply There were undue delays in detecting the discrepancies and 
Mini. of Defe~ce reporting them to Government. The discrepancies were noticed even 

as late as in A u p t ,  1959. The Ministry came to know of the dis- 
crepancies for the first time in 1952. It took nearly 14 years to come 
to an agreement in regard to the extent of discrepancies. The Com- 
mittee take a serious notice of these delays. They desire that res- ., 
ponsibility should be fixed for delays at various stages and in future 
Government should ensure that discrepancies are reported to the 
supplying firm DGS & D/PAO by the a s i g n e e s  within a reasonable 
time in order to avoid complications and delays in settling the dues 
payable to or recoverable from the contracting firms. 

16 2-44 Mini. of Supply The Committee are disturbed to find that there is no fool- 
proof system as yet in the office of the P A 0  to ensure that docu- 
ments relating to cases pending finalisation do not come in for des- 
truction prematurely. The Committee would urge Government to 
attend to this lacuna forthwith and devise a fool-proof procedure in 
this regard. 



Do. 

Although in this case payment vouchers and related docu- 
ments pertaining to all the 4 A/Ts had been destroyed, the Commit- 
tee were informed that the claims would be finalised on the basis of 
documents to be produced by the firm. The Committee would like 
to know the results of the examination of the firm's proposals stated 
to have been received on 15th October, 1970 with particular reference 
to the fact whether any amount is recoverable from the firm finally. 

The Committee would like to refer to a couple of other in- 
teresting features of those contracts: 

(1) One of the special conditions of the contracts specified that 
the basis for the finalisation of prices had been agreed to 
"on the assurance that the F.O.B. prices to be indicated in " 
the invoice should be the net prices and would include no 
overriding commission due to (the firm) as agents of the 
manufacturers in bdia." The manner in which it is pr6- 
posed to verify the correctness of the assurance given may 
be intimated to the Committee. 

(2) The inspection of stores on arrival in India was inadequate. 
Further after the inspection the stores were allowed to 
remain in the custody of the firm pending repacking and 
despatch by rail, which took considerable time. The Com- 
mittee would like to know how such arrangements were 
agreed to and whether such practices are still followed. 



1 9  2-47 Ministry of Supply The Committee are concerned to find that, as  o:1 1st h g i s t ,  
1970, there were as many as 1315 cases where prcvisiranal payments 
had beeh made, awaiting finalisation. The amount involved and the 
year-wise break-up are not known as the relevafit registers are not 
maintained properly. Details of six more cases relating to firm 'A' 
made available. however reveal that these date back to 1965-66 in- 
volving a sum of Rs. 12.75 lakhs. While the Committee note that 
Government have laid down a procedure for the speedy finalisation 
of such cases in future, thev would urge that the pending cases 
should be reviewed on the basis of available data to find out whether - " overpayments have beep made to the firms and to settle them at  an t . ~  

early date. The results of the review map be intimated to the Corn- 
mittee. 

Do. 

Do. 

The Committee would also like the procedure regarding main- 
tenance of the records in PAO's offices/purchase directorate to be 
streamlined to bring out up-to-date position in respect of all pending 
cases. It  is surprising that the Ministry were able tt, locate the Pay- 
ment Register and the original A.T. No. 113 of the Fourth Contract 
only 213 days before the official witnesses appeared before the Com- 
mittee. 

On the whole the Committee could not but come to the con- 
clusion that a rather unusual contract was entered into with firm 'A' 



which was also not processed with care. There has been a percepti- 
ble lack of cense of expedition amd prudence. The whole transaction 
was marked by an absence of effective coordination among the con- 
signee department, purchase directorate and the Pay and Accounts 
Office. Nothing short of a thorough probe into all the factors that 
were responsible for this state of affairs would meet the require- 
ments, the Committee have in view. Based dn the findings, the 
entire system of procurement of spares from abroad through private 
firms should be overhauled to safeguard the financial interests of 
Government. 

Do. The Committee are conceqned to find that upto 31st March, 
1969 dues recoverable in various accounts from the suppliers amount- 
ed to Rs. 4.95 crores. The positicp as on 30th June, 1970 was that 
5465 cases involving Rs. 6.07 crores were pending. From the details 
of cases of recovery of and above Rs. 50,000 upto 31st March, 1 x 9  
furnished by the Ministry, it is found that some of them are pending 
for over 20 years now and that one case relates to the period as far 
back as 1944-45. As some of these are likely to become bad debts 
due to efflux of time or otherwise, the Committee need hardly stress 
that appropriate steps should be taken forthwith to realise the dues 
early and that in future there should be a systematic review of such 
cases periodically. The Committee desire that the action taken in 
this regard and the progress made in the recovery map be intimated 
to them. 



Do. 

Do. 

- 
I 2 3 4 

23 2-79 Ministry of Supply In 60 cases involving Rs. 1.35 cmres, Government have not as 
yet come to any decision regarding recovery of the dues. Inoranate 
delays have occurred in obtaining legal opinion and in idtiM3lkg 
arbitration proceedings or filing suits in courts. In a number bf 
cases the relevant purchase files are mot traceable. AlI these P* 
sent is rather disquieting picture. The Committee would therefore 
urge Government to review all these cases and to take suitable 
action on the basis of the findings. 

The Committee have earlier in this report referred to the 
need for the speedy finalisation of cases of provisional payments 
which may throw up further cases of recovery. There may also be 2 
cases of non-fulfillment of contracts, delayed or defective supplies 
etc. in respect of which recoveries are yet to be assessed. The Com- 
mittee would suggest an early review of all such cases with a view 
to assessing and realising the dues at an early date. For the future, 
the DGS&D should evolve a control system by which, progress of 
finalisation of such cases is watched by senior officers periodically. 

It is surprising that in one case owing to a typographical 
error that went uncorrected Government could not claim a sum of 
Rs. 7471 which had to be written off. Failure to detect the typogra- 
phical error in the letter of reference to arbitration is simply inex- 
cusable. In two other cases the relevant files were destroyed as no 
instructions had been given at the time of sending them to the Re- 



Do. 

Do. 

cord Room, that they should be reviewed further before actual des- 
truction. The Committee would like to know whether disciplinary 
action was taken to fix responsibility for the lapses in these three 
cases and delinquat officials suitably punished. 

During evidence the Committee were informed that there 
were 58 writ petitions pending before different High Courts regard- 
ing recovery of sales tax paid prior to 1966 on transactions which were 
in the course of import. The Committee would like to know the 
outcome of these writs. 

The Committee note that on finalisation of provisional pay- 
ments made to firm 'C' for import of certain spare parts, it was found 
that overpayments to the extent of Rs. 2.94 lakha had been made 
mainly on account of the fact that the rate of customs duty was not Z 
verified. It is stated that the Ministry have now taken up the ques- 
tion of vexification of rates before making provisional payments with 
the Central Board of Excise and Customs. The Committee would 
like Government to evolve a procedure in this regard early. 

28 2.109 Ministry of Supply The Committee were informed that in all, local purchases 
Mi. of Defence to the extent of 95,214 jersey pullovers were made by the indentor 

(Ministry of Defmce) in January-February, 1967 due to delay in 
supply by 25 firms-firm 'A' was one of them-which held contracts 
upto a total quantity of 2,31,100 pullovers during the period. The 
approximate extra expenditure incurred was thus of the order of 
Rs. 5.71 lakhs on the basis of the price difference of about Rs. 6 per 
jersey between the rates of contract' and local purchase. The indents 

- - - - --- 
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placed in 1964 for 7,39,850 pullovers to meet Defence requirzzczk 
from October 1964 to September, 1966 could not be precessed prompt- 
ly due to a variety of reasons, chief of which was the delay in ar- 
ranging foreign exchange for the import of nylon tops. The Com- 
mittee would like to know whether local purchase was resorted to 
at any other time during the period 1964 to 1966 and if so. the amount 
of extra expenditure incurred. 

29 2.110 Min. of Supply The Committee regret to find that the DGS & D for the first 
time entered into coptracts in October, 1966 with a provision for the 
release of nylm directly to the contracting hosiery firms although the 
policy had all along been to release nylon only to the authorised spin- 
ners. This was the main reason for the delay in supply of the pull- :: 
overs which resulted in conziderable extra expenditure. It is strange cn 

that the policy as well as the past precedents in the DGS h 9's orga- 
nisatioh? were ignored while entering into the contracts. The Com- 
mittee would like to know whether responsibility of the officials con- 
cerned was fixed for appropriate departmental action. 

30 2 I I I Min. of Supply -- The Committee were informed that the extra payments 
Min. of Defence made on local purchase were partly due to the fact that no assist- 

ance was given for procurement of nylon. The Committee, however, 
find that on the 16th Decem'ber, 1966 there was a meeting held by 
the Ministry of Defence which was attended by the representative 
of the DGS & D. in which a decision was taken to go in for local pur- 
chase of a lakh of  pullover^. Earlier on the 20th November, 1966, 



Do. 

the DGS & D had invited tenders on the basis of both with and with- 
out assistance for nylon. The orders for local purchase were actual- 
ly placed on the 31st December. 1966. In the meanwhile tenders 
were opened by the DGS & D on the 20th December, 1966 which re- 
vealed that the lowest prices quoted on without assistance basis were 
only on an average 50 paise more than the rates c?f contracts placed 
in October, 1966. These tenders were, however, scrapped. With a 
little coordination, the Committee feel that the local purchase at  
Rs. 6 extra per pullover cciuld have been avoided and extra expendi- 
ture to the extent of Rs. 5.24 lakhs saved by taking advantage of the 
offers received by the DGS & D before the orders for local purchase 
were placed by the indentor. The Committee would, therefore, like 
Government to examipe how the Ministry of Defence was not kept 

cl 

informed of this vital information regarding invitation and opening < 
of tenders by the DGS & D. Incidentally the Committee wish to ob- 
serve that no reasoil was adduced for the local purchase of jerseys 
with increased nylct.1 content. 

It  is revealing to note that out of the total quantity of local 
purchase of 95,214 pullovers, 87,891 were purchased from 23 out of 
the 25 firms holding contract3 during the period and that they receiv- 
ed extra payments amounting to about Rs. 5.27 lakhs. The Commit- 
tee cannot resist the impression that the firms might have deliberate- 
ly delayed nominating the spinners to receive the nylon to be re- 
leased by the Textile Commissioner as by 31st December, 1966, they 
had procured orders directly from the indentor at higher rates. Gov- 
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ernment might consider whether under such circumstances it is a t  
all  desirable to resort to local purchase at higher rates from the firms 
holding contracts to supply the same goods. 

2.113 Min. of Supply Token liquidated damages of Rs. 3104 were levied on firm 
A'. The Committee may be informed of the total mount  of dam- 
ages levied and recovered from all the 25 firms as also the reascltr why 
the appropriate quantity of local purchase made was not cancelled 
from the quantity contracted for with each firm and full liquidated 
damages recovered. 

Do. The Committee would like Government to come to an early 
decision with regard to entering into annual rate-contracts or m- 
ning contracts for the supply of jersey pullovers and other such it- 
to meet Defence requirements so that there may not 'be any occa- 
sion in future to go in for large-scale uneconomic local purchase. 

Do. The Committee note that although the contract entered into 
with 6rm 'A' in May, 1968 provided for Government assistance for 
procurement of 64s carded scoured wool, Government agreed to 8 
firm price for the woollen yarn. It is regrettable that the prevailing 
c.i.f. value of the carded scoured wool was not verified when the firm 
indicated earlier in March, 1968 the assumed value thereof, with the 
result the firm got an unintended benefit to the extent of Rs. 0.92 
lakh due to the price of the wool being actually less. In order to 



avoid the recurrence of such costly lapses, the Committee would sug- 
gest that there should be a system of verifying with the help of 
agencies like State Trading Corporat.ion, Mineral and Metals Trad- 
ing Corporation etc., the assumed rate and value of raw materials to 
be imported with Government assistance. 

35 2.128 Supply Deptt. - -- of The Committee are unhappy to note that it took in ail -16 
Industrial Development munths to issue import licence in this case. The explanations given 

that delay occurred in ascertaining the quantity required and the 
value of the wool to be imported and obtaining clearance from Fin- 
ance in regard to foreign exchange is not at all cmvineing especially 
while processing an urgent indent to meet Defence requirements. 
The Committee consider that the delay in this case was unreasonable Z 
and hope that Government would look into the procedural bottle- w 

necks and see that better sense of priority is displayed in future. 

S ~ P P ~ Y  At present only copies of acceptances of Tenders are sent to 
Income-tax authorities in a routine manner. The Committee recom- 
mend that in the present and similar cases the income-tax authorities 
should be specially informed of such unintended profits as have been 
made in this case to help scrutiny of the relevat  tax-returns. 

Do. The Committee feel that the delay that occurred in proces- 
sing this transaction was avoidable. They would urge Government 
to ensure that the tenders are decided well before the expiry of the 
offers of the tenderers. 



-- -- - - - - - -- 

38 2.140 supply The Committee strongly feel that in this case the pro- 
posal for negotiation was itself not well conceived. I t  was only 
subsequently that a view was taken that "with regard to textiles the 
tmdency has been to increase the prices all the time and therefore 
for sometime to come we may have to consider placing orders a t  
whatever prices are available." The Committee would like to know 
how this fact was overlooked at  the time the tenders were opened. 

Do. The Committee were informed that the delivery schedule 
was stipulated as 35.000 per month for the type of key bearing plates 
ordered taking the total capacity of firm 'B' into account. The Corn- Z 
rnittee are at a loss to understand how this mistake was not correct- ' ?  
ed even after the fim had pointed ovt that they had offered the capa- 
city in terms of the two types of the plates separately. The Com- 
mittee hope that such omissims may not occur in future, 

D(:. As against the original demand of 11.01 lakhs of two types of 
key bearing plates. risk purchases were made to the extent of 9.61 
lakhs and damages amounting Rs. 5.23 lakhs had been claimed from 
firm 'A'. The Committee were informed that in a suit filed by the 
firm against the damages, the Calcutta High Court had held that 
there mas no concluded contract alnd that the judgement was being 
esamined. The Committee would like to know the outcome of the 
examination. 



According to the DGS & D firm 'B' finally backed out on 
account of the orders for the supply of sleepers placed on them by 
the Railway Board direct and the Committee note that firm 'A' had 
also similarly secured orders from the Railway Board. The Com- 
mittee were given to understand that the cast iron hearing plates are 
purchased through the DGS & D whereas cast iron sleepers are pur- 
chased directly by the Railway Board. As some founderies make 
both of them, the Committee recommend that in order to have a co- 
ordinated procurement of these railway track items, the purchases 
should be entrusted to one agency. The Committee would like to be 
informed of the outcome of the reference made by the DGS & D to 
the Ministry of Supply for taking up the matter with the Railway 
Board in this connection. n u - n 



Nunr of b e n t  Age* SL Name of Apen: Agency 
No. No. No. 

Jam Book Agency, Cm 
naught Plrce, N e w  D~,b i  

Su Nardn & Sonr, 3141, 
W d .  All Bemu, Mwl 
Gate. Delhl. 

I.  M. Jalna & Brotharr. u.pl Gat., Dcthi. 

TheCartrd N a r  &sac), 
q/po, Caanqht Plurr. 
New Delhl. 

Lalhml Book Storm, 0, 
MunMpd Mukrt, Impatb, 
Now Delhl. 

H . b r e a  Brothen, 188 La!- 
prml Market, Delhid. 

Isyam Rook D t C b p .  
parwrla ~ u r n . % h  Rr ,b,  
New Pelhi 

33. Osford Book 4 Stationery i 6 
Compan~, Scindia Houc~r. b 
C o n ~ g h t  Place, N e w  
Dalhl-I. 

34. Pmple'r Publlrhlng Houm, 76 
Rad Jb8nsi Rod, N e w  
Delbl. 

1 9 .  Tbr United Baok hgencv, 
48, Amtlt Kaur Market, 
Pahar Gad, New Delhl. 

$6. Hind Book Houre, 82, 
Impath, N e w  Delhl. 

37. Bootwell, 4, Sant Narm 
kui Colony, Kinipwrr 
Camp, Delhlg., 

MANIPUR 

AGINTS IN FORBlUN[ 
COUNTRIES 

I@. The Sacrsury, E#rmbUrb- ' 3 q  
meat Deputmsnt, T h e  
High Commirrim of Indla, 

India Hours, Aldwwh, 
LONDON W.C.-a 




