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INTRODUCTION

I, the Chairman of the Public Accounts Committee as authorised by the
Committee. do present on their behalf this Fourth Report on ‘Action taken
by Government on the recommendations of the Committee contained in their
64th Report (Third Lok Sabha) regarding Purchase of Defective Tyres'.

2. This case was considered by the Public Accounts Committce at their
sitting held on the 22nd July, 1967. The Committee considered and fina-
lised this Report at their sitting held on the 5th August, 1967. The minutes
of these sitings have been maintained and these form part of the Report
(Part 1D)*.

3. For facihity of reference the main recommendations /observations of
the Committec have been printed in thick type in the body of the Report. A
statement showing the summary of the main recommendations|obscrvations
of the Committee is appended to the Report (Appendix XI).

6. The Committee place on record their appreciation of the assistaace
rendered to them by the Comptroller & Auditor General of India in the
examination of action taken by Government on the recommendations cun-
taincd in the 64th Report of P.A.C. (Third Lok Sabha).

7. They would also like to express thanks to the officers of the Minis-
tries of Commerce. Works, Housing & Supply  (Department of Supply),
Defence and Central Bureau of Investigation for the co-operation extended
by them in giving information to the Committee.

Niw Devhe M. R. MASANI,
Sth August, 1967. Chairman,
V4th Sravana, 1889 (S). Public Accounts Commiitee.

*Not printed. Onc cyclostyled cepy laid on the Tablie of the House and five
copics placed in the Patliament Library.
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CHAPTER 1
(i) GENERAL

1.1. The 64th Report of the Public Accounts Committee (Third Lok
Sabha) regarding ‘Purchase of Defective Tyres' was presented to the Lok
Sabha on 30th November, 1966.

1.2. In accordance with the recommendations made by the Public Ac-
counts Committee in April, 1963, in their 12th Report (Third Lok Sabha)
and reiterated in April, 1966, in their 52nd Report, Government should
have furnished notes/statements pursuant to these recommendations within
three months of the date of presentation of the Report to the House. In this
particular case the action taken on the recommendations contained in the
64th Report of Public Accounts Committee (Third Lok Sabha) should
have been intimated by February, 1967.

1.3. During the course of supplementaries on Starred Question Nos.
58 and 73 on ‘Purchase of Tyres’ which were answered by the Minister
of Defence on 27th March, 1967, when a suggestion was made that the
new Public Accounts Committee should go into the matter the Speaker

observed:
t
“It is an important question. But one cannot clicit the whole

information. I realise it is an important question and there-
fore, the Public Accounts Committee could naturally go into
it and give more details about it.”

1.4. Soon after the Public Accounts Committece was constituted, the
Ministry of Defence and other Ministries were requested to furnish urgent-
ly statements showing action taken by Government on their 64th Report.
The Ministry of Defence were also asked to furnish information on certain
points arising out of the replies given to the afore-mentioned questions in
the House.

1.5. On 18th April, 1967, Government constituted an ‘Inter-Depart-
mental Committee’ with the following terms of reference-
“(a) To fix responsibilities for the various lapses revealed in this
case on the part of the officers in all the three Ministries and
suggest remedial measures; A
(b) To take steps to assess the losses suffered by the varicuc offi-

ces—Defence, Transport Undertakings etc., due to the nor-
chase of these defective tyres and secure adequatc compensa-

tion from the firms; and
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(c) To suggest a reply to the various recommendations/observa-
tions of the Public Accounts Commitiee detailed in Appen-
dix X1V 1o the Report.”

1.6. The Ministry of Defence stated in a communication dated 26th
April, 1967, 10 the Committee that the Report of the Inter-Departmental
Committee would be submitted by the end of June, 1967. In the cir-
cumstances, the Public Accounts Commitiee agreed that the examination
of the subject may be deferred ll the reccipt of the report of the Inter-
Departmental Comnutice together with the Government's decision there-
on. The matter was also raised in the House bv way of Half-an-Hour
discussion on 26th May, 1967,

1.7. The Inter-Departmental Committee submitted their report (Ap-
pendix 1) to Government on 3rd July, 1967, and a copy was furnished to
the Public Accounts Commitice on the Sth July, 1967.

1.8. Notes Statements showing action taken on the recommendations
contained in thc 64th Report of the Public Accounts Committee (Third
Lok Sabha) regarding ‘Purchase of Defective Tyres' received from Gov-
ernment have been appended to this Report (Appendix 11).

1.9. The Committee regret to note that no reply was received from
Government by the end of February, 1967, ic. within three months of
the date of the presentation of the 64th Report of the Public Accoumts
Committee (Third Lok Sabha). The Committee are unable to appreciate
why Government waited till 18th April, 1967, to constitute an Inter-De-
partmental Committee to consider the various recommendations/observa-
tions made by the Public Accounts Committee in their 64th Report
(Third Lok Sabba).

1.10. The Commitice are also coastrained to poimt out that Govern-
ment did not take prompt notice of the recommendations of the Commis-
tee ln as much as the Officer Commanding, Malad, against whom the Com-
mittee had passed strong strictures and recommended imve.' - 2=, was
allowed to retire prematurely from service om 16th December, 1966, /.c.
two weeks alter the presentation of the Report of the Committee on 30
November, 1966.

1.11. The Commiftee have dealt with this matter at grester leagth
in paras 1.156 to 1.158 of this Report, but here they would like to esaphe-
sise that Government should take prompt and due notice of the recommen-
dations made in their Reports so thet any necessary in~-—"—'-= or inquivy
or any remedial measurers can be initinted without loss of time.
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(i) MINISTRY OF COMMERCE, STATE TRADING CORPORATOIN.
' Decision to Import Tyres

1.12. Commenting upon the decision of the Ministry of Commeree to

import tyres, the Public Accounts Committee (1966-67) had in their 64th
Report observed inter-alia:

“Initially, the estimate of the Ministry of Commerce and Industry
about the number of tyres required to meet the shortage and
crush the black market in the country was far in

CcXCess
of the actual neods.

It seems that the expected results of
the various action tahen by the Ministry, such as increase
by 20 per cent of the import quota of licences for the import
of tyres: requests to the indigenous manufacturers to maxi-
mise production and issue of industrial licences for expansion
of existing producing units of tyres and of sctting up new
units in vanous parts of the country, were not taken full
cognizance of before arriving at the large figure of 2,20,000
tyres considercd nccessary for import during 1960 and 1961.
Moreover, the Committee understand that an ofticer of the
Development Wing of the Ministry of Commerce and Industry
had suggested in a note dated 21Ust July, 1959, that the
State Trading Corporation would find difficult to dispose of
these tyres, as indigenous manufacturers were likely to step
up their production as soon as they came to know about the

imports.” (Para 5.1 (i) of 64th Report)

1.13. "The Committee feel that the assessment of the requirements of
the imported tyres to attain the obijective was wide of the mark, specially
in view of the facts that (i) out of the total assessment of 2,20,000 sets of
tyres, only 1,14,715 tyres actually had been imported; and (ii) out of these
imported tyres, about 20,000 tyres had to be re-exported and despite all
this, there was difficulty in the disposal of these tyres to such an extent that
all sorts of concessions had to be given to the firms and assistance given
to them in disposing of these tyres.” (Para 1.28 of 64th Report)

1.14. The Committee had concluded that; “the decision to import the
tyres in such large numbers, costing such a heavy amount of foreign ex-
change, was rather hasty and not based on full examination of different as-
pects of the problem.” (Para 1.29 of 64th Report)

1.15. The Inter-Departmental Committee appointed by the Govern-
ment have suggested the following reply in para I(i)—Annnexure IT of their
Report which has been accepted by the Ministry of Commercc;

“After the decision was taken to import 1,00,000 giant tyres of dif-
ferent sives on 20.7.1959, orders Were placed from time to time
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according 10 the - z=mmde received. A review was made .is -
April, 1960, by which time the State Trading Corporation had
made arrangements to import 38,765 tyres. It was estimated
that there would be a shortage of giant tyres to the extent of
60,000 numbers during 1960 Therefore, it was decided to
place funther orders to meet the shortage during 1960 to the
extent of a further 25,000 tyres. Against these, orders were
placed to the extent of 59,861 tyres (including the 138,765
tyres referred to carlier) upts 31-8-1960. The position was
further reviewed in December 1960, when, on the basis of the
expected production of indigenous tyres, a shortage of 1,23,000
numbers was estimated for 1961. This deficiency was arrived
at after taking into account all the favourable factors referred
to in para 1.29 of the PAC's Report. The Ministry of Com-
merce and Industry was in fact in close touch with the pro-
duction programmes of the indigenous tyre manufacturers and
were receiving half-yearly returns of their production figures. In
fact, against the estimated production of 10.84,000 giant tyres
in 1961, the actual production amounted to only 9.89,470.
Compared to the estimated requirements of 12,07,000 tyres for
1961, the estimated deficiency of 1,23,000 tyres erred on the
safe side. [t was, therefore, decided in December. 1960 to
place orders to the extent of 1.20,000 tyres to meet the defi-
ciency during 1961. No difficulty was experienced in the dis-
posal of the 59,861 tyres ordered upto 31.8.1960 against the
shortage during 1960. However, the difficulties that were ex-
perienced in the disposal of 73,680 numbers ordered subse-
quently against the requirement of 1961 probably were as fol-
lows: —

(a) possible adverse propaganda carried out by the Indian manu-
fasturers.

(b) a feeling on the part of potential purchasers that the imnorted
tyres may not.be as good as indigenous tyres, reluctance on
their part to go in for imported tyres and their preference
to wait for sometime to purchase indigenous tyres when avail-

- able."”

“Tﬁe linkine of the alleged over-estimation of the impo.rt requit:e-
ments with the difficulties experienced subsequently in the dis-
posal of tyres imported in 1961 is not, therefore, justifiable.”

- 116, Thc Commitiee note that. against the directive dated ZOth Jl.x\y.
1959, by the Ministry of Commerce to the State Trading Corporation to im-
port 1,00,000 giant tyres, the actual imports permitted were for 60.000 tyres
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out of which 59,861 tyres were oedesed upto 31st Aungust, 1960, and that

© L17. The Inter-Departmental Committee have conceded in
their Report that difficulties were experienced in the disposal of
73,680 tyres which were allowed ‘to be imported by the nominees of
State Trading Corporation in 1961, It will be recalled that these 73,680
tyres were imported in terms of a specific directive issued by the Ministry
of Commerce to the State Trading Corporation on Sth December, 1960.
This letter of the Ministry was issued in pursuance of a note recorded by
the then Minister of Industries on 14.10.60 to the following effect:

“In pursuance of the decision taken at the tyre meeting today the
State Trading Corporation may be directed to arrange for
the import of one lakh giant tyres (complete with tubes
and flaps) from the rupee payment countries and on barter
basis. The supply should be completed by the end of
Scptember, 1961 at the latest.”

1.18. The directive issued by the Ministry of Commerce to the State
Trading Corporation on the 5th December, 1560, for import of 1,20,000
tyres stated inver-alia:

“During 1961, the production of giant tyres would be approximately
10.84,000 numbers, an increase of 1,50,000 numbers over
the 1960 production. The increased tempo of retreading
activity would be maintained and a larger percentage of
wormn out tyres would be brought back into service after
retreading. The existing capacity for the manufacture of
tyres is being fully utilised and adequate additional capacity
has already been licensed. In-spite of these favourable
factors, it is estimated that there would be a shortage of
giant tyr‘cs‘ in the country to the extent of 1,20,000 numbers.
during the calander year 1961. As in the case of this year,

it would be essenial to make arrangement for the import of
at least 1,20,000 numbers of giant tyres through the State
Trading Corporation. Adequate provision has to be made
for the import of tyres in our trade agreement with the East
Eurocean countries. Since the shortage would be most
acutely felt during summer months when the demand for
tyres is at its height, it is necessary to make immediate arran-
gements for imports so that the imports commence reaching
India by March, 1961. The bulk of the supply shou'ld reach
India before the erid of June 1961. The States Tradine Cor-
poration would arranee distribution of imported tvres through
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the tyre  manufacturers in  accordance with the general
arrangements arrived at in a meeting attended by representa-
tives of the tyres companies, the State Trading Corporation,
Ministry of Commerce and Industrics and Development Wing
and presided over by Minister of Industry on 14-10-1960.”

119, During evidence, the representative of the Ministry of Commerce
was asked how the Ministry had come to the conclusion that there would
be a gap between the estimated requirements and estimated production to
warrant the import of 1,20,000 giant tyres in 1961 by the State Trading
Corporation.  The representative of the Ministry stated that:

“For assessing the demand for 1961, the D.G.T.D., then known as
"Development Wing, had been asked to go into indigenous pro-
duction, capacity installed and also the actual level of produc-
tion which has been reached by the indigenous units. They kad
taken into account the requirements of existing vehicles. their
replacement requirements, a small guantity which had o be
kept in reserve, and after taking all this into account, they ¢sti-
mated the total demand of tyres as 12 lakhs and estimated the
total production in the country as 10 84 lakhs. Thus they
came 1o the conclusion that there was a gap of about 123,000
to be filled by imports. A detailed exercise had been made by
the Development Wing taking into account not merely the capa-
city but ulso the level of production reached by the different
units and they came to the conclusion that 1.20,000 units had
to be imported to mect the demand.”

1.20. The Committec then drew attention to the following note record-
ed by the ‘Development Officer, Rubber and Chemicals, of the Develop-
ment Wing on 21st July, 1959 which inter-alia stated:

“There is reason to believe that the supply position of giant tyres
would become satisfactory soon due to the following reasonns:

(1) The current shortage of giant tyeres is of a marginal nature
and the increased indigenous production due to the imple-
mentation by M/s. Firestone of their substantial expansion
scheme and going into production of M/s. Dunlop’s factory
at Ambattur would soon be more than adequate to meet
the idigenous demand.

(2) The peak period (April—June) for the demand of giant tyres
is over and with the onwset of rains in the country the
demand has very considerably decreased.

(3) Arrangements have alrcady been made to augment our indi-
genous production by imports Public Notice No. 48-
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ITC(PN)/59, dated 18th May, 1959 with regard to the
issue of supplementary licences refers.

(4) Permission to import 4,800 giant tyres is being issued  to
M s. CEAT Tyres of India Ltd., Bombay on the basis of
their being able to obtain tyres from their parent company
on a loan to be returned in kind within two years  after
their production in India is established.”

“If the State Trading Corporation decides to import the tyres, difli-
culties might arisc for disposing of the tyres and there is  also
the likelihood of the State Trading Corporation incurring losses
due to the following reasons:

(1) bven it the State Trading Corporation moves in the matter
immediately, it would take at least 3 months for the imports
to materialise and by then the indigenous production would
be adequate to meet the internal demands.

(2) The cost of imported tyres is generally higher than the price
of the corresponding indigenous tyre.

(3) Tinere v a consumer preference for giant tyres manufactured
in Indin (During 1956-57, when the tyre companics were
permutted to import a large quantity of giant tyres, they
experienced  difticulty in selling the imported tyres due to
the consumer preference for indigenous tyres which  give
better, service as they are built to meet local conditions ).

1.21. The representative of the Ministry of Commerce stated:

*] must admit that when the Ministry made the assessment of  the
demand in 1959, they did not consult the Development Wing
to make a complete assessment of demand and supply. In 1959
when the Ministry took the decision to allow imports  upto
1,00,000 units it was more or less an ad hoc decision based
upon the assessment which the Ministry could make, bascd
upon again the complaints that had been received in the Min-
istry. but it was very important to mention on fact. When the
Ministry decided to allow imports upto 1,00,000 units it was
not the intention that 1.00,000 units should be imported. Each
time the State Trading Corporation was asked to place an order
for import in small lots of 4750 and like that and the Ministry
went into the question of actual demand and allowed 1hem. 'to
import only after it had been carcfully gone into by the Mu?ls-
try. Some time in the beginning of 1960, the Development Wing
was asked to assess the total demand in the country. At that



time the Development Wing expressed the view that the num-
ber of units to be imported would be 60,000. When they said
that, the State Trading Corporation had already imported
38,000 and the balance to be imported according to the assess-
ment made by the Development Wing was about 22,000 units.
Therefore, in 1960 the view of the Development Wing was
that there was a gap of 60.000 to be covered; 38,000 had
alrcady been imported and the balance of 22.000 was to be
imported. That is why the additional 20,000 units were
imported. So in April 1960 the total demand was assessed
at 60,000 and the imports had been made to that extent.”

1.22. The attention of the representative of the Ministry of Com-
merce was drawn (o0 this  specific directive issued to  the State Trading
Corporation in December, 1960, “to make arrangement for the impornt
of at least 1,20,000 nos. of giant tyres” and he was asked whether it
would not be correct to say that the responsibility of the Ministry was
very clear in as much as they gave the directive and approved its imple-
mentation throughout. The representative of the Ministry replied in the
affirmative. Asked how this was compatible with the autonomous status

of the State Trading Corporation, the Secrctary. Ministry of Commerce,
stated: —

1.23. “The State Trading Corporation is an autonomous body im
regard to the trade which it carries out on its own commercial
judgement. But when the State Trading Corporation is used by
the Ministry as an instrument of its policy either for the pro-
motion of exports or for bringing about a balance between sup-
ply and demand then the objectives for the State Trading Cor-
poration’s working are set by the Ministry. In this particular
casc what happened is, as the Joint Secretary has explained,
after making an assessment of the gap and after taking the view
that unless the imports are effected the users will suffer a great
deal of difficulty and there would be a price rise, a judgment
was made that, instead of permitting the imports through estab-
lished importers, because it was only a temporary situation, and
if one wished to influence the market ad hoc inside the country
the best instrument for filling in the gap would be the State
Trading Corporation. But because we could not be absolutely
sure, we did convey the directive to them: our judgment is that
there will be a demand of 1,00,00D units; please arrange its
importation; but each time you place an order make a refer-
enoetotthnmmysoastomedxeMimstrymopponunky
totakeasecondmewofmedewbrmmtmthemartetmm

L ra GORT
3wlz{» Asked \yhemex it would not have beaa moréconsnstmt with
the autonomous status of the State Trading Corporation if attention of



the State Trading Corpomtion had been drawn to the shortage and they
had been asked to arrange for import on the basis of their own com-
mercial judgment, the Secretary of the Ministry of Commerce stated:

“If 1 may be permitted to say this would have been inconsistent with
the Government's then policy and the present policy that the
State Trading Corporation is a registered and private enterprisc
and it cannot be given preferential treatment against other en-
terprises. 1f importation is to be canalised through the State
Trading Corporation only then a limited authority in relation to
that field is given to the State Trading Corporation. We cannot
transfer the responsibility for judgment to them.”

1.25. The Committee desired to know how the Ministry of Com-
merce had dirccted that the import of giant tyres in 1961  should be
1,20,000 when, according to  their own admission, the actual imports
allowed in 1960 were only 58,000. The Committee further desired to
know whether the Government had tried to find out the nuinber of
vehicles which were expected to be added to the existing fleet in 1961
which would warrant the import being doubled from 1960 to 1961. The
representative of the Ministry promised to furnish a note indicating the
basis for assessing the import requirements. The note received from the
Ministry is reproduced as Appendix 111

1.26. The representative of the Ministry of Commerce was asked
about measures taken or proposed to be taken by Government in the
light of this experience, to ensure that they do not direct State Trading
Corporation to import goods or commodities without making sure of the
gap between the requirements and the estimated indigenous production.
The Sccretary. Ministry of Commerce. stated:

“We have learnt the lesson that the demand should be even more
carefully estimated than it was estimated at that time.”

1.27. Asked about improved procedures for the assessment of the
demand and production, he amplified:

“The only institutional change which has been made is that the
Directorate General of Technical Development which used to
be within the administrative control of the then Ministry of
Commerce and Industry is now independent of the Ministry of
Commerce. 1 do not know whether it would have a bearing on
more correct or less correct estimation of demand and produc-
tion. I leave it to others to judge.”

“The second factor,.if 1 may add is that in certain cases where the
trouble could be of a more perxisting nature, now we have in-
dependent organisation like the National Council of Applied
Economic Research. They have, in cases where references lgavc ‘
beenmadetothem.toeuimatethedcmdis-wnﬂnq‘

!
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1.28. Askd whether it was a fact that

10

the tyre manufacturers who,

according to the Ministry's directive were orginally to act as agents for

distribution of imported tyres showed hitle

enthusiasm for undertaking

the distribution of imported tyres. the representative of the Ministry of
Commerce stated:

“The Mimstry was all the time very clear in its conviction that there

was a gap of about 1.20,000 tyres to be covered. When  the
Ministry decided to allow imports of such large quantity they
thought that it would be better to bring in the  manufacturers
also for this purpose. But the manufacturer’s reluctance did
not shake the Ministry from its conviction that the import was
necessary to meet the demand.  They might have had various
other reasons for not wishing to take up this responsibility. The
Ministry was convinced of the need for importation of  these

tyres and therefore asked the State Trading Corporation o o
the same "

1.29. He added:

“What happened fater on had vor disproved the Ministny's onginal

assessment about the demand and supply gap. There are niar-
paal shortfalls an production. Thot coutd have been onsible
under any circumstances. | am only placing the facts that when
the demand was assessed they had estimated indigenous pro-
duction as 10 54 fakbs and 1 turned out to be only 9 89 lakhs.
On that basis the gap was much wider than 120,000

1.30. The Computtee ashed as to what was the estimated and actual

production of indigenous tyres of sizes 825x20 and 725x20 in 1960 and
1961 and whut were the estimated requirements of tyres in these years.
The Commitice have been informed in a written note as under:—

“The production of giant tyres of all sizes during 1960 and 1961

was as follows:—

1960 e Q.45 862 Nos.*

9.83.470 Nos.

Although the break up of these figures in different sizes and ply-

rating of the tyres are not availabe, it may be stated that the
bulk of the production was in sizes 7.50-20, 8.25-20 and

* The Ministry of Commerce have ;«aw clarkﬂéd that the acutal produc-

i fyres in 1060 was 945862 and that the figure of 611406 tyres
%%?ct?ed yil;\t‘sthe note of Department of Supply dated 3-9-1966 (page 74 of

Stth

Report of Public Accounts Committee) really pertained to the period
January-August, 1960



9.00-20. No estimates regarding the production of giant tyres
for each size were also made.

1.31. The Development Wing did not specifically make estimates re-
garding the requiremeats of  tyres in sizes of 8:25-20 and
7.50-20. However, extracts from a note prepared by an officer
of the Directorate General, Technical Deveopment, cstimating
the net requirements for import of giant size tyres in the year
1960 and 1961 are attached. (Appendix IIT)".

1.32. The Committee do not accept the suggestion of the lInter-
Departmental Committee “that the linking of the alleged over-estimation
of the import requirements with the difliculties experienced subscquently
in the disposal of tyres imported in 1961 is not therefore justifinble.”
They feel that i the roquirements had been corectly asscssed the gap
between the demand and the supply would have been found to he far
marrower. In fact, it would have been found that there was no justifica-
tion for the Ministry of Commerce to direct the State Trading Corporation
to import giant tyres, (o the tune of 1,20,000 in 1961.

1.33. It is not clear to the Committee why the State Trading Corpo-
ration were mot asked to import tyres based on their own commercial
judgment of the country’s requirements. The Committee were given to
snderstand ia evidence by the representative of the Ministry of Commerce
that the State Trading Corporation were allowed to import tyres in small
Jots of 4,750 or so. They find, however, that vrders for the import of
40,000 tyres by M s. Ramkrishan Kulwant Rai were allowed to be placed
in February, 1961, while orders for the import of another 15,500 tyres
were allowed to be placed by M s GISSCO during March, 1961. This
does pot indicate that orders for only a small lot of tyres were allowed to
be placed each time and that the need for the import was also examined
st each stage in detail by the Ministry.

1.34. It has already been mentioned by the Committee in their 64th
Report (Para 1.30) that the State Trading Corporation in their letter
dsted 13th October, 1961, had told M/s. Ramkrishan Kulwant Rai “to
defer further shipments tifll such time, as the existing stocks are ligui-
dated”, as the firm already had large stock of tyres on hand, but Shri
Kuilwant Rai, “however, assured our Divisional Manager that you have
no difficulty in the sale of tyres and that the licence may be released.” It
is regrettable that even at that stage timely action was not takem to sfop
further shipment of tyres.

1.35. The Committee cannot but reiterate the observations made hy
them earlier in paras 1.28 to 1.30 and 5.1 of their 64th Report that the
decision 10 import the tyres in such large numbers from ‘rupee payment’
countries was not taken after a thorough examimation of sfl aspects of the
problem. Onue of the contributory factors, as pointed out by the Inter-

1632 (Aii) LS—2.
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Departmentsl Commitice, was the fecling on the part of the potemtial
purchasers that the lmported tyres may not be as good as the indigenons
tyres. The Commitice camnot too strongly emphasise the meed for emsur-
ing thst imports arranged through the State Trading Corporstion from
‘rupee payment’ countries or elsewhere are really necessary and that they
are competitive both in price and quality.

1.36. As avsured by the Secretary, Ministry of Commerce, in evi-
dence, the Committee hope that the Ministry will be more careful while
assessing the requirements  of different commodities, their  indigenous
production and the need for import in future.

1.37. The Committee fecl that the demand was grossly over-estimated
with the result that a large number of tyres were imported which were not
required and that this was, part from their defective quality, one of the
reasons for the subsequent difficulty in the disposal of the tyres.

Profit Made by S, 1. C,

LAN. The Comuuttee an para 5.2 of their 64th Report had  noted
with repret the “attitude as disclosed by tne STC i therr note submitied
to the Comunttee wherein they have stated that on the entire tyre trans-
action. the STC cained  protit without anvesting a0 single rupee. The
Compuittee are not anpressed swaith the fact that a huge profit was made
by the STC av they fee! that under the  direumstances—scarcity condi-
tions and the power amd the pationage that $TC enjoys, it was not difficult
to carn such profits,

139, The carmny of huge profit by STC under these circumstances
is but a poor compensation for  the damage which this  transaction has
cnused.

1.40. The Committee  desited the State  Trading Corporation  to
“furnish a statement showing the  breuk-up of the price charged from
consumicrs by the ST.C. distributors  for different sizes  of imported
tyres? Information may be given distributor-wise, and if possible, the
number of tyres sold by cach distributor at the price indicated may be
shown.”

1.41. The reply received from the State Trading Corporation is
reproduced below;—

“The sale price of the imported tyres were initially fixed at the same
levels as the list  prices of indigenous tyres in similar sizes. The list
prices for differcnt sizes at which the tyres were being sold up to 6th Feb-
ruary, 1962 (when STC removed restriction on the prices so as to facilitate
the sale of imported tyres) are given in Anpendix I'V. These list prices
were uniformally applicable to the tyres of the same size and ply-rating
imported from different countries.”
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1.42. “As regards the prices charged by the distributors after the
removal of the restriction, it may be stated that they sold  these tyres
away at such prices as these could fetch not exceeding the list prices of
indigenous tyres in corresponding sices. This information in respect of
numberless transactions that the various distributors may have entered
into to dispose of their stocks will have to be collected specially and this
cannot be accomplished within the short time that is available.”

1.43. “It may be mentioned here that on the list prices indicated in
Appendix IV the importing firms were perntitted from time to tme W
offer discounts to Govt. Departments, large fleet owners, transport under-
takingsy and to other actual users.”

L44. The State Trading Corporation have abo furnished two states
ments showing the price of tyres, tubes and Slaps of sizes 7.50 20 and
8.25. 20 imported by M s, Ramkrishan Kulwant  Rai from

Hung.ary
tAppendix V).

1.45. The Committee note from these statements that there was a
difference of about Rs. 100 in the landed price of a set of one imported
tyre*, tube and flap infcrior in quality to the indegenous type ete. and the
list prices which were permitted to be charged by the STC till 6th February,
1962. *“H would have been better if the sale price fixed by the NT.C,
with a margin in their favour, had been fixed in consultation with Govern-
meat so that it could have been considered whether it was wise to allow
such a margin for a public sector undertaking without adequately allowing
for the iaterest of the consumer.” The Committee cannot help concluding
that it was this lure of making casy profits at the expense of the consumer
which tempted the STC and the private parties to continue to import tvres
in such large numbers and to fail to disclose their lower specifications and
defects to the users including defence. The Committee consider that a
Governmental undertaking like the State Trading Corporation should pay
greater attention to the interests of the consumers for whose benefit it has
bheen set up.

Quality of imported tyres.

1.46. The Committee, in paras 2.36, 2.37, 3.30 and 5.1(2) of their 64th
Report, had dealt with the question of the quality of imported tyres. They
had observed inter-alia: “The State Trading Corporation had shown a lack
of appreciation of the essential requirements of this case, such as ascertain-
ing the quality, specifications etc. in the beginning before they allowed
these imports of tyres.” (Para 5.1(2) of 64th Report) “It is indeed sur-
prising to note that the State Trading Corporation did not verify that the
iyres impored were of the best quality and material. The Committee feel th'at
there was a failure on the part of the State Trading Corporation to verify
whether the obligations under the contract which did contain a clause atfout
the quality of the tyres, had been fulfilled or not. The Committee com'ndcr
this to be a serious lapse on the part of the State Trading Corporation™.

*Sizes 750 w 20 and 825 ¥ 2.
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(para 2.36 of 64th Report). “The Committee do not also understand why
d:cidcnolhaviuumnmymrolorquamycheckolﬂximpomdtym
which the State Trading Corporation had in 1959, was not pursued. In the
absence of this quality control, the Committee find it rather difficult to
assess the extent 10 which the quality of the tyres supplied was unsatisfactory
due 10 the specifications given to the forcign suppliers being not as per re-
quirements in the country and /or due to the actual supplies being below the

specifications provided in the contract with the foreign suppliers.” (Para 2.37
of 64th Report.

1.47. The Committee asked how the specifications for the import of
tyres were drawn up by the State Trading Corporation and whether the
approval of the Government was taken about these specifications. The
State Trading Corporation have stated in a written note: “On receipt of the
Government's directive dated 20.7.1959 for arranging imports of 1,00.000
sets of tyres, the State Trading Corporation invited offers from  various
East European countrics for the ditferent sizes of the tyres that were requir-
ed. On receipt of offers from China and Czechoslovakia, technical data
along with literature in respect of tyres available from these countrics was
forwarded by the State Trading Corporation to  the Development Wing
requesting them to examine the same from the point of view of dimensions,
pressure, load etc. vis-a-vis the Indian tyres and send their views 1o the
Corporation.  The Development Wing, however, returned the  literature
stating that in so far as import and sale of consumer goods by the Statc
Trading Corporation were concerned, the State Trading Corporation  was
to handle the matter without reference to the Development Wing. Keeping
in view that the specifications were provided by Government owned com-
panics who could not, without causing delays, be prevailed upon to modify
the specifications, the State Trading Corporation adopted  specifications
given by them.”

1.48. The Committee further nsked whether these specifications varied
for the same size from country to country and from time to time in respect
of (a) weight load 1o be borne by tyres (b) weight of the tyres (¢) number
of plies (d) heavy duty structure (¢) size of the rim and (f) tropicalisation.

1.49. The State Trading Corporation have stated in their reply: “The
specifications of the tyres imported from different countries from time to
time did vary for the similar size. A comparative statement giving informa-
tion as 1o the specifications to the extent availabe of the tyres imported
from various countries is attached (Appendix V).”

1.50. The Committee asked for the reasons for variation anddhow they.
compared with the specifications for corresponding tyres manufactured
within the country.
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1.51. The State Trading Corporation have stated in their reply: “The
imported tyres were according to certain specifications adopted and manu-
factured in the East European Countries and were somewhat different from
the specifications of the indigenous tyres. The imported tyres could not
compare in specifications as well as performance strictly with those manu-
factured in the country on account of the fact that indigenous manufacturers
take into account Indian road conditions, provide adequate safety margins.
The tyres made i different countries were of different specifications.  In
East European Countries from where State Trading Corporation arranged
the import, these tyres are used all over for the same purpose for which
they were used in India after import. It mav also be mentioned here that
the weight of imported tyres in certain consignments might have been some-
what lower than what was initially stipulated, but the weight of tyres is not
necessarily a measure of strength of the tyres and it is, under certain condi-
tions. likely that a tyre of lighter weight may give a better performance as
compared to a heavicr tyre. A comparative statement showing the detailed
specifications of the tyres imported from various countries vis-a-vis specifi-
cations of Indian tyres in similar sizes is attached herewith (Appendix V).”

1.52. The Committee find from the comparative statement of specifi-
catios of imported giant tyres as compared to indigenous tyres that the
imported tvres were inferior in specifications e.g. thickness of tread, depth of
tread, maximum load and pressure than the indigenous tyres.

1.53. Apart from these shortcomings in the specifications, the Com-
mittec find that there were several communications from M/s. Ram Krishan
Kulwant Rai and GISSCO about the defects noticed in the quality of impor-
ted tvres as compared with the specifications laid down in the agrcements.
These shortcomings are discussed in the following paragraphs:

(i) Weight of the tyres

1.54. Messrs Ram Krishan Kulwant Rai in a letter dated 5.3.1962 to
Messers Chemlimpex, Budapest, with a copy to the State Trading Corpora-
tion reported: “The weight of the bigger tyre (825,20) is only 33.80
kilograms as against 41 kilograms prescribed by the specification and weight

of the 'smaller tyre (750X20) is 27.50 kilograms as against 29 kilograms
prescribed.”

(ii) Number of Plies

1.55 Messrs GISSCO complained in a letter dated 27.11.1961 to tho
Secretary, Ministry of Commerce and Industry that “In  the 82520 size.
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tyres the marking in fact in several cases is that the tyres are only of 10 ply.
though 12 ply tyres were required to be supplied. In some cascs the ply
markings are not existent.  In still others, the marking of the 12 ply is cru-
dely overstamped on the marking 10 plyv so that both markings are visible.”

Messrs Ram Krishan Kulwant Rai in their letter dated  5.3.1962 to
Mewas Chemlimpex, Budapest. with a endorsement 1o the State Trading
Corporation had stated inter ala:

. -Sometime after the sale had commenced complaints  started
pouring 1 and on looking into the matter we discovered that
the tyres are not of 12 ply, nor are the small tyres of 10 ply.”

(mi) Heavy Duty Structure

1.56. Mcessrs GISSCO in a letter dater 14.10.1961 to the State Trading
Corporation stated inter-alia that “Morcover, the tyres which have been
imported are not of the heavy duty structure. These have called for various
adverse criticisms of the users and dealers.”

(iv) Size of the Rim

1.51. Messers GISSCO in a letter dated 13.11.196] to Joint Secretary,
Ministry of Commerce and Industry stated inter-alia  “The size of the tyrcs
is also smaller and the rim also is S instead of 6.

(v) Tropicalisation

1.58. Messrs GISSCO in a letter dater 27.11.1961 addressed to Joint
Secretary, Ministry of Commcrce & Indusiry pointed out inter alia  “The
tyres arc not tropicalised though tyres meant to be used in the Indian con-
ditions were required to be supplied”.

1.59. Messrs Ram Krishan Kulwant Rai in a letter dated 5.3.1962 to
Chemlimpex, Budapest, with a copy to State Trading Corporation had
stated inter alia that “there is some defect in the composition of the rubber
in the tyres also.”

1.60. It would be pertinent to state here even the views of Messrs
GISSCO and Ram Krishan Kulwant Rai regarding the quality of imported
tyres.

*“Since the percentage of tyre failures is so much, it is clear that the
entire stock of tyres imported is of inferior quality.”

(Extract from Messrs GISSCO'’s letter dated 13.11.1961 10 the Joint
Secretary, Ministry of Commerce and Industry with endorsement to State

Trading Corporation).
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“They (imperted tyres) were entirely unsuitable for use in vehicles
in this country.™

(Exiract from Messers Ram Krishan Kulwant Rai's letier daved 17.8.
1962 1o State Tradine Corporation).

1.61. The Committee understand that the Divistonal Manager (Fogi-
neering ) had recorded a note Jated 4th January, 1961, regarding the inferior
quality of the imported tyres.  The note inrer-aia stated: "The Hungarian
and Polish tyres do not meet the requirements both with regard to load and
inHation pressure compared to indigenous tyres.  The specifications com-
plied by both these countries fall short by 12 per cent and 1§ per cent. On
my request Deputy Divisional Manager (General) has ascertained from the
Al' India Motor Union Congress, New Dehi, that there is 25 per cent margin
of safety in the Indian tyres. Regarding that the  Hungarian and  Polish
tytes also have the <ame safety margin we may agree to purchase them.”

1.62. The Committee are unable to appreciate how the how the State
Trading Corporation, realising fully that the known specifications of the
tyres from East Furopean countries were 12°¢ to 150 short of Indian
specifications considered themselves justified in placing orders for thelr
purchase in such large numbers from these countries. Prudence required
that the State Trading Corporation should have brought these short-comings
specifically to the notice of the Government so that they could review, in
the light thereol, their fiat for the import of tyres in such large numbers
from the LEast European countries and consider whether it would not have
been in the national interest to make the imports found necessary from other
parts of the world. In any case, the Committee cannot see any justification
for not importing the untried tyres in smaller lots to test the market and
users reactions before spending the country’s scarce resources in importing
these inferior tyres in such large numbers.

1.63. The Committee agree with the observations of the Inter-Depart-
meatal Committee that “the State Trading Corporation took no steps
whatsoever to have the quality and the specifications checked up with
ref:rence to the contracts made by them even after the receipt of the
complaints from the importers themselves.”

1.64. The Committee would like Government to fix responsibility for
the failure to exercise any check on the imported tyres and to muke sure
that they were in accordance with the guality and specifications lzid down
in the agreement and for which money was being paid to a forcign party.
They would also lke Government to make sure that the firms have not
obtaimed compensation from the forcign manufacturers on the ground of
the lower guality of imported goods as compared with specifications, -
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withowt disclosing it to the Stste Trading Corporation. It scems that M /s.
Ramirishan Kulwant Rel had obizined compensation amounting to Rs. 6.19
lnkhs from the foreign suppliers. In case they have obtained amy such
compensation, the Committee would like this aspect 19 be kept in view while
framing clsims for recovery against sll the firms oc— 13w

Failure of State Trading Corporation to inform users about lower specifi-
catioms of imported tyres.

1.65. As regards the responsibility of the State Trading Corporation
1o inform the users about the lower specifications of the imported tyres,
the Committce find that the Divisional Manager (Eng. Div.) had recorded
in & note as early as 2-9-1959 to the cffect:  “This means that we shall
have to tell our prospective buvers the specifications,  pressure  etc.  in
different sizes and ply. We can do it now.”

1.66. The Deputy Divisional Manager (Engincering Division) record-
ed the following note on the subject on 23-12-1960:

“Therc is n real dunger in accepting the Huagarian, USSR and
Polish tyres in as much as there may be premature failure
of these tyres not on account of any manufacturing defect
or careless usage. but, merely on account of the fact that
operators may use the inflated pressure and maximum load
recommended by indigenous manufacturers as we do not
inform the opcrators that the manufacturers’ recommenda-
tions for these tyres for lesser weight and lesser pressure.
Besides, we would be charging the same price for Hunga-
rian, Russiun and Polish tyres as for the other Makes i.c.
the list price of indigenously manufactured tyres.”

1.67. Tho Inter-Departmental Committee have concluded in their
report:  “The State Trading Corporation were thus not only aware that
the specifications i.e. maximum load carrying capacity and pressure of the
imported tyres were lower but also of the consequences of not making
these details known to the users. The prospective buyers were not in-
formed about the maximum load carrying capacity or pressure for the
various sizes offered for sale through the Indian firms. M. therefore, the
State Trading Corporation had only carried out their own decision to in-
form the propsective buyers, all the difficulties which ensued later would
have probably been avoided. We, therefore, recommend that the State
Trading Corporation should fix responsibility for this lapse.”

1.68. The Ministry of Commerce while accepting the recommendations
of the Inter Departmental Committee have informed the Public Accounts:
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Committee: “when te tyres were imported under the State Trading Cor-
poration’s arrangements it was intended to inform the prospective buyers
about the specifications, pressure, ctc., in different sizes and plyv. Unfortu-
nately; this was not done. The State Trading Corporation has been asked
to take action for fixing responsibility on the officials responsible for the

lapse pointed out by the Committee and send a report, on it to this
Ministry.”

1.69. The Committee canmot appreciate why the State Trading Corpo-
ration a public undertaking, knowing fully well the lower specifications
of the imported tyres and their comsequences to users chose to maintain
complete silence about even such vital factors as maximum load carrying

capacity and pressure of the imported tyres, which had a vital bearing
on safety.

1.70. In particular, the Committee deprecate the attitude of the
State Trading Corporation in not communicating vital information
regarding specification, quality and performance expectations of the im-
ported tyres to the Director Genmeral. Supplies & Disposals specially

when it was known thst these tyres were being procured for the use of
Defence Forces,

1.71. The State Trading Corporation’s attitude to the user seems un-
fortunately to be based on the Roman Legal Maxim-“caveat emptor™ (‘let
the hayer beware!.)

1.72. The Committee would like to be informed of the result of
action initiated by the Ministry of Commerce for fixing responsibility on
the officials responsible for this serious lapse,

Appointment of Indian Agents hy Foreign Suppliers

1.73. In paras 2.18 to 2.24 of their 64th Report, the Public Accounts
Committee had commeated on the appointment of Indian firms as agents
of foreign suppliers. The Committec had pointed out that “It is surpris-
ing that before contacting State Trading Corporation the firm M/s Ram-
krishan Kulwant Rai had already entered into a contract with the Hunga-
rian suppliers. This indicates that the firm had not only information about
the Hungarian offer dated 14th December, 1960, hut were also confident
that this deal would be put through them.”

(Para 2.22 of 64th Report)

1.74. The Inter-Departmental Committee have discussed at length
the appointment of Indian agents by foreign suppliers in paras 2.3 to
2.3.7 of their Report. The Inter-Departmental Committec have conclud-
ed. “Even assuming that it was desirable to entrust this work to private
parties on account of State Trading Corporation’s inexperience in this.
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fleld, the method adopted in appointing agents does not appear to be
sound. We consider that. before sclecting their agents, it would have been
appropriate for the Stute Trading Corporation to have invited public offers
s0 that they would have encouraged some competition in the matter  of
margins which they ultimately gave to thewr apents. 1t might have also
been possible for them tn secure reliable and ¢xperienced dealers to handle
this business. We ure also pot convineed that M/« Ram Krishan Kulwant
Rai's selection by the Hungarian, as their agents, which was  obviously
made after the Hunpartan Commercial Counscllor made an offer for  the
supply of tyres to India. would have been <o made if public offers had
been invited. It is possible that the Hungarian Commercial Counscllor
would have appointed anybody sclected by the ST.C. as their agents and
there was nothing special in the appointment of M/s. Ram Krishan Kul-
want Rai by the Hungarians as their agents.  This would cqually apply to
the recommendations made by the S T.C. to the US.S.R. authorities for
appointing M/s. Khemkas as their agents for the supply of tyres from the
USSR to India.”

1.75. The Committce desired to know whether Shri Ram  Kishan
Kulwant Rai had approached the State Trading Corporation at any time
-earlier than 3rd January. 1961, in connection with the import of tyres from
Hungary. The reply received from the State Trading Corporation is re-
produced below:

“It has been Jearnt recently from the perusal of the records of the
firm available with S.P.E. that they were in correspondence
with the Hungarians as carly as October, 1960 for the import
of tyres It is a fact that nitially when in December, 1960, the
Hungarian supplier had made an offer to the State Trading
Corporation' for the supply of giant tyres, they had not men-
tioned the name of any Indian firm as their agents. Alongwith
letter dated 3rd January, 1961 reccived from M/s. Ram
Krishan Kulwant Rai, the firm had sent a contract which they
had entered into with the Hungarian suppliers for the supply
of tyres. This contract was in the nature of an authorisation
obtained by M/s. Ram Krishan Kulwant Rai to act as agents
of M/s. Chemolimpex, Budapest for the supply of 15,000
sets of tyres in sizes 825-20-12 and 750-20-10. The Hunga-
rian Trade Representation in India also wrote a letter dated
12th January, 1961 confirming the conclusion of the contract
by the above firm with the Hungarian suppliers and also re-
quested the State Trading Corporation to do the needful in
in the matter. The Hungarian Tride Representation sent
another letter to the State Trading Corporation dated the 17th
February, 1961 stating that they had received a cable intima-
tion from M/s. Chemolimpex, Budapest that the Agency
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Agreement in favour of M/s. Ramkrishan Kulwant Rai cover-
ing entirc territory of India and valid for the year 1961 had
been air-mailed to them. The Hungarian Trade Representa-
tion further requested the State Trading Corporation in this
letter to cxpedite the formalitics for obtaiming import licence
s that any possible delay in commencmng the shipment could
be avorded.

1.76. It would thus be apprectated from the foregoing that M/s. Ram-
hrishan Kulwant Rai had been conresponding with the State Trading Cor-
puration for the import of giant tytes from Hungary since 3rd January,
1961 in their capacity as Indian agents of the foreign suppliers and in view
of this pasition the State Trading Corporaiton utilised their services for the
import and disiribution of Hungarnian tyres.”

1.77. The Ministry of Commerce have intimated that  Government
have taken the following decision in pursuance of the recommedations of

tht Public Accounts Committee and the suggestions of the Inter-Depart-
mental Committee.

"It 1s clear that greater care in selecting agents and more efticient
procedure of selection are called for.  State Trading Corpora-
tion has been asked to undertake an examination of  the
principles and practices which are followed with a4 view to
evolving more efficient procedures for securing reliable and
experienced dealers to handle similar business in future. It

has been asked to submit a report to the Ministry as carly as
possible.”

1.78. “A« regards para 2.22 of the Public Accounts Committee's
Report, it is admitted that if the State Trading Corporation had followed
more efficient procedures, there would have been less room for suspicion.”

1.79. The official representatives were asked whether it would not
have been possible to secure more experienced parties to act as distributors
for the imported tyres. The Chairman of the State Trading Corporation
stated: “If we made positive approach to many people we could have
got perhaps better parties than Ram Kishan Kulwant Rai.” The Secre-
tary, Ministry of Commerce, amplified: “The responsibility for selecting the
agent for sale is that of the supplier country. Why they selected A.B.C. or
D, it is for them to answer. The responsibility for accepting the suppliers’
agent as distributor in India is that of the State Trading Corporation. What
all this discussion has brought to light is that in this matter of selection of
the agent for distribution, the State Trading Corporation should be more
careful and should have examined what would be the best way of achiev~
ing the objective. In the casc of a new trade where there is no old
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esiablished agent, where the supplier is making an offer and he is consi-
dering the appointment of an agent, it may be a very unsatisfactory pro-
cedure for the State Trading Corporation to follow that in such a case too

the suppliers’ nomince should be accepted as a matter of course.  This is
quite clear.

1.80. The Committee ure glad that Govermnest have realised that
more efficlent procedures for securing reliable and cxperienced deslers
to bandle import and distribution work om behalf of the State Trading
Corporation are called for. The Committee need hardly stress that the
Sinte Trading Corporstion being a public undertaking, should sdopt pro-
cedures which would be shove all suspicion. The Committee consider
that as far as pomsible, the State Trading Corporation should invite public
offers 50 as to get most experienced and reliable distributors at the least
margin of profit for the import and distribution of their goods.

181, As regards the appointment of M/s. Ramkrishan Kulwant Rai
ss agents for the import of tyres from Hungary the Committee do net
desire to comment on i at this stage as it Is understood that the mafter
is under scrutiny by the Central Buress of Investigation.

Financial Relationship hetween the State Trading Corporation and the
Distributors

1.82. In paras 2.27, 2.28, 2.29 and §.1 (3) of their 64th Report,
the Public Accounts Committee had commented on the financial relation-
ship between the State Trading Corporation and  the  distributors.  The
Committee inter-alia pointed out that “before the agreement was concluded,
State Trading Corporation had not taken care to see that the agrecments
with the firms were complete and the terms specific on the various aspects
such as responsibility for the import: inspection of the stores at the time
of import; conditions for packing, conditions for proper storage and about
the warranty to be given by the firms to the actual users. They also failed
to consult legul opinion before finalising the agreements to ensure that the
clauses relating to the financial and legal responsibilitics of State Trading
Corporation vis-a-vis these firms were un-abiguous and specific.”

[Para 5.1(3) of 64th Report]

1.83. The Committee had also desired that “State Trading Corporation
should get an authoritative legal opinion in consultation with Ministry of
Law, clearly spelling out the financial responsibility of State Trading Cor-
poration and their distributors in such cases.”

(Para 2.29 of 64th Report)
1.84. The Ministry of Commerce, taking note of the recommendations
of the Public Accounts Committee and the suggesitons of the Imter-
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Departmental Committee, have communicated that the following action
has been taken by Government:

“It is admitted that the agreements were not drafted in a manner
0 as to spell out clearly the legal and financial responsibilitics of the party.
State Trading Corporation has been asked to take adequate legal advice in
future in drafling agreements involving financial transactions and to
streamline the procedures for legal scrutiny. In special cases, assistance of
the Ministry of Law would be obtained by the State Trading Corporation
through the Ministry of Commerce.”

1.85. The Committee desired to know whether the State Trading Cor-
poration have obtained any authoritative ruling on the relative financial
responsibility of the State Trading Corporation vis-a-vis agents, particularly
M:s. Ramkrishan Kulwant Rai and M s. GISSCO. The Committee have
been informed in & written note that as far as State Trading Corporation’s
agreement with M's. Ramkrishan Kulwant Rai relating to import of tyres
was concerned, legal opinion® expressed by an  cminent  lawyer, was
obtained. Regarding future contracts, State Trading Corporation would
ensure that in all such transactions, adequate legal advise is obtained in
drafting agreements involving financial implications so as to protect the
State Trading Corporation against possible claims losses.  If necessary, in
such cases a request would also be made to the Ministry of Law through
the Mmistry of Commerce to obtain their legal advice.”

1.86. The Committee find that the Deputy Divisional Manager (Law),
State Trading Corporation in his note dated 8th August, 1961, had sug-
gested that it would be in the interest of the S.T.C. to get the opinion of

eminent counsel, such as the Solicitor General or the Additional Solicitor
- General.

1.87. The Committce have been informed by Government that  the

advice of the Solicitor General or the Additional Solicitor General as
suggested therein was not taken in the matter.

1.88. The Committee cannot help concluding that had sdvice of the
Solicter Gemeral/the Additional Solicitor General been taken in 1961,
as suggested by the Deputy Divisional Mansger (Law) of Stste Trading
Whmuammkyludﬁmuwmponﬁbmyol
the State Trading Corporstion would bave been dispelled. It would also
have made the State Trading Corporstion realise that it bad no particolar
L ShM—stee o=ty to spprosch Governmewtal purchasing organisations
to tacilitate the disposal of lmperted tyres which were knows (o be below
.specifications. The Committee feel that even sow the Ministry of -
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Commerce should obtsin the legal advice of the Solicitor Gemeral the

Additionsl Solickor Gesernl sbout the legal and fimsl r-—1=—"ltles of

the S. T, C. vis-a-vis the private firma to set alf doubts at rest.

Non-submission of monthly sales return by the Indian firms and payment of
double commission 10 Messrs. Ramkrishan Kulwant Rai,

1.89. The Public Accounts Commitice in their 64th Report had observ-
ed:—

“Para 2.43 the Comnuttee feel that M/s. Ramkrishan Kulwant Rai
in fact got two commissions, viz., one from the Hurgarian
firm und the other from State Trading Corporation.  The Com-
mittce wonder why the State Trading Corporation failed to tell
the Hunganan firm when they approached with the offer to
supply tyres that they  had  appointed  M/s.  Ramkrishan
Kulwant Rar as ther agents. The State Trading Corporation
could then save one commission in which case pavment of
double conumission would perhaps have been avoided.”

1.90. Para 247 “The Committee find from the correspondence  that
the firm M/s. Ramknishan Kulwant Rai was being reminded since October,
1961, tor the sales returns and resuttances by the State Trading Corporation
but to no aviil. It appears (o the Comnuttee that this firm has been evading
the matter on one plea or the other”

F91. Para 2,48 “The Comnuttee regret to note that one of the condi-
tions of the agreement entered inio with these parties, vie.. furnishing of
monthly sales returns duly audited by a Chartered Accoumtant, was not
observed by the two  finms, 1o Mys. Ramkrishan Kulwant Rai and
M7s, Consolidated Equipment (indiay Pyt Lid. The Commuittee feel that
firm action was called for on the part of the State Trading Corporation to
obtain sales returns from these firms.  The Committee would like to know
of the action taken against these firms for breach of the contract as they
did not furnish monthly sales returns.”

1.92. The Inter-Departmental Committee suggested the following action
which has been accepted by Government:—

“No firm action was taken against Messrs. Ramkrishan Kulwant
Rai and Messrs. Consolidated Equipment (India) Private
Limited as the firms had been promising from time to time
that they would be rendering their accounts for inspection. The
accounts of Messrs. Consolidated Equipment (India) Private
Limited had been inspected by the State Trading Corparation
and it was found that they had suffered a loss on the entire
transaction. The accounts of Messrs. Ramkrishan Kulwant
Rai have also been inspected by the State Trading Corporation
and it is found that this firm has also suffered a loss on the-
entire transaction of tyres.”
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1.93. “Apart from an amount of Rs. 4.80,000 received as compensa-
tion from the foreign suppliers, vide item (a) of para 2.49 of the Public
Accounts Committee’'s Report. M/s. Ramkrishan Kulwant Rai have also-
received two payments of Rs. 93,120, and Rs. 46,300 from the foreign
suppliers.  As repards agency commission, the firm  did  not  produce
oniginal invoices of the foreign suppliers. They orally disclaimed having
received any agency commission on import of tyres.  On an inspection of
their accounts, however.  various  amounts  totalling to Rs. 10,10.000
were credited to “Commission Account™ by transfer from the accounts of
various parties. The firm explained that these amounts, although credited
to “Commission Accounts”, did not actually represent commission received
from supplicrs.  They represented credit balance lying in the accounts of
varous parties which were not real and these amounts were disclosed by
the firm as income and got assessed to income tax under the Income Tax
Disclosure Scheme and also that it was only for squaring up their books
that the credit balance in the accounts of the parties in guestion were trins-
ferred to "Commuission Account”. The firm, however, did not produce for
mspection any papers in support of these amounts.  Further amounts totall-
ing to Rs. 4565284 were found credited to “Commission Account™ in
their books as commission received from Messts Chemolimpex, Budapest.
The firm explamned that this amount was received  as commission relating
o the consignements of chemicals which were imported by them against the
value of 13,000 tyres re-exported. They did not produce for inspection
the original hills of the foreign suppliers or any other papers from which
it could be vernied with any amount of certainty that the commission in
guestion related to import of chemicals and not tyres. It appears that the
position in this respect is not free from doubt and the oral statement of the
firm should not have been accepted by the S.T.C. on its face value.
It would have been advisable to obtain this information in writing from the
firm as well as from the Hungarian Embassy before orders were placed so
that the landed cost could have been reduced by the agency commission, if
any, which the firm received. This lapse is regretted and State Trading
Corporation would be more careful, in future, in such cases.”

1.94. In the absence of the production of the original invoices of the
foreign suppliers by the firm, the Committee feel that the correctness of
the agency commission received from the foreign suppliers camnot be
verified. The Committee desire that the original invoices of the forcign
suppliers should be obtained from the firm and checked with a view to find
out the correct amount of commission received by the firm M/s. Ramkrishan
Kulwant Ral from the foreign suppliers. Sach a check is all the more
mecessary as according to the contract, the landed cost was to be determined
on the basis of the net c.if. price, /.., c.iL price after excluding agency
commission, if any, paid to the firm by the foreign suppliers.
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1.95. The Committee after mentioning the various complaints received
drom users in paragrphs 2.50, 3.63, 3.69 of their 64th Report had empha-
siscd that adequate compensation for the defective tyres should be given
to the users. They had also stated that “all the defective tyres might not
have beea reported to the authoritics concerned as the public were perhaps
not aware of the procedures in this case (para 3.69)." The Committee had
«concluded that “Government should take immediate steps to assess the loss
suflered by the various uscrs, viz.. Ministry of Defence, Ministry of Trans-
port, etc. duc 10 the purchase of these defective tyres and to secure adequate
-compensation from the firm/State Trading Corporation.”

(Para §5.4)

1.96. The Inter-Department Committee have indicated in their report
that “an amount of Rs. 9.890/- had already been paid by the Consolidated
Equipment (India) Private Limited by way of compensation to the buyers
of defective tyres.”  As regards M s. Ramkrishun Kulwant Rai, aithough
two panel meetings for defective Hugarian tyres were held and compensation
swarded, the firm had not puid any compensation to the buyers. This was
inspite of the fact that M/s. Ramkrishan Kulwant Rai had received three
amounts from the forcign suppliers as compensation ie. Rs. 450,000,
Rs. 93,120/- and Rs. 46,400 - Both the Director General Supplies &
Disposals and the Director General, Ordnance Factories, have intimated the
number of defective tyres to the State Trading Corporation for claiming
compensation from M s. Ramkrishan Kulwant Rai and M:s. GISSCO.

1.97. The Ministry of Commerce have stated in a written reply that
*The State Trading Corporation has initiated discussions with M's. Ram
Krishan Kulwant Rai with o view to securing the payment of compensa-
tion from them against claims for defective tyres. A report on the result
of the discussions will be submitted within a few weeks.”

1.98 The Commitice were informed during evidence by the Chairman,
State Trading Corporation, that “We have again called them (M/s. Ram
Krishan Kulwant Rai) and it seems that they would be prepared to respond
to these recommendations made by the Inter-Ministerial Committee, viz.,
that all the claims are collected. They would sit across the table and come
to some arrangement.  But still they have not confirmed this in writing.”

1.99. The Committee desired to know what measures had been taken
by the State Trading Corporation to bring to the notice of the general
users the procedure for claiming compensation for defective imported tyres.
The Chairman, State Trading Corporation, stated during evidence, “We have
not put out a general notice because normally all the users are used to this.
We did not notify. In fact, we have received claims. A number of cases
have been cleared and there may be still a few cases which may be out-
standing.” Secretary, Ministry of Commerce, however, conceded that “It
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8 quite clear that the State Trading Corporation has responsibility to the
- TTr asseciate, as also a responsibility to the user.  And in this parti-
cular case. 1 would say retrospectively in exercise of their discretion, their
wesponsibility to the business associate weighed more heavily than was the
sespomsibility of the users. In fact, we would have expected from a public
‘#ec80T not to conform to the normal behaviour of the trade in this parti-
cular respect and the responsibility of the user should have weighed them a
Retle more than the responsibility of the Associate.” The Committee find
feom para 5.5 of the Inter-Departmental Committee Report that, so far inti-
mation that for 802 tyres of the value of Rs. 2.32 lakhs are defective has
been received by the ST.C. from the Government indentors and replies
from 379 Direct Demanding Officers are still awaited.

1.180. The Committee entirely agree with the views of the Sccretary
of the Ministry of Commerce that “for a public sector undertaking like the
Siste Trading Corporation the responsibility to the user should have
weighed with them 2 little more than the responsibility of the Associate.”
The Committee feel that the State Trading Corporation and the Ministry
should take necessary action to bring to the notice of all the bulk pur-
olmsers, specially those whom they had approached earlier to purchase the
‘imaporied tyres, the procedure for claiming compensation for dcfective
tyves so that they may file their claims.

1.101. The Committee would also like to draw attention to the specilic
provision made in the agreement with M/s. Ram Krishan Kulwant Rai to
the effect that “the failed tyres will be examined by a panel. . and that
the decision of the panel will be binding “and that “they shall give ade-
quatce compensation to the party concerned as per the decision of the panel.”

1.102. The Committee, therefore, see no remson why State Trading
Corporation and Government should not be able to emsure payment of
preper compensation to the users who have suffered loss on account of the
supply of defective tyres.

(iit} DEPARTMENT OF SUPPLY

DIRECTOR GENERAL OF SUPPLIES AND DISPOSALS
Inspection of Tyres by the DGS&D Inspectors

1.103. Dealing with the inspection of tyres by the Inspectors of the
DGS&D. the Public Accounts Committee in their 64th Report had ohserv-
«d as under:

“From the written note submitted jointly by the DGS&D and  the
State Trading Corporation, as well as from the notings read out
at the sittings of the Committee, it appeared that the inspection
of tyres by the office of 'the Directorate of Inspection DGS&D
at Calcutta was only visual and it failed to bring out that these
tyres were under prolonged storage. It is unfortunate that the
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DGS&D issued their ciscular Jetiers on  28-5-1962 10 a8
Direct Demanding Officers, including the Defence Establish--
meat, on the basis of such a report.”

(Para 3-16)

1.104. “Inspection by the Director of Inspection of DGS&D was only
visual and this was not adequate in the absence of various warranties from
the suppliers.”

[Para 5.1(9)}

1.105. The Inter-Departmental Commitice have stated inter-alia in
their Repont

“The Directorate of Inspection, DGS&D. Calcutta have failed to
bring out the full history of the trves. their condition and period
of storage, in their inspection reports to Headquarters at New
Delhi. They also omitted to check the weight of the tyres as
pven in the import documents.  These lapses are being investi-
gated further by the DGS&D with a view to taking suitable
action. While issuing the circular letter of 28-5-1962 to all
the Direct Demanding Ofticers. the DGS&D was guided by the
fact that valuable foreign exchange had been spent in purchas-
ing these tyres.  The suntability of the tyres for use on  3-ton
and S-tom vehicles only. as reported in the Inspection Reports,
should also have been ndicated in the circular letter.  This
was, however, omitted and two dealing officials of the DGS&D
were held responsible for this lapse.  Suitable action is being
taken against them.”

1.106. The Commitiee would like to be informed of the action takem
agninst the persoms at fanlt s suggesied by the Inter-Departmental Com-
mittee in dve course.

Qhecking up of the quality o] types supplied by Messrs  Ramkrishan
Kubwant Raé by the DGS&D and possible collusion between the
purchasing authorities, inspecting authorities and the firm.

1.107. The Public Accounts Committee in their 64th Report and
made inter-alia the following observations on the failure of the oftice of
the DGS&D in checking up the quality of the tyres:

“Failure of the DGS&D to take the clementary precaution to ensure
that the tyres supplied to the Defence indentors were according
to specification and of proper quality.”

[Para 5.7(8) ]

1.108, “The Committee arc alarmed at the way the Defence needs
were procured in this case. Against the definite indent for CC type
tyres. some indifferent quality was purchased, supplied, inspected and paid’
for. The Committee cannot discount the possibility of collusion betweerr
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the purchasing authorities, inspecting authorities and the firm.  Sinco
such actions are fraught with grave risk, the Committee cannot help but
recommend a thorough enquiry into this  aspect with a view to giving
deterrent punishment to the guilty.”.

(Para 3.59)

1.109. “In view of the fact that even the State Trading Corporation
was not sure whether M/s. Ram Krishan Kulwant Rai had two types of
tyres vz ST type and track gnp pattern type (CC type) in size 9°25-20-12,
the Committee desire that the Ministry of Supply and Technical Develop-
ment should examine in consultati on with the State Trading Corporation
whether the suppliers actually importedisupplied tyres of track grip pat-
tern type or they supplied only ST pattern tyres and charged about
Rs. 66.000 more re. the difference for 6000 tyres at the rate of Rs. 1!
per tyre.  The Committee would also like to be informed of the action
taken an this case.”

(Para 3.60)

1.110. "Another aspect of the supply of tyres to the COD, Kandivili
is that supplies of specifications other than those for which indents had
been placed were made and DGS&D had been urging the depot to accept
these things.”

(Para 4.33).

1111 “The DGS&D had also gone out of their way in pressing the
Defence indentors to accept stores of specifications for which they had
not placed orders.”

[Para S.1(11)])

1.112. The Inter-Departmental Committee have observed inter-alia
in para 3 6 of their Report as under:

“We have examined the relevant files of the DGS&D and find that
several incorrect and mislecading statements are made by the
Deputy Director (S&D) who was dealing with this case o
all stages. .......

Listing some of the omissions on the part of this oflicer. the Inter-depart-
mental Committee have further stated “We have also observed that the
DGS&D had already entered into rate contract for ST tyres offered by
Messrs. Ramkrishan Kulwant Rai at a price of Rs. 349 - per set of tyre,
tube and flap. We have also been informed that Messrs. Ramkrishan
Kulwant Rai imported tyres under two sizes, namecly, 750x20—10 PR
and 825x20—12 PR and there is no evidence to show that they imported
tyre size 825-20-12 PR under the different types namcly, ST and THR,
although in fact they received some tyres which corresponded to ST pat-
tern and some which corresponded to THR pattern. However. the
landed cost of both these tyres was the same, namely, Rs. 210/- per set.



When. therefore, the DGS&D had themselves fixed Rs. 349, - per set for
type, tube and flap, for ST pattern, there was no reason for them to fix
u higher price, namely, Rs. 360 - for tyrc alonc of THR pattcrn. It is
the various misleading statements made by DD(S&D) that let the
DGS&D tw fix the price at Rs. 360 - per tyre alone. The Public Ac-
counts Committec have estimated the loss in this transaction at Rs. 11
per tyre (Rx. 360 - minus Rs. 349/- fixed for ST tyre). We find, how-
ever, that the price of Rs. 349 - was for a set of tyre, tube and flap, and
if an allowance of at least Rs. 20/- is made for the flap and tube. the net
price for tyre alone would not exceed Rs. 329 - per tyre. Bv paying
R« 3I60/- per tyre alone for the THR pattern. the DGS&D made the
Defence Ministry pay an additional Rs. 31 - per tyre instead of Rs, 11/-
per tyre as mentioned in the Public Accounts Committec Report.”

1.113. The Report adds. “Again the same Officer made a statement
in the file on 1-6-1963 that the price fixed for Polish tyre (Cross Country
type) was Rs. 360/- per tyre.  He, however, made an enquirs from the
State Trading Corporation on 7--6-1963 (0 verify whether the cif Indian
port pricc of the Hungarian tyre offered by Messars. Ramkrishan Kul-
want Rai was Rs, 210 - per set as claimed by tho firm.  If he had con-
sulted the Swate Trading Corporation  simultancously  regarding the cif
Indian port price of the Polish tyre also he would have known that it was
Rs. 228°24 per set ie. Rs. 18°24 more per set. We have examined one
tyre of cach of these two categories and it was clear that the Polish tyre
(Cross country type) was superior to the THR (Hungarian) tyvre. On
account of failure 1o examine this aspect by the DD(S&D), Government
.were forced to pay the same price for an inferior quality. the lunded cost
of which was also less . . 1t appears to us from the various notes
recorded by this officer that he was unusually  enthusiastic in finalising
this deal and was more guided by a desire to liquidate the stocks of those
imported tyres than to examine the offer according to its merits.  This
officer. who has retired, is already under disciplinary action for another
charge i.e. non-inclusion of warranty clause in the rate contract entered
into by the DGS&D. We recommend that  additional charges for the
lapses in this deal should also be framed and action against him proceeded
with. In our opinion the loss caused to the Defence Ministry was al-
most entirely due to the misleading statements made by this officer. We

understand. however, that the DGS&D has already initiated action against
him.”

1.114. “As reeards the Public Accounts Committee's observations in
paragraph 3:59 of their Report that they could not discount the possibi-
lity of collusion between the purchasing authority and the firm, the case
has been reported by the DGS&D to the Special Police Establishment,
who are now investigating into it.”
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1.115. As regards the Public Accounts Committee’s query in para
3:60 of their Report whether the supplier actually imported/supplied tyres
of ST tread pattern and THR Universal pattern or supplicd only ST pat-
tern tyres, the Inter-Departmental Committee has added: “This is nothing
on the records of the State Trading Corporation to clarify this point. Both
the DGS&D and the State Trading Corporation, however. had written to
the firm who had stated that they had imported CORDATIC tyres from
Hungary in the size 825 x 20-12 ply, both in ST tread pattern and THR/-
Universal pattern. and this fact could casily be veritied by  the  purchas-
ers. .......

1.116. The Committee axhed during  cevidence whether the DGS&D
had ascertained from the State Trading Corporation the landed cost of g
set of tyres before fixing the contract rate.  The DGS&D stated: “We do
not seem 1o have asked the State Trading Corporation about this betore
fiang the rate contract”. He added., “This store  was imported much
carbier. 1 do not think any cost was cnquired from the State Trading
Corporation, . ... ... .. We will do that i future.”  The  Committee
enquired how the DGS&D fixed the rate at Rs. 360 - per tyre without
tube und flap when the rate contract for a tyre inclusive of tube and thap
was Rs. 349/- The DGS&D stated, "We have gone into this. ‘the
existence of THR tyres was not known until the firm Ram Krishan Kul-
want Rat made an offer on the 3rd of Apnl, 1963, What the Firmy sid
then was that they had checked up their stocks and we had found tha
they had THR tyres and they gave us a break-up of cost in which they
indicated that the CIF price per tyre not per set was Rs, 210/- and they
added up other charges and the FOR price came to Rs. 395 - and they
said that they were offering these tyres on Rs, 380,-. later on they
came and said that they would offer the same tyre for Rs. 360/- The
dealing Dy. Director examined this. Apparently, he cquated the THR
tyre with the Cross Country tyre and he said that this was the price fixed
for the Polish Cross Country tyres and, therefore, it seemed reasonable.
This is how he suggested that this price of Rs. 360/- should be accepted.”™

1.117. The Committee drew thc attention of the witness to para 3.6
of the rcport of the Inter-Departmental Committee and pointed out that
by paying Rs. 360/- per tyre alone for the THR pattern, the DGS&D
made the Defence Ministry pay an additional Rs. 31 per tyre instead of
an additional Rs. 11 per tyre as mentioned in the Report of the Public
Accounts Committee and asked whether action would be taken to recover
this excess payment of Rs. 1,83 lakhs (5904 tyres x Rs. 31). The DGS&D
stated: “It is a legal matter and we are consulting our own advisers as
to whether this recovery can be made.” He further added. .. ... .. “If at
all possible, action will have to be taken through the State Trading Cor-
poration.”
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1.118. When the Commitice asked if the Department contemplated
taking any action against those responsibic for this carclessness, the
DGS&D stated: “Charges are being framed against the concerned officers.”

1.119. The Commitiee are slarmed (o wote the wausesl -7 -—
shows by the Deputy Director, Supplies & P22 in putting through the
deal of the purchase of tyres by the Ministry of Defence from Meawrs,
Ramirishan Kuiwant Ral. The officer scemed t0 have made several
incorrect and misiending statemsents, The Commiltee take 8 very seriows
view of the lapses on the part of this oficer. They note from the report of
the Inter-Departmental Committee that this officer has retired and that be
was slready under disciplinary action for another charge, i.c., nom incle-
sion of a warranty clause in the rate contract emtered imto by the DGS&D.
The Committee desire the Department of Sepply to cxamine 2t to why
action could not be taken agaimst this officer when he was in service and
how the unusual enthurinsm shown by him in this deal cscaped the notice
of the senlor officers. The Commitice were given to understand durimg
evidence that charges were being framed against the officer concerned.
They are, however, not sure whether the Departmest of Supply will be
sbie to take adequate action against him as be has already retired from
service. They would like to be informed of the action tuken against this
officer. The Committee also regret to note that, (i) as against the rate con-
tract of Rs. 349/-per set which incloded a tyre, 2 tube and a flap, the
DGS&D made the payment of Ra. 360/- for a tyre alome. (ii) The sale
price fixed for Polish tyvres was Rs. 360 per tyre, while the cif. Indisn
port price for the same tyre was Rs. 228.24 per set. As agninst this, the
Hungarisn THR Type tvre per set (which was comparatively inferior)
was also fixed at Rs. 360 per tyre, when the c.if. price, on M/s. Ram-
krishan Kulwant Rai's own admission, was Rs. 210 per set. Thus, the
Government was forced to pay the same price for inferior quality, the
landed cost of which was also less by Rs. 18.24 per set.

The firm of M/s. Ramkrishan Kulwant Ral was thus overpaid to the
extent of about Rs. 2:90 lakhs.”

1.120. The Committee desire that suitable measures should be taken by
Government in consultation with the Ministry of Law, if necessary, to
recover this excess payment from the firm in question.

Rate Contract entered into by the DGS&D.

1.121. With regard to the entering into a rate contract by the DGS&D

with thesc firms, the Public Accounts Committee in their 64th Report

had obscrved us under:

“The Committee take a very serious view of this omission of the
office of the DGS&D that they did not ask even for the specifi-
cations of the tyres for which they were entering into rate con-
tract cither from the State Trading Corporation or from the
suppliers. That DGS&D went to the help of the State Trading
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Corporation, the plea given in evidence, was no justification for
not asking for the specifications of the tyres. It is a matter
of regret that the State Trading Corporation also did not com-
municate this material information to DGS&D. In the absence
of the information regarding specificaitons of these tyres and
thetr compenson with the specifications of indigenous tyres,
the Committee feel that the office of DGS&D entered into a
rate contract onr the basis of inadequate examination of the
case.

(Para 3 49)

1122 "With regard to the specifications of tyres, it has been con-
tended 17 the written note submitted by the State Trading Corporation
that the retevant papers received by DGS&D along with report of  the
Inspection Wing and other documents available with the firms  would
contain all relevant information with regard to the specifications, warranties,
test coriicates cte.. with regard to the tyres.  Therefore, before the
ratc contracts were entered into by the DGS&D with the importing firms,
full information was availuble with them with regard to the specifications
of the tyres The DGS&D on the other hand have contended in their
written note that the information  with the State  Trading Corporation
regardin ' snecifications was very material to them and should have been
passed on 1o the DGS&D.  Thev have also contended that copies  of
apreements concluded by the State Trading Corporation with the stockists
which provided for detatls of specifications, certificates from the manufac-
turers that the tyres conformed to specifications and performance guarantee
1o be given to the actual users were not supplied to the DGS&D at  any
stage. Ihe Committee were also informed in evidence that the DGS&D
did not -atisty themselves that they were purchasing something different
from the items included in the rate contract at the time of entering imo
the purchase of 7100 tyres for COD Kandivili. They seem to have
accepted this offer of the firm at its face value without any examinations.
The DGS&D did not themselves satisfy about the quality of these tyres.
It was also stated in evidence that so far as the rate contract was con-
cerned. DGS&D did not maintain liaison with the State Trading Corpora-
tion. In the opinion of the Committee these facts reveal that the proce-
dure followed in the office of the DGS&D who had issued the rate con-
tract for the supply of tyres was not only incorrect, but ‘even dangerous’
as admitted by the witness. The DGS&D cannot absolve themselves of
the responsibility to cnsure that the supplies made against the contract
entered into by them are of the correct specification and of the quality
proposed to be supplied. !

(Para 3.64)
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1.123. “The Committee also desire that lkarning from the ex+sCuciss
of this cese, the Ministry of Supply and Technical Development should
take suitable measures to remove defects in the procedurc followed im
such cases in the office of the DGS&D.”

{Para 3.65)
1.124. "The Computtee regret to note the carefree attitude taken by
the DGS&D in this matter.  In their opimion, the DGS&D should hawe
been more ulert and careful in finding out more details about the tyres,
especially when in the meeting of 30th July, 1962, which was attendod
by the DGS&ED, it was deaded not to purchase these tyres for forwasd
areas.”
(Para 4.28)
1125 “The Commuttec regret to note that there was fatlure on the
part of the DGS.&D.  also with regard 1o the supply of these tyres e,
10 the Defence indentors,  The Committee are not convinced with the
arguments advanced by the Secretary.  Deptt. of Supply and  Technicad
Development that perhaps the D.G.S.&D. felt that since it was 4 regoest
reccived from a sister orgamisation and since foreign exchange had beem
spent, it was the duty of the D.GS&D to help them.  In the opinios
of the Committee the decision tuhen at the mecting held i the room of
the Minister of State for Defence in July, 1962, should have been enough
warning to the D.G.S&D. that a careful und detailed cnquiry was nooded
with regard to the quality of tyres as the Defence Ministry felt that these
tyres were not good for use 1o the forward areas.  This, the D.G.S&D.
failed to do.  The Comnuttee feel that suitable enquiry should be made
to find out the full facts of the case and fix responsibility thereon.”
{Para 4.32)

1.126. The Inter-Departmental Committee  suggested  the  following
reply to the above recommendations of the Committee: -—

“There were frequent  discussions between the  oflicers  of  twe
D.GS&D.  und  the STC  before  the rate  com-
tract  was  entered  into by the DGS&D. It
s admitted that  the D.GSAD. did not  obtmem
any further information about the specifications and quality of
these tyres beyond what was mentioned in the Inspection Re-
port furnished by their Inspectors on 4th May, 1962. These
Inspection Reports were obviously rendered in answer to specilic
yueries and did not contain all the vital information which the
D.G.S&D. should have obtained before entering into a rae
contract.  As such, the observations of the PAC that the D.G.
S.&D. did not follow proper procedure in entering into rate
contract is correct. As a remedial measure, a circular letbex
dated 7th January. 1967 has been issued by the D.G.S.&D. t»
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all Purchase Officers and Sections at Headquarters and Regions
that they should acquaint themselves fully with the specifica-
tions of the stores to be purchased; the specifications should be
thoroughly examined and incorporated clearly in the contract.
While placing supply orders against rate contracts or runmng
contracts or orders against ad hoc indents, care should be taken
to satisfy that the stores on order fully conform to the required
specifications in all respects.”

1.127. The Inter-Departmental Committee also observed i para 3,43

of their Report as under: —

“During our examanation, we have alvo come across o copy ot a
tetter of February, 1963 on the file of the Inspection Wing
of the D.GS.&D. addressed by the Inspectorate at Caleutta ve-
garding the unsatsfactory stotage conditions of tyres in the
stocks of Messrs Ramhrishan Kubwant Rat. This letter stated
that a sample tyre was tested at the laboratory of the Nationa!
Ruober, Calcuti and 1n view of the test results of the National
Rubber., Caleutta, the tyres were not found satisfactory. We
find that no action was taken on this letter by the Purchase
Wing of the D.G.S.&D., where the letter had been diarised bt
not put on the file.  H this had not been suppressed, it s pos-
sible that the A T referred to in paragraph 3.6* (P.A.C. 64th
Report) would not have been placed and the rate contract
with this firm for these tyres mught also have been disconti-
nued.”

1128 Dunng evidence the Committee pointed out that Director Gene-
ral. Supplies & Disposals, recommended the rate contract and on  that
basts Army officers made purchases and as such, the Directorate General,
Supplies & Disposals. was directly responsible for misleading the defence
indentors.  The Directorate General, Supplies & Disposals stated: “The
Purchase Directorate of the Directorate General, Supplics & Disposals was
certainly responsible for the defects of the rate contract.”

1.129. It is strange to note that a copy of the letter of February, 1963,
on the file of the Inspection Wing of Director General, Supplies & Dis-
posals addressed by the Inspectorate at Calcutta regarding unsatisfactory
storage conditions of tyres in the stocks of M/s. Ramkrishan Kulwant Rai
was diarised in the office of the Director General, Supplies & Disposals but
mot put on the file. The Committee desire that this suppression of an im-
portant letter may be looked into with a view to fixing responsibility.

1.130. The Committee hope that the instructions issued by the Director
Geueral, Sapplies & Disposals on 7th Jamuary, 1967, will be strictly
ohserved and that cases of this type will not recur.

*Please see para 3.6 of the 64th Report of P.A.C. (Third Lok Slbha;
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Action taken against M/s. Ramkrishan Kulwani Rai for withholding jrom
Director General, Supplies & Disposals information abour the com-
plaints of manufacturing defects in the rvres.

[.131. The Public Accounts Committee in pagas 3.73 and 377 of
their 64th Report had observed as under:—

“The Committec regret to note that so far no action has  been
taken against the firm for withholding from Director Gene-
ral, Supplics & Disposals information about complaints of
manufacturing defects in the tyres. The Committee  feel
that the Director General, Supplies & Disposals as well as
the State Trading Corporation have been unduly gencrous
with the particular firm.” (para 3.73).

1.132 “The Committec fecl that the facts mentioned above indicate
that these firms had some influence with the persons dealing with  this
transaction of tyres in the office of the Director General, Supplies  and
Disposals and State Trading Corporation™ (Para 377

1.133 The Inter-Depurtmental Committee had sugpested the follow-
ing reply to the observations of the Public Accounts Commuiee: —

“The Ministry of Law had advised that ~o long as the Injunction
of the High Court, Calcutta, operated no turther action could
be taken against the firm-Messs Rumhkrnishan Kulwant
Rai.  The case has, however, been referred to the Special
Police Establishment on 19.11.66.  The report of the
Special Police Lstabhishment is awwrted. It s not possible
to state whether  there was any  collusion  between  the
oflicers of the Director General, Supplies & Disposals and
the firm ull the results of the disciplinary proceedings against
the officers concerned and  Special Police Establishment's
investigations are known.”

1.134. The Committee asked the representative of the Special Police
Establishment about the latest position of the case against M's. Ram-
krishan Kulwant Rai, which was referred to them on 19th November,
1966. The representative of the Special Police Establishment informed the
Committee that a preliminary enquiry was made in this case in 1963 and
a regular case was registered as late as 1S5th June, 1967. “After this case
was registered on 15th June, on 19th June, /.., last month, we seized the
records from Mjs. Ramkrishan Kulwant Rai and these records have been
cxamined Further enquiries are being held now.”

1.13&mmmdmuucmhm&ecm
would like to be informed of fhe action taken against this firm. As 2 resmit
ol the eaquiry by the Special Police and the results of the &=~ —y
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proceedings aguinst the officers comcerwed, the Committee would like to
know whether there was any collusion between the officers and this Grm.

The Committee would also like it to be ascertained whether there are
any grounds for taking any action against any of the other tirms involved
in the import and supply of these tyres.

Raising of the Monetary Limit for placing of orders against Rate Contract
from Rs. 2 lakhs to Rs. 10 lakhs by D.G.S.&D.

1.136. The Public Accounts Committec had asked for a written reply
on the raising of the monetary limit from Rs. 2 lakhs to Rs. 10 lakhs
against rate contract in March, 1963, in this case. It was stated in a
written reply “initially the rate contract provided for a monetary limit of
Rs. 2 lakhs upto which Direct Demanding Officers could place supply orders
directly. In March, 1963, M » Ramhkrishan Kulwant Rai made a request
for raising this monctary linmit up to Rs. 10 lakhs to facilitate defence
indentors to place Lirge orders.  To enable the defence indentors to utilise
their funds before the closing of the financial year i.e. 31st March, 1963,
the request of the firm was accepted and monetary limit raised to Rs. 10
lakhs by an amendmemt letter issued on 12th March, 1963."

1137, During evidence, the D.G.S.&D. informed the Committee, “We
ashed the previous incumbent how this happened.  He said quite often
indertors verbally asked D.GS. & D., to raise the limit.  He says that this
might have happenced in this particular case. The actual request on record
was from the firm.  But he understood that there was an urgent demand
from Defence and that he would be helping defence indentors if he raised
the imit.”  The Commuitee pointed out that there was no evidence on the
file that the Defence indentors asked for this. The D.G.S. & D., stated
“There is no evidence.”  Asked whether this revised limit was carried
beyond 31st March, 1963, the D.G.S. & D., stated. 1 think so.” Asked
as to why it was carried over when the whole purpose of raising the limit
was to utilise the funds before the close of the financial year, the witness
stated I don't think specific consideration was given to this matter.”

1.138. The Committee asked the Defence Secretary whether any such
request was made by the Defence Ministry to the D.G.S. & D., regarding
raising the limit from Rs. 2 lakhs to Rs. 10 lakhs because there were urgent
purchases to be made. The Secretary, Ministry of Defence stated “There
is nothing on record that we have asked for it.”

1.139. The Committee find that it was primarily at the iastance of the
frm M/s. Ramkrishan Kulwant Rai that the D.GS. & D., sharply raised
the ceiling for placing orders from Rs. 2 lakhs to Rs. 10 lakhg against
costract om 12th March, 1963. In the sbsence of any for
from the Ministry of Defence, the Commitice feel, that
monetary Lmit was caiculated to favour the fiem rather than defence
“indentors. ot aspect of the case the revised
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ceiling of Ra. 10 lskhs was allowed (0 remain operstion even afier 31
March, 1963,

{iv) MINISTRY OF DEFENCE

Non-communication o} orders of the Minister of State for Defence produc-
tion that imported tyees should not be used in forward areas.

1,140, The Commuttce in para 4 18 of their 64th Report had mentioned
thist a mecting was held in the room of the Minister of State for Defence
on 30th July, 1962, The Committec had been informed that at that
mecting 1 was deaded that it would not be advisable to procure tyres
and tubes from the stocks available with the State Trading Corporation in
so far av the requirements of forward areas are concerned.  In regard 10
tyres and tubes required for other areas, there would be no objection 10
their procurement by the entry on the Border Road Orgamisanon if the
prices were satifactorly settled by the D.G.S.&D., and the tyres and
tubes conformed 1o the prescribed specifications.”

1441, The Committce had observed tinat ‘they were unuble to appre-
cinte the distinction sought to be made for the requirement of the forward
arcas and of the other areas inoso far as these tyres are concerned. The
Committee cannot help feeling that this distinction was made. perhaps, to
aevept these tyres, the quahity of winch was doubtful.” (Para 4.20 of the

64th Report)

1.142. The Inter-departmental Committee in their Report have inter-
alrg observed: Uin the absence of a record of discussions of the meeting,
it is not possible to state at this stage with accuracy on what basis the
distinction was made between the tyres required for forward areas and
those for other arcas.  Apparantly. the intention was that, as these tyres
were imported for the first time and they were in storage for sometime, it
would not be advisable to use them in forward areas and thereby take a
possible risk.  Discussions with many of the officers, who were present
at the mecting. revealed that no indication was given at the meeting that
the tyres were not lower specifications and that complaints had been
reccived from the importers. No distinction is, however, being made, at
present, between the tyres require for forward areas and those for other
areas.”

1.143. The Ministry of Defence have sent the following reply in
pursuance of the rccommendations of the Public Accounts Committee:

“As already explained t0 the Public Accounts Committee vide
paragraphs 4.18 and 4.19 of Chapter IV of the report, it is not
possible at this stage to state on what basis the distinction
was made between the tyres required for forward arcas
and those for other arcas. Apparently the intention at
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that time was that no risk could be taken by using these tyres,
which were being bought for the first time, in forward areas.
At present no distinction is being made between tyres required
for forward areas and those for other areas.”

1.144. The Committee drew the attention of the Ministry of Defence
¢o the supplementary questions asked on Starred Questions No. S8 and
73 on 27th March, 1967 in the Lok Sabha where it was pointed out by an
dhcn. member that some instructions were issued by the Army Headquarters”
Ministry of Defence that the tyres purchased through the stockists of the
S.T.C.. should not be issued to the forward areas and that in spite of those
instructions, some of the imported tyres were issued to the forward areas.
The Committee desire w know in particulur:

*(iy whether any instructions were issued by the Ministry of Defence
to Army Headquarters or by Army Headquarters to C.O.D.
Kandivili (alad) etc. not to issue these tyres for use in the
forward areas ? If so. a copy of the instructions issued on the
subject mayv please be furmished.

{11} whether there was any infringement of the above orders? If
50, the number of cases where it took place, may kindly he
stated.

(1i1) the number of tyres which were issued to the forward arcas out
of the tyres purchased through the stockists of S.T.C.

vy whether any tyres issued to the forward areas out of this stock
were withdrawn subscquently 2 If so, when were they with-
drawn and what was their exact number 27

1.145. The Mmistry of Defence have furnished the following reply:

“(1) A decision was taken on 30th July, 1962 that it would not be
advisable to procure the imported tyres to mect the reguire-
ments of forward argas. Army Hcadquarter's representatives
were present at the meeting where this decision was taken, It
was also communicated subsequently in writing to MGO on
the 22nd July 1963 Appendix VI that in so far as the Defence
Services were concerned, it had been decided that it would not
be correct to use these tyres in forward arcas as their quality
was not up to the mark. Army Headquarters however, did
not communicate this decision to the lower authoritics.

(i) The circumstances under which the decision of the Defence
Ministry not to issue imported tyres to forward areas was not
communicated by the Army Headquarters to the lower torma-
tions have been investigated and necessary action has been taken
in the matter. The position is explained in the statement pre-
pared in implementation of an assurance, a copy of which is
attached Appendix VII.



(iti) Approximately 4,000 imported tyres were issued to forward
arcas.

(iv) Yes. 2370 imported tyres were removed upto 31st December.
1966 from vchicles on account of their being EIR ‘BER and
120 imporicd tyres were removed or fitment on 42 three
Ton vehicles instcad of on 44 vchicles where they were
originally fitted. Scparatc statistics are not available now as to
how many were removed {rom forward areas and how many
from other areas.”

1.146. Referning to the above reply, the Committce destred to hnow
whether Army Headquarters had taken any specific decision not 1o imple-
ment the directive of the Mimister of State for Defence Production. The
Ministry of Defence have state in a written note that “there s nohing on
recotd to indicate that any specttic decision was taken by the Armv Head-
quarters not o implement the decision that the imported tyres should not be
used in the forward areas. The circumstances in which the decision was
not communicated by the Army Headquarters to the lower formations have
already been explained 1in the statement prepared in the implementation of
the assurance given to Parhament vide Appendix VILY

1.147. The Commitiec feel that, as pointed out by the carlier in para
4.20 of their Report, it is dificult to appreciste the distinction sought (o be
made for the requirements of the forward areas and other areas im so far
as the use of imported tyres was concerned. They hope that Government
will keep this aspect of the question in view while considering the purchase
of goods for Defeace purposes in future. The Committee note that approxi-
mately 4,000 imported tyres purchased by the Ministry of Defence were
fssued to the forward areas. They further mote that, though the decision
about making a distinction in the use of imported tyres betweea the forward
areas and other arcas was taken o 30th July, 1962, it was mot commani-
cated until the 22nd July, 1962, to the GO's Branch. They are mot able
to appreciate the delay on the part of the Mimistry of Defence in communi-
cating these ovrders of the Minister of State for Defemce Production. As
regards the non-implementation of the orders by the Army Headquarters,
the Committee note that, according to Govermment, there was “nothing to
justify the questioning the bosafides of the mistake in not commenicating
the decision of the Ministry. Army Headquarters have, therefore, been
requested that in future imstructions isswed by this Ministry should be
followed by corresponding imstructions fo lower formations and in case
there are any dificalties in implementing those decisions they should be
brought to the motice of the Ministry immedintely.”
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Delay in the communication ot the orders of the Defence Minister dated
19¢h April, 1963,

1.148. The Committee. in paras $.45, 4.46 and 5.1(12) had commented
on the delay in the communication of the specific orders of the Minister
of Defence dated 19th April, 1963, to the effect that: “As the tyres are
not of the quality and are not likely to be used in the forward arcas, they
should not bhe purchased at all for defence purposcs.™.

1149 The Committee had not accepted the argument put forward by
Government during evidence that “as the file was taken away by the SPE
from 29th April to 25th June. 19637 formal orders communicating the
directive of the Minister of Defence could not be issued until 19th Jubly,
1963.

L 1S0. The Ministry of Defence have intimated that the following action
hav been taken on the aforementioned recommendations of the Public Ac-
counts Comnuttee

“A further examination of the delay which has occurred in com-
municating the Defence Mimster’s orders of 19th April, 1963
has been made. One Under Secretary and one Scction Officer
have been held responsible for an avoidable delay.  Disciplinary
action is being taken against them.  As a remedial measure,
mstructions have been issued on 19th September. 1966 that,
when a deciston is taken by Government necessitating the issue
of orders. the orders should issue promptly. If  the file is
required for any other purposces, the issue of orders should not
be delayed but the orders should issue forthwith and file
relcased  thereafter. A copy of the instructions is attached
Appendix VI,

1.151. In view of the action takem by Government the Committec do
wot desire (o pursue the matter further. They camnot, however, too
strongly emphasise that administragive procedures and machinery <hould
be fully geared to couvey, without delay, specific orders of the Ministers
to all concerned for faithful implementation,

Investigation into the conduct of C.0O.D. Kandivili (Malad)

1.152 The Public Accounts Committee in paras 4.9 to 4.12 of their
64th Rcport had dealt with the case of the purchase by the C.O.D.
Kandivili (Malad) of 7,100 THR tyres, against the requirements of crov.-
country tyres from Mis. Ramkrishan Kulwant Rai through the D.G.S.&D.
The representative of the Ministry of Defence had informed the Com-
mittee that “on 2nd September, 1966, while the file relating to this case
was being looked into, it was noticed by the Defence Secretary that there
was something which required investigation. The Defence Sccrctary im-
wmediately sent a note to Master General of Ordnance asking him to con-
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duct an investigation as to how C.0.D., Kandivili (Malad), accepted tyres
of diflcrent patiern from those which had been indented for.” The Com-
mitice had desired that they “would like to know in due course the resuit
of investigation proposed to be made in the case regarding acceptance of
the tyres of specifications other than these indented for by C.0.D. Kandi-
vili.” (Para 4.12 of 64th Report)

1.153. The Commitice also noted in para 4.45 of thar 64th Report
that . . on 1Sth April, the Defence Secretary informed the Arnvy
Authorities that no tyres should be purchased from these two firms iz
M/s. Ramkrishan Kulwant Rai and M 's. GISSCO. On 15th April. 1963,
the Army Headquarters had also sent a signal 10 C.O.D. Kandivili. prohi-
biting placing ot further orders with these two firms vi:. Ms. Ramkrishan
Kulwant Rai and M s, GISSCO. CO.D., Kandivil: failed to  take im-
mediate action to cancel the indent dated Yth February, 1963, against
which the order was placed by D.G.S.&D. as late as 12th June. 1963 The
Comntittee feel that this failure on the pant of the C.OD. Kandiviki re-
quired looking into.”

1.154. The Inter-Departmental Comnuttee in thenr Report stated:

“The conduct of the Officer Communding, Central Ordnance Depot,
Kandivili, in the deal relating to the acceptance of  THR
pattern tyres an licu of cross country paltern tyres as Ofigl-
pally demanded by him has been examined in detaill. The ex-
plunation offered by him subsequenthy for accepting  these
tyres was not considered satisfactory. Even though he  had
written to the DGS&D on 12-4-03 accepling these tvres with-
vut consulting the appropriate higher authorities vet. at least,
on receipt of Army Headquarters signal dated 15-4-63  he
should have cancelled his detter to the DGS&ED und also re-
ported to Army Headguarters. Further, he got the tyres ex-
amined by his own technical supervisors instead of TDE
Inspectors before piving his acceptance to the DGS&D om
12-4-63. He was, thercfore, held responsible and his pen-
sion has been reduced by one third as a penalty. His nor-
mal pension is Rs. S35 per mensem and the reduced pension
18 Rs. 357 - pm.” (The Commuted value of one third of the
pension is Rs. 30,096).

1.155 The Ministry of Defence have intimated that the following action
has been taken by Government in pursuance of the recommendations of
the Public Accounts Committee:

“The conduct of the Officer Commanding. Central Ordnance Depot,
Kandivili, in the deal relating to the acceptance «f THR pat-
tern tyres as originally demanded by him has becn cxamined
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ift detail. The defanhs committed by him have been mentioned
at pars 4.3 on pages 56 to 58 of the Rceport of ic Inter
Departmental  Committee (Appendix [). The  explana-
tion offered by him for accepling these tyres was not
considered satisfactory. Apart from the said defaults. he got
the tyres examined by his own technical supervisors instead
of TDE Inspectors before giving his acceptance to -he DGSXD
on 12-4-63. He was, therefore, held responsible and nis pen-
sion has been reduced by one third ag a penalty.  His nornwil
pension is Rs. $35/- per mensem and the reduced pension is
Rs. 357/- per mensem.”

Premature retirement of C.0.D. Kandivili

1.156. The Committee desired to have a note from the Ministry of
Defence indicating inter-alia (a) when the Officer Commanding, Central
Ordnance Depot, Kandivili (Malad) had first apphied for premature retire-
ment and the ground thereof; and (b) the reasons for acceding to his
request and the date of issue of orders. The Ministry of Defence have
stated in a written note that “Major. ... .. 0.C., Central Ordnarce Depot,
Malad, originally applied for premature retirement on  21st November,
1963. But, although recommended by Army Headquarters, the Defence
Minister considered that the reasons given were not adequiie to justify
permission to retirc prematurcly. At that time, the rcasons given by
Major.. .. . .were:—

(a) He had been given a low medical category due to his injuries
sustained in a scooter accident and, therefore, had no chance
of getting promotion and he was not likely to get a disability

pension as his disability was not considered attributable to
service;

(b) His daughter was suffering from a heart disca.e and nceded
prolonged rest and care;

(¢) He had at that time a better chance of rehabilitaton in civil
life.

1.157. He renewed his request for premature retirement on 23rd
January, 1965, on the ground that his posting out of Bombay wculd force
him to maintain two establishments and prevent him from looking after his
ailing daughter and seeking rehabilitation in civil employment and that,
due to his low medical category, he was likely to be superseded. At that
time, there was an embargo on retirement and the Defence  Minister
directed that the case may be reopened after the embargo was lifted. The
case was revived in March, 1966, after the embargo had becn lifted b,
n view of certain enquiries that were pending against him involving three
transactions of local purchase, his application for retirement was not prow
1632 (Aii) LS—4.
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oceded with. The casc was again revived in October, 1966, after the
vigilance case against him had been closed in  consulta-
tion with the Central Vigilance Commission. The casc was
examined in the Ministry with reference to the vigilance case and finally
his premature retirement was agreed to on 1st December, 1966, and orders
were issucd on 16th December, 1966, by Army Headquarters. Unforto-
nately, the lapse on the pant of this officer in the purchase of tyres was
not noticed at that time, ag the casc was processed only between the
Military Secretary’s Branch of Army Headquarters and Ministry of Defence
and the Director of Ordnance Services and the Adjutan: General’'s Branch
who were dealing with this case were not consulted. In order to rectify
this defect, instructions have now been issued that in all cases of premature
retircment, before putting up the case to the Chief of the Army Staff and
the Ministry, the Military Secretary should obtain certificates both from
AG's Branch in regard to the vigilance aspect and the Branch/Directorate
in which the officer is serving during the last three years to ensure that
the officer has not come to any adverse notice and no matter is pending
ugainst him which may give rise to disciplinary proceedings. If a decision,
in any case, is delayed beyond three months, MS Branch should obtain
fresh certificates before submitting the case to this Ministry™.

1.158. The Commitice are not convinced by the explanation advanced
the Ministry of Defence for not taking prompt motice of the specific
recommendations made by the Public Accounts Committee In their 64th
sbout the lapses on the part of the Officer Commanding COD
(Malad), in regard to the purchase of impogted tyres. The
are unable to appreciate how the irregulsrity commitied by this
Officer in accepting $.904 THR tyres in lieu of cross country tyres, I
contravention of the instructions of Army Headquarters, was overlooked
while processing his application for premature retiremest, in spite of the
imstructions dated 2ad September, 1966, of the Defence Secretary thet
Wmvestigations should be made into the case and the observations made by
the Public Accounts Committee on the conduct of this Officer in their 64th
Report, presented to the House on 30th November, 1966. The Committee
would like the responsibility for allowing this officer to retire prematurely
om 16th December, 1966, to be fixed and deterrent action takem against
those who are found responsible for this lapee.

g

[

Purchase of Tyres Against Rate Coatract

1.159. The Committee understood from a representation made to them .
that the Commanding Officer, COD Malad hrd induiged in various irregu-
larities in connection with the purchase of tyres against rote contract. The
Ministry of Defence have fumished the following information about the

o
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imported tyres purchased by COD Kandivili against the rate contract in

1962 and 1963 :—

Year Name of the irm AT or 5.0 No Designation Q. Date of
receipt in
the Depot

1962 Nil. Nl Nil. Nl Nk

19617 Ram Krvhan SO No. KDD SAD/Tyre I'ncu 10 00 11-3-61

" Kulwant Rai. MT-14/31/63 RC PR with ont "Lulx
dated 6 Feb. 63. and one Flap.
Do, Do. SO Nuo. KDDLV~ Tyres 829.20 143% 15-4-03
6/MT-14/SADN4 ST 12 Ply LP
63/RC dated 15 TBwithone Tube
ar. 61 and Flap. 1426 20-5-H3
D, My GISSCO SO No. KDDLV6E; Tyres 825 . 20 N1 156 17-4-63
MT-14/SAD 1s/ 12 Ply 1P TB 160 11-7-63
63;RC dated 1®  with onc Tube 40 21-R-61
Mar. 6. and Flap.
436
De. Ram Krnishan AT No. SV3,81080- Tyres 825 20 3600 4-7-63
Kulwan: Ra: PiV 344 dated 12 Ply ‘THR/ 1000 10-7-63
12-6-63. UNIV TGP 1148 13-7-63
103 23-7-63
$3 19-8-63
5904

1.160. The Committee asked the Ministry of Defence whether Gov-
ermment had made “any exhaustive cnquiry into the manner of placing of
orders or inspection or payment made by COD Malad against the rate con-
tract to M/s. Ram Krishan Kulwant Rai and M/s. GISSCO in 1963?
M so, what irregularities have been noticed thercin and what action has
been taken against the party at fault 7

1.161. The Ministry of Defence have furnished the requisite infor-
mation in a written note dated 27th July, 1967, which is reproduced in
Appendix IX.

The Ministry of Defence have stated inter alia therein that the two
sopply orders of 15th March, 1963, and 18th March, 1963, werc placed
by COD Kandivili in pursuance of the approval of the Chicf Superin-
tendent Development TDE(V) Ahemadnagar on 5th  March, 1963
(Appendix X) in response to Officer Commanding, COD Kandivili's letter
dated 30th January, 1963. Theg Ministry’s note further states \—

“The question whether TDE (V) Ahmednagar erred in giving the

4 'clearance and issuing the letter (Appendix +X) is a . matter

. which is being enquired into. As a result of the clearance by
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the TDE(V), the supply order for 2850 tyres was plsced on
M/s. Ram Krishan Kulwant Rai on 15th March, 1963 and for
850 tyres on Ms. GISSCO on 18th March, 1963.”

“A further query has been whether any irregularity has been
noticed on the part of the COD Malad in making payment
for the tyres purchascd against the rate contract. In this
connection, it may be clarificd that payment for tyres pur
chascd against rate contract is made by the Pay & Accounts
Officer, Ministry of Works, Housing and Supply. and not by
COD Kandivihi.”

“It is understood that the SPE has registered a case against Shri
Ram Krishan Kulwant Rai under Section 420 IPC. I any
further irregularitics committed in the transactions are brought
to notice in the course of investigation in  the light of the
result of S.P.E. cnquiry the position would be  further
reviewed.”

1.162. 1t would be recalled that the Public Accounts Committee had
mentioned in para 4.39 of their 64th Report that Army Headguarters had
sent a signal on the 15th April, 1963 (0 COD Kandivili to the effect that:

“No further supply orders will be placed on M,s. Ram Krishan
Kulwant Rai and General Industrial Stores Supplying Company
without prior approval of this Headquarters.”

1.163. The Committec note that as many as 1425 imported tyres
(excluding 5904 THR tyres which have been commented upon in para 1.159
were received by COD Kandivili (Matad) on 15th April, 1963, and that
be further accepted 1881 tyres after that date against the rate contract
without obtaining the specific approval of the Army Headquarters. The
Committee are not able to appreciate as to why Government bave not
chosen to take action against the concerned officer for non-compliance with
their instructions.

1.164. The Committee nced hardly stress that Govermment should
take stern action against afl those who are found respomsible for amy
mphrlﬂahmecdonwlﬁ&epnrthﬁeolmw&em

1.165. The Committee alse hope that Goverament will take appro-
printe action if sy futther irvegularities on fhe part of officers are brought
to notice a5 a resalt of investigations inlo these tramsactions by the SP.E.
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Inspection o} Tyres by Defence Inspeciors

1.166. The Public Accounts Committee in para 3.95 of their 64th
Report had observed inver-alia:—

“The Committec regret to note that after the receipt of the report
on 2nd April, 1966, from the Director of Inspection, Vehicles,
Ahmedmagar, mentioning therein that an examination of defec:
tive tyres revealed that they were considerably lighter and
weaker in design and recommended to be classified as PR-10
standard type instead of PR-12 track grip pattern, no action
was taken against the Inspecting Officors of the Army and
Inspecting Ofticer of the DGS&D for accepting tyres of
inferior quality. The Committee are alarmed at the way the
Defence needs were procured in this casc.  Against the definite
indent for CC type tyres, some indifferent quality was pur-
chased, supplied. inspected and paid for. .. ."

1.167. The Ministry of Defence have indicated that the following
action has been taken in pursuance of the above recommendation :

“Defence Inspectors carried out visual inspection preseribed under
the cxisting procedure and with reference to the details con-
tained in the Supply Order/AT. and the details stencilled/
embossed on the tyres when supply materialised against the
orders placed by the Defence indentors. They however, did
not raise a query with the DGS&D or the Officer Command.
ing, Central Ordnance Depot, Malad, for reconciliation of the
correct pattern required under the A/ T placed on 12th June,
1963, for 7,100 THR tyres because the tread pattern indicated
in th AT was THR pattern. However, the catalogue number
indicated in the A'T related to the Cross Country pattern and
there is no scparate catalogue number for the THR pattern.
Further, their suspicion should have been aroused by the fact
that the ply rating, was not embossed, as is the case with Indian
tyres, but only stencilled. These aspects are being investigated
furthdr with a view to fixing responsibility on the officers con-
cerned. There does not, however, appear to bc any reason
to suspect collusion between the Defence Inspectors on the
one hand and the purchasers ‘suppliers on the other.™

1.168. During evidence, the Committee referred to the lapses on the
part of the inspectors of the Defence Department and asked whether anv
action has been taken in regard to the lapses. The Secretary, Ministry of
Defence stated :

“We are appointing a court of enquiry to go into the question.
They (Inter Departmental Committee) have suggested that
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these inspectors should have done something more than what
the procedure required. This would be one of the points for
the cournt of enquiry to go into.”

1.169. The C:—— 35 would like to be informed of the resmity of this
enquiry and the action taken apalast the oficers at famit.

" Action on Other Recommendation by Government

1.170. The Committec have commented on the action taken notes
received from the Government on some of the important paras mentioned
in their 64th Report. The Commitice have no doubt that Government will
take adequate action in respect of other recommendations which have
already been accepted by them and which have, therefore, not been com-
mented upon specifically in this report.



CHAPTER 11
CONCLUSIONS

2.1. In their 64th Report, the Public Accounts Committee had made
S5 reco——:~ ~“:=-/observations. The Ministries of Commerce, Works,
Hm&imh(Msw:)Mdehvemmd“d&e

Import of Tyres

2.2. In this re-examinstion of the case about the purchase of defective
tyres, the Committee would like to highlight certain aspects of the case.
In respect of the recommendations at S. Nos. 1, 2, 3, 4, §, 11, 52(1), 52(4)
sad 52(S) regarding the assessment of requirements, the Ministry of Com-
merce have accepted the suggestion of the Inter-Departmental Committee
that “Linking of the alleged over-estimation of the import requirements
with the difficulties experienced subsequently in the disposal of tyres im-
ported in 1961 is not, therefore, justifiable.” The Committee regret they
cannot accept the reply of the Ministry of Commerce and hold that, it
the requirements had been correctly assessed, the gap between the demand
and the supply would have been found to be far narrower. In fact, it may
well have been found that there was no justification for the Ministry of
Commerce to direct the S.T.C. to import giant tyres to the tune of 1,20,000
im 1961. The Committee, therefore, reiterste the observations made by
them ecarlier im paras 1.28 to 1.31 and 5.1 of their 64th Report that the
decision o import the tyres in such large numbers from ‘rupee paymeat’
countries was not taken after a thorough examinsation of all aspects of the
problem.

2.3. It is mot clear to the Committee why the State Trading Corpo-
ration, as sn antonomous organisation, were not asked to import tyres based
oa their judgment of the country’s requirements.

2.4. The Committee are umable to appreciate how the STC though
aware that the specifications of the tyres from East FEuropean cous-
tries were 12 1o 1S per cent. short of Indian specifications, considered them.
sclves justified in piacing orders for their purchase from these countries in
sach large sumbers and why they should not have asked for a review, in the
ﬁﬂdﬂuemmnhp,dcwm‘sﬁuforﬂnimpondm
WMMMmMmmdmmm
in the national interest from other parts of the World conld alse be

————R B
LR
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2.6. The Committee cannot 100 strongly emphasise the noed for enswr-
ing that imports arranged through the STC from “rupee payment™ countrics
or elsewhere are reslly meceary amd that they sre competitive both im
regard to price and quality.

Quality of Imported Tyres

2.7. The Committee find that the S.T.C. also failed to communicafe
to the prospective buyers that the imported tyres were 1297 to 159, bejow
the indigenous specificstions, :

2.8. The Commitice deprecate im particular the attitude of the STC
in aot communicating vital information regarding specifications, quality and
posformance of the imported tyres to the DGS&D, specially when it was
known these tyres were being procured for the use of the Defence Forces.

29. The STC on its Part also failed to have the quality and speci-
fications checked with reference to the contracts even after the receipt of
complaints from the importers themscives. The Ministry of Commerce
bave asked the STC to fix the reponsibility for failure to inform the pros-
pective buyers about the specifications, pressure etc. of imported tyres jn
dificrent sizes and plies. The Committee desire that suitable action should
also be taken against the officers in the STC who failed to check the quality
and specification with reference to the comtracts even after receipt of

2,10. The Committee are distressed to note that a Deputy Director
in the office of the D.G.S. & D. made s number of incorrect and mislead-
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Rs. 18.24 per set to M s. Rumkrishan Kulwant Rai. This resulted in 2
total cxcess payment of about Rs. 2.90 lakhs to the irm. The Committee

take a seriows view of this lapse and desire that respomsibility should be
fixed.

Mirnéstry of Defence

2.11. Apart from the delay in commonicating the orders dated 19th
April, 1963, of the Defence Minister, there was a failure in the Ministry
ol Defence to communicate promptly the decision taken at the meeting
held in the room of the Minister of State for Defence on 30th July, 1962,
that it would not be advisable to procure tyres and tubes from the stocks
available with the S.T.C. in so far as the requirements of the forward areas
were concerned. This decision was communicated to the MGO's Branch on
22nd July, 1963, i.c.. after nearly a year. This delay of about a year needs
looking into as it might also have beea a contributory factor to the issue
of some of these tyres to the forward areas.

2.12 The Committee have also not been able to appreciate how the
irregularity committed by the C.0.D., Kandivili (Malad) in accepting 5,904
THR tyres in licu of cross country tyres in contravention of the instructions
of Army Headquarters was over-looked while processing his application
for pre-mature retirement and he was allowed to retire on 16th December,
1966 and that contrary to the instructions of the Defence Secretary that
an investigation should be undertaken into the case and the observations
made by the P.A.C. on the conduct of this officer in their 64th Report
(presented to the House on the 30th November, 1966).

The Firms

2.13. As regards the firms, the Committee understand that the Central
Bureau of Investigation is looking into the case against M/s Ramkrishan
Kulwant Rai. After the injunction of the High Court is vacated, the Com-
mittee would also like to be informed of the action taken against the firm.
‘The Committee would also like it to be ascertrined whether there are any
grounds for taking amy action against any of the other firms imvolved in
the import and supply of these tyres.

2.14. The Committee reiterate their observation contaimed in para 5.4
of thelr 64th Report that “Government should fake immediate steps to
assess the losses mffered by the various users, viz., Defence, Transport
Undertakings, etc., due to the purchase of these defective tyre and to secure
adequate co——:>=""lion from firms/STC.”.

New DELHI; . M. R. MASANI,
The Sth August, 1967. Chairman,
Sravana 14, 1889 (Saka). Public Accounts Committee.




APPENDIX 1
(Refence Para. 1.7 of the Report)

Report of the Inter-Departmental Cz—— -~ om Purchase of Imported
Tyres

CHAPTER |

INTRODUCTION

1.1. Under the Ministry of Defence Officc Memorandum No. 14(1)/
67/D(O-1) dated the 18th April, 1967 (Anncxure 1), an Iater-Departmental
Committee consisting of Shri G. L. Sheth, Additional Secretary, Ministry
of Defence (as Chairman) and Sarvashri J. S. Lall, Director-General, Sup-
plies and Disposals and G. C. L. Joneja, Commissioner, Civil Supplics,
Ministry of Commerce, as members, was constituted to consider the various
recommendations and observations of the Public Accounts Committee in
their 64th Report (3rd Lok Sabha) relating to the purchase of tyres, Shri
K. Rajagopalan, Dcputy Secretary, Ministry of Defence, was appointed as
Secretary to the Committee. The Committee's terms of refercnce were as
follows:—

(a) To fix responsibilities for the various lapses revealed in this case
on the part of the officers in all the three Ministries and sug-
gest remedial measures;

(b) To take steps to assess the losses suffered by the various
offices—Defence, Transport Undertakings etc., due to ¢he
purchase ofthese defective tyres and secure adequate compen-
sation from the firms; and

(¢) To suggest a reply to the various recommendations/observa-
tions of the Public Accounts Committee detailed in Appendix
XIV to the Report.

1.2. We discussed the various aspects of this case with the following
officers: —

1. Lt. Gen. A. C. Iyappa, Master General of Ordnance.
2. Shri S. K. Mukherjee, Secretary, Border Roads Development
Board.

3. Shri K. C. Jain, Deputy Secretary, Ministry of Defence.
53
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4. Brig. M. S. Sandhu, BAOC HQ Western Command [formesly
DDOS(MT). Army !i-adquarters].
S. Dr. A. S. Sharma, General Manager, Metals and Minerals Cor-
poration [formerly Divisional Manager (Engg.) STC].

6. Shri G. K. Ahuja. Deputy Director General (Inspectian), D.G.S.
& D., New Delhi.

7. Shri M. M. Bosc, Director of Inspection, D.G.S. & D., Calcutta.

8. Shri K. Ramachandaran, Director, Rescarch and Development
(Vchicles), Department of Defence Production.

9, Dr. A. Scetharamaiah, Scnior Industrial Adviser (Chemicals),
D.G.T.D., Ministry of Industrial Development.

10. Col. K. C. John, Deputy Director of Inspection (Vehicles), De-
partment of Defence Production.

11. Lt. Col. M. S. V. Rao (who was incharge of CIV Wing, Bombay
during June/July, 1963).

12. Shri A. B. Paul, Senior Scientific Officer (who was Officer-in-
Charge, CIV Bombay during major portion of inspection).

13. Shri P. ). Thomas, Technical Supervisor, Grade . CIV,
Bombay.

We called on the Minister for Railways, Shri C. M. Poonacha (formerly
Chairman, STC) and the Minister for Petroleum and Chemicals, Shri K.
Raghuramaiah (formerly Minister for Defence Production) to seek clarifi-
cations on certain aspects of the case. We have examined the papers sub-
mitsed to the Public Accounts Committee and the relevant files of the Min-
istries concerned on the subject.

We held 24 sittings and finalised our report on 3rd July, 1967.

1.3. Our findings and conclusions are contained in the subsequent
‘Chapters.

1.4. We would like to place on record our appreciation of the compe-
tent manner in which Shri K. Rajagopalan, assisted us as Secretary of the
‘Committee.

Shri Rajagopalan had to go through voluminous records 1o provide the
-desired background material, tabulate replies and the points made in oral
discussions. He had to put in very hard work to enable us to finish the
report by 3rd July, 1967. All this he had to do in addition to his normal

duties as Deputy Secretary.



CHAPTER 11
MINISTRY OF COMMERCE/STATE TRADING CORPORATION
2.1. Genersl

The Ministry of Commerce are concerned with the decision to im-
port tyres and assessment of requirements and the State Trading Corpora-
tion with the arrangement for import and distribution and also assisting tho
firms in liquidating the stocks imported.  In these transactions, the Public
Accounts Committece have made the following recommendations /observa-
tions: (Serial Numbers of the recommendations 'conclusions as  given in
Appendix XIV of their Report are also indicated in brackets):

(i) Assessment of requirements was wide off the mark and was not
based on full examination of different aspects of the problem.
There has been delay also in importing these tyres. [Sl. Nos.
1, 2,3, 4,5, 11, 52(D, 52(4), 5251

(i) A thorough investigation should be made into the gucstion of
appointing Indian firms as agents of foreign suppliers. (SI. Nos.
6, 7, 8 9, 10 and 12).

(iti) The financial relationship between the State Trading Corporation
and the Distributors was not clear. The State Trading Cor-
poration should get an authoritative legal opinion in consulta-
tion with the Ministry of Law. [SI. Nos. 13, 14, 15 and 52(3)].

(iv) Failure on the part of the Statc Trading Corporation to verify
quality of tyres. [SI Nos. 16, 17 and 52(2)].

(v) Non-submission of monthly Sales Returns by the Indian firms
and payment of double commission to M/s. Ram Krishan Kul-
. want Rai. (SI. Nos. 21, 22 and 23).

(vi) Non-checking of quality and weight of tyres with the Bill of
Lading. (S1. No. 28).

(vil) Assistance rendered by State Trading Corporation to the import-
ing firms to liquidate stocks. [Sl. Nos. 3, 38, 40, 48, 52(6)
and 52(7)].

(vii) Nom-disclosure of vital information to the D.G.S. & D., Defence
Ministry and the public. [SI. Nos. 18 to 20, 25, 29, 35, 39,
49 and 52(6)]. '
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We have cxamined these recommendauons/observations and our com- .
clusions are contained in subsequent paragraph.

2.2. Amcwsment of requiremsents of imported tyres

2.2.1. We have considercd carefully the observations of the Public
Accounts Committce made in paras 1.28 and 1.29 of the their Report re-
garding assessment of requirements and the quantum of imports to be made
to control cffcctively the black market in tyres which was then rampant. We
have examincd all the material available and also discussed with Dr. Sectha-
ramaish who was then Development Officer in the Development Wing of
the Ministry of Commcrce and Industry. We have also considered very
carefully the various observations made by the Development Wing since
April, 1959.

2.2.2. Early in 1959, the Development Wing were opposed 1o any im-
ports of tyres at all on the ground inter alia, that the expanded capacity of
various established factorics and licenses issued to new upits would result
in increased production and cover the shortage of tyres in the country. How-
cver, the situation changed considerably towards the end of 1959/carly
1960 when some of these cxpectations of increased production did not mate-
rialisc. In fuct some of the tyres factories which were expected to go into
production in 1960 and some of the expansions which were approved and
which were also likely to bear fruit by about this time only started to mate-
rialise in the latter part of 1961,

2.2.3. In January 1960, the D.G.T.D. estimated that there would be a
shortage of giant tyres to the extent of 60,000 numbers during 1960 and
the Development Officer recorded a note in April, 1960 recommending that
the State Trading Corporation would be well advised 10 import a further
25,000 tyres. This recommendation was made after taking into account
that the State Trading Corporation had by that time already made arrange-
ments to import 38,765 tyres. The position was further reviewed in Decem-
ber, 1960 when, on the basis of the expected production of indigenous
tyres, a shortage of 1,23,000 numbers was cmmated for 1961. Against
this shortage, the State Trading Corponuon could place orders only for
91,300 numbers, out of which orders for 18,000 numbers were subsequent-
ly cancelled. It is pertinent to point out that no difficulty whatsoever was
experienced in the disposal of the 38,765 tyres ordered upto April, 1960
and the forther 21,096 which were ordered after April, 1960 and upte
August, 1960 on the basis of the recommendation of the Development Ofi-
cer against the requiremients of 1960. Difficulties that were experiented in
the disposal of the 73,680 numbers ordefed subscquently against the re-:
qQuirement of 1961 are explained in paragraph 6.2.
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2.2.4. On the quantity to be imported, we feel that the estimate of the
gap which ultimately determined the quantity to be imported was substan-
tially correct. We submit that the observations of the Public Accounts
Committee in the last portion of paragraph 1.29 arc not borne out by the
facts as revealed in our examination. The Ministry of Commerce and la-
dustry was in fact in close touch with the production programmes of the
indigenous tyre manufacturers and was receiving half yearly returns of their
production figures. In fact, against an estimated production of 10,84.000
giant tyres in 1961, the actual production amounted to only 9,89,470. Com-
pared to the estimated requirements of 12,07,000 tyres for 1961, the esti-
mated deficiency of 1,23,000 tyres erred on the safe side.  We would fur-
ther submit that the linking of the alleged over-cstmation of the import re-
quirements with the difficulties experienced subsequently in the disposal of
tyres imported in 1961 does not appear to be justified.

2.2.5. As regards the observations of the Public Accounts Committee
i the concluding sentence of para S.1.(1) of their report, Dr. Sectharamaiah,
who was the officer who recorded the note dated 21st July, 1959 as stated
before us that he had never made any such suggestions nor would it have
been a practicable proposition to adopt.  We also agree with him that the
whole purpose for which this import was decided upon would have been
frustrated because of the fong time that would have been taken in evaluat-
ing the tyres in this manner.

2.2.6. In para 5.1(5), of their Report, the Public Accounts Committes
have observed that, despite receipt of complaints about quality by the State
Trading Corporation since April, 1960, fresh orders for large quantities
were placed between January/March, 1961. We have examined this mat-
ter and find that orders placed in January/March, 1961 related to import
of tyres from Poland and Hungary only. Hungarian tyres were imported
for the first time only in May, 1961 and the question of any complaint in
regard to those tyres did not arise. In regard to Polish tyres, no complaint
had been received prior to March, 1961.

2.2.7. With regard to the observations made by the Public Accounts
Committee in para 2.2. of their Report, we would like to point out that,
after the State Trading Corporation placed orders on 12th September, 1959
for 4,740 tyres, they continued to receive further demands as a result of a

- Press Note issued by them and further orders were placed by them on the
basis of the demands which they received from time to time, until a general
veview was made in April, 1960 and December, 1960 by the Development
Wing to which we have already referred to in para 2.2.3.

~ 2.2.8, We have examined the Public Accounts Committee’s observations

in para 2.3. of their Report with reference to available recounds and find
that -they could only apply to ono size, namely, 750X20. In regard to
* other sizes namely, 1000X20 and-MO00X20, orders were placed ouly on



<8

In regard to site 750X20, however, the State Trading Corporation
changed its own decision and, in our opinion rightly. as they found by ex-
perience that the argest demand was for sizes 750X20 and B25X20.
Therefore, when an assessment of shorfage was made it was decided that
i« should be made up by impon of only two sizes, namely., 750X20 and
825X20, which were the sizes most in demand.

129 Delay in the import of tyres

The Public  Accounts Committee’s obscrvation in  para 2.23 of
their  Report s apparently based on the <tatement comtained in  the
last sentence of para 3 of the joint note prepared by DGS&D and STC
and furnished to the PAC  (vide Annoaure 110 page 74, of their
Report), which unfortunately does not correctly reflect the position.  The
refevant sentence of DGTD's letter dated 21th October 1960 containing 1

recommendation of the Development Wing quoted by the P AC reads as
follows .

"Since the shortage would be most acutely felt duning the summer
months when the demand for  tyres is at its  height, it is
necessary to make mmmediate arrangements for imports and
that such imports commence reaching India by March 1961,

The butk of the supplies showld reach India beiore the end
of June 19617

It will be secn from Appendix 1 to the PAC's Repont that, against 73,300
tyres ordercd during the penod from 31t January 61 to 15th 3rd March 61
against the sanction given for 1.20,000 tyres to be imported during 1961,
supplies commenced in April 1961 and bulk of them was completed by
July 1961, Only shout 13.250 arrived/were shipped in November 1961.
Therefore. the recommendation of the D.G.T.D. in this respect was by and
large fulfilled. 1t is pertinent to point out that, even as late as June 1961,
the Development Wing recommended that balance of quantity not covered
by orders alrcady placed be covered to meet the anticipated shortage in the
country during 1961/1962. It ¢cannot, therefore, be stated that the S.T.C.
had violated the recommendation of the D.G.T.D. in this respect.

2.2.10. In paragraph 1.30 of their Report, the Public Accounts Com-
mittee have also painted out that, although the STC told Mexsrs Ramkrishan
Kulwant Raj on 13th Ociohar 1961, to defer further shipments till such
time as the existing stocks were liquidated. yet. the firm was permitted to
import the tyres and had to be given all sorts of concessions for disposing
of the stocks. The State Trading Corporation have stated that, in view of
the contracts already concluded by the firm with forcign suppliers and the
firm ocommitments made. the firm came with a request that the Import
Licence might bo released to them. The firm had already openod a Letter
of Credit for the entire quantity of 40,000 sets ordered on Hungary and it
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was due 0 certain amendments which they could not carry out in time that
the balance of tyres could not be shipped in time.  The goods were await~
ing shipment since 15th Sept., i90l. The firm, therefore, stated that it
would not be possible for them to cancel the contract at that time.  They
also gave an assurance that there would be no difficulty in the sale of tyres,
The Exchange Control copy of t.¢ “mport Licence was accordingly handed
over to the firm pointing out that the responsibility for sale of tyres was
entirely of the firm™s amd in view ! the recent difficulties that had heen
expressed, the firm was asked to re-consider the question of further imports,
We are satisfied that in view of v contructual commitment entered into
and the fact that the tyres were waiting shipment it would not have been
justifiable to withhold the licence.

2.3. Appointment of Indian Agents by Foreign Suppliers

2.3.1 The Public Accounts Committee have observed in para 2.18 of
their Report that a thorough investigation in to the appointment of
Indian firms as agents of foreign suppliers was required. In para 2.20 they
have further observed that it was an unhealthy practice on the part of a
Government organisation to sponsor the cases of private firms for giving
them an agency of a forcign firm. This was with reference to STC getting
Messrs Khemka & Co. appointed as agents of suppliers in USSR on the
giound that this would assure greater degree of control and supervision as
Messrs Khemba & Co. were already the agents in India for tyre manufac-
turers ain Czechoslovakia and China.  They have also yuestioned the “my-
sterious™ entry of Messrs Ram Krishan Kulwant Rai as agents of suppliers
in Hungary. We have examined these observations.

2.3.2. Paragraphs 1 to 3 of Part HI of Appendix 11 (pages 76 to 7T of
the PAC's Report explain the reasons for the appointment of the various
Indian agents by the foreign suppliers. The State Trading Corporation
addressed letters on 29.7.59 to the various Trade Representations about the
number of tyres and sizes they would be in a position to supply along with
the c.if. prices and the carliest delivery dates. The question of import of
tyres from China and Czechoslovakia was subsequently discussed by the
STC officers with the Trade Representations of those countries on 25.8.59.
At that time, the State Trading Corpn. informed the Trade Representations
that it was intended to import the tyres and tubes by the STC direct and
not through any agents. As the quotation given by them included 5 per
cent on account of their agents commission, their quotations should be re-
garded as reduced by 5 per cent by virtue of direct purchase by the State
Trading Corporation. On Ist September 1959, it appears from a note
recorded on the file that, the Director and the Managing Director had
decided that Khemkas were to be appointed as STC's Distributors as they
were the agents of Czechoslovakia and China already. The Russian supplies
should alwo be handled by them. At present, Khemkas were getting 5 per
201 as agency commission. In onder to cover their expenses for opening
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of Letier of Credit, storing the goods 1n their godowns at diflerent places, it
would be necessary for the STC to give them some more margin. It would
thus be the responsibility of the Khemkas 10 release tyres and tubes to the
consumers aganst orders issued by the State Trading Corporation. No reasons
are recorded on the file as to why the State Trading Corporation considered
that, as originally contemplated, they should not import the tyres direct but
only through agenta. It will, however, be scen from paragraph | (c) of
Purt 111 (page 77) of Appendix Il of the PAC's Report that the foreign
supplicrs in China had indicated in their letter to the State Trading Corpora-
tion that, irrespective of the fact whether the import was made direct by
the State Truding Corporation or through their agents, the agents would

be entitied to their normal agency commission. It was, therefore, felt

that to the extent possible, the services of the agents should be utilised in
the import and distribution of the tyres after providing suitable controls
and checks so that malpractices may not be indulged in by the agents in
the import and sale of the tyres.  In the case of Czechoslovakia also, the
Trade Representation had written to the State Trading Corporation that
this firm was the agents of the suppliers annd would be getting an agency
commission from them. It has alvo been explimned in reply to a4 Question-
naire that, the State Trading Corporation, u purely commercial and  non-
technical organisation, had come into existence only about three vears ear-
her when it was called upon to arrange for this import of 3 perishable com-
modity not handled by #t previously, in such emergent circumstances and
from hitherto unknown sources of supply. A substantial investment run-
ing into crores of rupees was imobied in these imports.  In view of these
factors, the State Trading Corporation did not import the tyres on their own
account nor did they undertake therr distribution departmentally as is was
not organined for that purpose. The amport, therefore, had to be arranged
through the Indian agents of the foreign suppliers who directly placed orders
on the supplicr« made pavments for the poods and negotiated  original
documents on receipt of shipments.  Further, the Minastry of Commerce
and Industry, while directing the State Trading Corporation to arrange
imports of giant tyres from rupee payment countries, had  particularly
suggested that the import and distribution of the tyres should not be entrust-
ed cither 10 established importers or to the distributors of indigenous tyres
as thesc parties had indulged in malpractices in the distribution of tyres
imported /sold by them and. thercfor, presumably there was a fear that, if
the tyres impotted by the State Trading Corporation fell into their hands,
those might also not reach the actual users at the right prices. The foreign
suppliers in the East European countries were also not happy in appointing
such firms as their agents who had been handling the goods of West
European origin and they felt that such parties might not be able to do
justice in introducing their goods in the Indiaa markets in view of their
past association with Western countries. On account of these limitations.
it was difficult to insist upon previous experience in tyre trade on the im-
porting firms and as such the Corporation considered it advisable to accept
the agents nominated by the East European countries. Since Messrs



61

Khemakas were alrcady the agents in India for China and Caechoslovakia,
the State Trading Corporation entered into agreement  with this firm as
advised by Trade Representations of Czechoslovakia and China. It is, no
doubt, truc that the USSR suppliers had not nominated any agent and the
STC themselves took the initiative in suggesting the name of Messrs Khem-
kas merely on the consideration that they had already been nominated by
the Czechoslovakian and Chinese supplicrs as their agents in India. It has
been cxplained by State Trading Corporation that they would be able to
arrange a coordinated distribution of tyres through this agent who had
gpained experience in this finc rather than having to deal with a new party.

2.3.3. As regards the appointment of Messrs Ram Krishan Kulwant Rai
and the delay in finalisation of the offer made by the Hungarian Commercial
Counsellor after his visit to the STC's office on 14.12.60, the facts as ex-
plained to us are as follows.

2.34. On the 14th December 1960, the Commercial Counsellor of
Hungary called on the State Trading Corporation.  During discussions, he
mentioned that Hungary would be in a position to offer 40.000 sets of tyres
in 1961— 30,000 sets in size 825-20-12 and 10,000 sets in size 750-20-10.
As a result of these discussions, the State Trading Corporation sent a letter
on 16th December. 1960 to the Hungarian Commercial Counsellor asking
for the specifications and quotations of the tvres offered by Hungary A
letter Jdated the 20th Dec., 60 was received from the Hungarian Commier-
vial Counsellor in the Corporation on the 23rd December, 1960 which,
however, did not contain the specifications of the tyres.  This was followed
by another letter from the Hungarian  Counsellor dated the 22nd Decem-
ber, 1960 receved in the Corporation on the 24th December, 1960 gwving
the specifications of the tyres.  Only at this stage, when the State Trading
Corporation came to know the full details of the Hungarian offer,  the
specifications and prices could be examined. It may be mentioned here
that it was for the first time that Hungarian tyres were offered for supply
and this offer needed examination. The prices quoted by the Hungariany
were considered to be on the higher side whereas the specifications were
some at lower as compared to the indigenous standards. It may be added
here that at the same time. another offer from Poland was under considera-
tion of the State Trading Corporation with a view to obtaining a reduction
from the Polish suppliers over the prices at which tyres from Poland were
import costlier.  After negotiations, the prices of the Polish tyres in sizes
825-20-12 and 750-20-10 were brought down from Rs. 22%.24 and Rs.
187.50 to Rs. 210.00 and Rs. 172 respectively. This reduction in Polish
vres ultimately made the position of the State Trading C wrporation stronger
vis-a-vis the Hungarian supplicrs to negotiate the prices with them.

2.3.5. From the foregoing, it would be seen that since 24th December
1960 when the specifications of the tyres were received from the Hunga-
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rian Commercial Counsellor till 3rd January, 1961 when M;s. Ram
Krishan Kulwant Rai approachcd the State Trading Corporation in the
matter, the intervening period was being utilised for making a comparative
study of the prices and specifications of the Hungarian tyres as these were
offered for the first time.  After having finalised the purchase of Polish
tyres on 1.2.61, the Hungarians were also persuaded to bring down their
prices from Rs. 25000 to 210 and from Rs. 230.00 to Rs. 172.00 per
set respectively for sizes 825-20-12 and 750-20-10 and orders were placed
accordingly on 15.2.61. The above aspect was not unfortunately brought
to the notice of the Public Accounts Committec when the evidence of the
State Trading Corporation was recorded by them.

2.3.6. By the time the Hungarian offer was received through their
Commercial Counsclior, it had become a widely known fact that the State
Trading Corporation was arranging for the import of gaint tyres on a
fairly large scale. It is, therefore, possible that Messrs Ram Krishan
Kulwant Rai came to know from the press reports and market about the
STC's interest in purchasing tyres and contacted the Hungarian suppliers
in the maticr. The contract which Messrs Ram Krishan Kulwant Rai had
already cntered into with the Hungarian supplicrs was, more or less, in
the nature of an authorisation obtained by the former to act as an agent
of the latter rather than a firm contract for the supply of tyres by Hungary
to India, as it would be scen that, whereas in this contract 10,000 sets
of tyres in size 825-20-12 were offered @250.00 per set and 5,000 sets
of tyres were offered in size 750-20-10(¢ Rs. 230 per set; the prices in the
above sizes were ultimately reduced to Rs. 210.00 per set and Rs. 172.00
per set respectively and the guantity in size §25-20-12 was increased from
10,000 sets 1o 30,000 sets and that in size 750-20-10 was increased from
5.000 sets to 10,000 sets,

2.3.7. We have considered very carefully the explanations now offered
by the Stnte Trading Corporation in regard (o the appointment of Messrs
Khemkas and Messrs Ram Krishan Kulwant Rai.  We must point out,
however, that the original intention of the State  Trading Corporation
appears 10 have been to handle this import directly themselves, However,
a sudden change was made to appoint agents but no reasons have been
recorded for this change in their policy. It is not, therefore, clear whether
the same considerations which are now advanced weighed with them at
that time. Even assuming that it was desirable to entrust this work to
private parties on acoount of STC's inexperience in this ficld, the method
adopted in appointing agents does not appea- to be sound. We consider
that, before selecting their agents, it would have been appropriate for the
STC to have invited public offers so that they would have encouraged
some competition in the matter of margins which they ultimately gave
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%0 their agents. It might have also been possible for them to secure
reliable and cxperienced deakers to handle this business. We are also not
convinced that Messrs Ram Krishan Kulwant Rai's sclection by the
Hungarians as their agents, which was obviously made after the Hunga-
rian Commercial Counsellor made an offer for the supply of tyres to
India, would have been so made if public offers had been invited. It is
possible that the Hungarian Commercial Counsellor would have appointed
anybody sclected by the ST.C. as their agents and there was  nothing
special in the appointment of Messrs Ram Krishun Kulwant Rai by the
Hungarians as their agents.  This would eqaully apply to the recommen-
dation made by the S.T.C. to the USSR, authoritiecs for appointing

Messrs Khemkas as their agents for the supply of tyres from the USSR,
to India.

2.4. Fimancial Relationship between S.T.C. and the Distributors

2.4.1. In paragraphs 2.27 to 2.29 of their Report, the Public Accounts
Committce have made the following observations: —

(i) There has been lack of care and attention in  drafting  the
agreement with the agents of the foreign suppliers.  The

legal opinions obtained on different occasions give conflict-
ing views,

(i) The Ministry of Law had not been specifically consulted. The
State Trading Corporation should get an authoritative legal
opinion in consultation with the Ministry of Law clearly
spelling out the financial responsibility of the ST.C. and
their distributors in such cases.

2.42. The first agreement in regard to import and  distribution of
tyres was entered into by the State Trading Corporation with Messrs
Khemka (Agencies) Private Limited, Bombay, on 12.9.59. The agrec-
ments entered into by the State Trading Corporation subsequently with
this firm and with the other firms followed broadly this agreement. After
deciding to import tyres from Czechoslovakia, China and U.S.S.R. through
Messrs Khemka & Co., the S.T.C. considered on 10.9.59 that the simplest
way would be to authorise the firm to enter into contracts with the manu-
facturers in foreign countries and to import all the available quantitics in
sizos 825-20 and 900-20 (both 10 and 12 ply) and to intimate to the
State Trading Corporation the c.i.f. values, whereafter the STC would apply
for import licences in the name of he State Trading Corporation with a
letter of authority in favour of the firm. This arrangement, it was consi-
dered by the State Trading Corporation , would be covered by entering
into a simple agreement with Messrs Khemka & Co. on the same lines
as for machine tools and printing machinery with the minor alterations that
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release of tyres and tubes would be made against STC's release orders. A
draft agreement was prepared on this basis in consultation with hte Finan-
cial Adviser of the State Trading Corporation and issued on 12.9.59 under
the Managing Director’s signature. The agreements were silent in regard
to the legal and financial responsibility in case tyres imported could not
be sold and also of any loss was incurred in these transactions, with the
result that, when this question was raised by the firms, the Law Officers
of the STC expressed different opinions on this point.

2.4.3. When the opimion of the Deputy Divisional Manager (Law)
was sought for in August 1961 by the Staie  Trading Corporation, that
officer, after analysng all the factors, expressed an opimon on 16 .5.61
thut “therctore, from whatever angle we looh at 1, ¢ swems to me that
it would be dificult for us 1o avord risk and responsibility in respect  of
the said tyres.”  (However, five years later on 12.9.66, the Law  Officer
of STC expressed a different view that, in s opimon. the  agreements
between the STC and the partics importing the goods under them were as
between two cqual contracting parties.r Subseguently, when the  firms
tricd to throw the responsibility on the State Trading Corporation for sale
of imported tvres when they found it difficult to sefl them in the market,
a reply was sent to the hrms, after consulung the STC's Law  Oflicer, re-
futing their claim that the STC were responsible for the sale of tyres.
At the same tmce, they were permitted to sell the tyres at any price they
liked and STC were also agrecable to waive their margins on these tyres.
As regards a chaim from Messrs Ram Krishan Kulwant Ras tor the alleged
losses they sutfered on account of tyres, which according to them  had
deteriorated to such an extent that further sale ot any reasonable price
was practically impossible, the STC did not accept that position at  all
and stated that, should the firm make any such claim. they would be doing
80 at their own risk and cost,

2.4.4. Although, the STC replied to the firm on the lines indicated
in para 2.6.3 above, yet, the STC apparently felt that they had a moral
responsibility to assist the firm in disposing of their stocks and, thercfore,
made all efforts to assist them in liquidating the stocks either by re-export
to their countrics of manufacture or sale through DGS&D to Government
Departments and to the Defence Scrvices.  All these embarrassments and
difficutics would perhaps have been avoided. had the agreement been
drafted in consultation with the Legal Experts and the financial and legal
liabilities in regard to any possible losses arising out of this transaction
spelt out in the agreements themselves. We  would, therefore, suggest
that the State Trading Corporation should ensure that in all such transac-
tions adequate legal advise is obtained in drafting agreements involving
financial implications to protect themselves against possible claims/losses.
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2.4.5. In regard to consulting the Ministry of Law, the State Trading
Corporation have stated that they had consulted the Department of Legal
Affairs in the Ministry of Law in certain cases in the past for advice and
guidance but STC were told that they should not seek the advice of the
Ministry of Law on matters concerning their normal duties and functions.
The same view was expressed by them in a Note No. 79(1):58-} dated
21st September, 1959 relevant extracts from which are reproduced below:

6. Autonomous Corporate bodies, including Government Coni-
panics and Corporations, sct up, owned or controlled by
the Government of India. are not competent 1o seek  and
therefore should not seek the advice of the Ministry of Law
on matters concerning their normal duties and functions,
These bodies should make their own arrangements for their
legal needs.  If any matter is of great importance, 1t would
be open to these bodies to take the opinion of semor coun-
sel as s done by private corporations.  The only  matters
on which the advice of the Mimistry of Law may properly
be obtained by the admunistrative  Ministry  would  be
matters which relate directly to functions of control, statu-
tory or otherwise which Government may themselves have
to exercise with respect of the work of such bodies™.

The State Trading Corporation had, thercfore, to make their  own
arrangements for seeking advice in drafting such agreements.  As regards
the obscrvations of the Public Accounts Committee in para 2.29 ol their
Report, however, the STC have stated that they have noted these observa-
tions and that a request would be made to the Ministry of Law through the
Ministry of Commerce to advise the STC in special cases of this nature.

2.5. Quality of Imported Tyres

2.5.1. In para 2.36 of their Report, the Public Accounts Committee
have pointed out a serious lapse on the part of the State Trading Corpora-
tion in not verifying whether the obligations under the contract  which
contained a (luase about the quality of the tyres had been fullilied or not.
In para 2.37 they have pointed out that they did not understand why the
idea of having a quality control or quality check of imported tyres which
STC had in 1959 was not pursued. In para 5.1(2) the PAC have further
observed that the STC have shown lack of appreciation of the essential
requirements of this case. such as, ascertaining the quality, specifications
ctc., in the beginning before they allowed these imports of tyres.

2.5.2. Paragraphs 2 and 3 of Part 1V of Appendix Il (pages R0O-81)
of the PAC's Report explain the action taken by the STC in‘ verifying the
quality of the imported tyres. On 18.8.59, the STC wrote to the Develop-
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ment Wing of the Ministry of Commerce & Industry forwarding technicat
data in respect of tyres available from China and Czechoslovakia and
requesting them to examine the literature and data from the point of view
of dimecasiors, pressure, load, etc., vis-a-vis the Indian tyres and Jet the
STC have the views of the Development Wing at an  ecarly date. On
27859, a reply was sent by the Development Wing of the Ministry of
Commerce and Industry 1o the STC stating that, in so far as the import
and sales of the consumer goods by the STC were concerned, the STC was
to handle the matter without reference 10 the Development Wing. On
this letter, the Divisional Manager (Engg. Division) recorded as follows:

“This means that we shall have to tell our prospective buyers about

the specifications, pressure ctc. in different sizes and ply. We
can do it now.

Sd - A. S. SHARMA
Director—~-has agreed. 2959

IDM(S)

Sd - A S. SHARMA
2959

It is also relevant to reproduce an extract from a note  recorded on
23.12.60 by the DDM(Engg):—

“There is a real danger in accepting the Hungarian, USSR und
Polish tyres in as much as there may be premature failure
of these tyres not on account of any manufacturing defect
or careless usage, but, merely on account of the fact that
operators may use the inflated pressure and maximum loud
reccommended by indigenous manufacturers as we do not
inform the woperators that the manufacurers’ recommenda-
tions for these tyres are for lesser weight and lesser pres-
sure. Besides, we would be charging the same price for
Hungarian, Russian and Polish tyres as for the other Makes
i.e. the list price of indigenously manufacured tyres.”

The STC were thus not only aware that the specifications i.e. maxi-
mum load carrying capacity and pressure of the imported tyres were Jower
but also of the consequences of not making these details known to the
users. The prospective buyers were not informed about the maximum
load carrying capacity or pressure for the various sizes offered for sale
through the lndian firms. If. therefore, the STC had only carried out
their own decision to inform the prospective buyers, all the difficulties
which ensued later would have probably been avoided. We, therefore,
recommend ‘hat the STC should fix responsibility for this lapse.
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2.5.3. On 30.11.59. the STC, inter aliu, wrote to Mosses. Khemka &
Co. Bombay, enquiring whether they reccived the test report on  the
samples of Chinese tyres submitted by them for test (0 the General supe-
rintendence Co. On 9.12.59 the firm  replied 10 the STC stating that they
were in correspondence with the local office of General Superintendence
Co. Lwd., but had not succeeded in securing anyone in Bombay who could
satisfactorily ¢arry out the test.  They had written to their cotmectims in
the U.K. and on the continent and immediately they heard they would

ir Mail the tyre for test purposes. A final reply was received from the
firm on 16.1.60 enclosing a copy of the General Superintendence Co. Ltd.,
of 5th January. 1960, the gist of which is given in para 2 of Part IV of

Appendix 11 referred io carlier. On this letter, the DM (Engg.) recorded a
aote on 16.1.60 as follows:

“The whole procedure seems to be complicated and cumbersome.
What we really wanted was a report on performance, physical
propertics, like strength, wherein resistance ctc., so that we
ca~ compare their qualities with the standard properties. Bt
we need not go into this at this stage. 1 would like to have a
word with you.”

On 19.1.60, the Joint Divisional Manager (JDM) recorded

a note as
follows:

“Discussed with DM(SH). As the responsibility rests on the firm,
we need not pursue the matter further.”

The letter was then discussed by DDM (G) with JDDM and filed as instruct-
ed. It is not clear from these notings for what precise reason it was decided
not to pursuc the matter further at that stage. Apparently, it was considered
that the guarantee given by the firm was adequate and if, in the light of
complaints received subsequently, it was noticed that the quality was not
good then the matter could be pursued further. Please also see the conclud-

ing portion of para 2 and para 3 of Part IV of Appendix Il of the PAC's
Report.

2.5.4. Subsequently, when a decision was taken to import  another
1,20,000 tyres during 1961, the question of quality of the tyres offered by
the various countries was examined in detail. 1t was explained that, during
1959 and 1960, while the STC had checked the specifications of the tyres
yet no offers were rejected merely on account of the fact that the tyres
offered were lower in specifications to those manufactured indigenously.
This was donc on acocunt of two reasons i.e., Indian tyres were best in
the Indian conditions and even the best imported tyres would be lower in
specifications as they were not manufactured to suit the Indian roads/
climatic conditions; secondly, since, there was an acute shortage in  the
market and since imports bad o be made immediately to meet the shortage,
the STC had to accept whatever the foreign suppliers could offer so long
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as the tyres were not inferior compared to the indigenous tyres. Since
complaints had been received with regard to the performance of tyres
imported lrom China and there were some complanits with regard 1o
Czechoslovakian tyres abso, the STC felt that for the year 1961 purchases,
greater emphasis should be laid on specifications  than they had done 1n
the past.  The main requirements were in the sizes 750X20—10 ply and
K25X20-—12 ply. The ply rating, maximum load and maximum inflated
pressure. offered for delivery by Yugoslavia, Poland. Hungary, USSR and
Crechoslovakia were compared with those of indigenous tyres and it was
found that Crechosdovubian and Yugoslovian tyres met the Indian stan-
dards and. therefore, they could be accepted without difficulty. The STC
were aware that an regard to tyres purchased by them curlier. the speci-
fications were fower than those for corresponding Indian tvres.  The
DM(Engg.), however. asked Messrs Khemkas, when the question of import-
ing tyres to mect requirements during 1961 was considered, to send cables
to suppliers in Poland, and the USSR, requesting them to state whether
they would be prepared to supply tyres conformung 1o specifications aceep-
table in India (the sapecifications being that of indigenous tyres with regard
to ply rating, load and the pressured. The rephies recened from both
these countries, however, indicated that they could not improve upon the
specifications already  submitted 10 STC  through  their  agents.  The
Hungarian and Polish tyres did not meet the requirements  both  with
regard to load and inflated pressure compared to indigenous tvres and the
specifications offered by both these countries were assessed to fall short
by 12 10 18 per cent However, it was ascertained that there was 28 per
vent margin of safety in Indian tvres regarding the specifications of  load
and pressure. Assuming that the Hunganan and Polish tyres also had
the same safety margin it was recommended that the tyres from these two
vountries might be purchased. Tt was also pointed out that according to
the Polish Commercial Counsellor’s office, the Polish tyres  offered  were
generally used in Poland and in other countries for 10 ton trucks and
specifications indicated were standard specifications according to which
tyres for 10 ton trucks were manufactured.  As the Russian tyres  fell
much below the specifications of indigenous tyres. their purchase was not
recommended.

2.5.5 The pros and cons of purchasing tyres from these countries was
subsequently discussed in detail and it was decided to purchase the tyres
offered by Yugostavia and Czechoslovakia to the extent avaitable and the
balance from Poland and Hungary. An  order placed on  1.2.61 for
20,000 sets of Yugoslavian tyres in the sizes 825X20. No. of plv 12 plur
2. was subsequently cancelled on 15.3.63 as Messrs Khemka & Co. their
ugents, did not retumn the agreement duly signed and the STC were interest-
cd in covering the reqirements urgently. For the same reason orders placed
on 3.2.61 for 4,000 sets of tyres in the sizc 825X20-—12 ply from
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Czechoslovakia were also cancelled on 14.3.61. In  other words, tne
orders which were effectively placed were for Polish and Hungarian tyres
only which, as stated earlicr. were lower in specifications to indigenous
tyres to the extent of 12 to 157 . At one stage, the STC also considered
whether, because of the lower specifications, a lower price should not be
charged for such tyres. However, after discussion with the Director and
the Chairman, it was decided that the STC's selling price should continue

to be the same as fixed for the indigeoous tyres in spite of ditference  in
specifications.

2.5.6. We find that the STC took no steps whatsoever to have  the
quality and the specifications cneched up with reference to the contructs
made by them even after the receipt of complaints form the importers them-
sclves.  In regard to the decision of the STC not 10 pursue the idea of
having the quality control or quality check of imported tyres, we find that
there were no scientific facdities available in the country for such quality
cneck and the STC relied on the guarantees given by the suppliers.  This
i the nomal practice adopted even in respect of indigenously manufactured
tyres i.e. for prematurely failed tyres the Companies generally compensate
the buyers. We, however, submit that the STC was not guilty of failure
to ascertain the guality. specifications, etc., of these tyres before they ook
the decision to import these tyres.  There is cxtensive noting on the  files
of the STC to <how what the specifications of these tyres were and to
what extent they were lower than the corresponding indigenous tyres. The
decision to import these tyres was, thercfore, taken with the full knowledpe
that the guabty and specifications of these tyres were lower.

2.6. Submission of sales returm by the firm and commissions received
by them

2.6.1. In para 2.43 of u.cir Report, the Public Accounts Committee
ubscrved that Messrs. Ram Krishan Kulwant Rai got two commissions, one
from the Hungarian firm and the other from the STC. They. thercfore,
inquired why the STC failed to tell the Hungarian firm that STC  had
appointed Messrs. Ram Krishan Kulwant Rai as their agents wnich would
have avoided the payment of double commission. The Commitice have
also inquired in para 2.48 of their Report whether action had been taken
against the firms for breach of contract as they did not furnish monthly
Sales Return.  We have examined these observations.

2.6.2. The STC have stated that they did not pay any commission to
any importing firm. All the firms were allowed a remuneration of 114 per
cent on the landed cost of the tyres which besides including their margin
of profit was also to cover their expenses for financing imports. godown
insurances and for meeting distributing and forwarding charges.

2.6.3. The STC have further stated that no firm action was taken
against Messrs. Ram Krishan Kulwant Rai and Messrs. Consolidated
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Euvipment of India Private Lid. as the firms had been promising, from
time 1o time, that they would be rendering their accounts for inspection. The
accounts of Messrs. Consolidated Equipment of India Private Ltd. had
been inspected by the STC and it was found that they had suffcred a Joss
on the cntire transaction.

2.6.4. The STC's inspection party has recently concluded inspection of
the accounts of Messrs. Ramkrishan Kulwant Rai. They have reported
that the firm suffered loss on the entirc transaction of tyres even alter
taking into account the amount of compensation of Rs. 4,80,000/- as well
as two other amounts of Rs. 93,120.- and Rs. 46,400:- received by them
as compemsation from the foreign suppliers.  As regards agency commis-
sion, the firm did not produce original invoices of tne forcign suppliers.
They orally disclaimed having received any agency commission on import
of tyres. It was, however, seen at the time of inspection of the firm's
books of account that various amounts totalling Rs.  10,10,000/- were
credited to “Commission Account” by transfer from the accounts of various
parties. It was cxplained that these amounts although credited o Com-
mission Account, did not actually represent Commission received  from
suppliers. It was further explained that these amounts represented credit
balance lying in the accounts of various parties which were not real and
that these amounts were disclosced by them as income and got assessed to
income tax under the income tax disclosure scheme and also that it was
only for squaring up their books that the credit balance in the acocunts
of the parties in question were transferred to Commission Account. The
firm, however, did not produce for inspection any papers in support of
this statement. Further amounts totalling Rs. 45,652'84 were found cre-
dited to Commission Account in their books as Commission received trom
Messrs. Chemolimpex, Budapest. It was explained by the firm that this
amount was received as commission relating to the consignments of chemi-
cals which were imported by them against the value of 13,000 tyres re-
exported. They did not produce for inspection the original bills of the
forcign suppliers or any other papers from which it could be verified with
any amount of ccrtainty that the commission in question related to import
of Chemicals and not tyres. o

2.6.5. Whatever the firm may claim, it appears to us that the position
in this respect is not free from doubt and oral statement should not have
accepted by the S.T.C. on its face value. It would have been advisable if
this information was obtained in, writing from the firm as well as from the
Hungarian Embassy before the S.T.C. placed orders on the firm so that
the landed cost could have been reduced by the agency commission the
firm received.
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2.7, Me=3t:3 7 of quantity and weight of Imported Tyres by S.T.C.
with Bills of Lading

2.7.1. According to Messrs. Ramkrishan Kulwant  Rai's  letter  of
22.5.1962, weight of 8252012 tyres was prescribed as 41 kilograms
but the tyres supplied by the Hungarian suppliers on the average was 33.80
kilograms only. It was explained by the witness on behalf of the S.T.C.
during the Public Accounts Committee'’s sittings that the woight of the
tyres was not chechked with the bill of lading and that STC. would be
more carcful in future and this kind of mistake would not be repeated.  The
Public Accounts Committee hoped vide pra 3.3 of their Report that such
mistakes would not be repeated in future.

2.7.2. Although no further examination of this point was necessary, we
felt that it would be useful to find out whether the statement made by
the firm was correct or not even at this late stage. As these tyres were pur-
chased and issucd many years ago, the Committec’s efforts to locate a
new unused tyre and got it weighed did not prove successful.  However, at
the instance of the Committee, the Director of Vehicles (Research and
Devclopment) had two partially used CORDATIC tyres available at the
Vehicles Research and Development  Establishment  at Ahmednagar
weighed. It was found that the weight in their present condition was 30
kilograms per tyre.  The Director Vehicles (R&D)'s technical opinion is
that their weight when now would not have exceed 35 Kgs. In other
words the firm’s contention in this respect appears to be justified.

2.8. Assistance remdered by the State Trading Corporation to the
Imporfing Firms to Liquidate Stocks

2.8.1., The PAC have observed that Messrs. Ramkrishan Kulwant Rai
sought all sonts of concessions and assistance from the STC for disposing
of their stocks of tyres (para 1.30). The interest and initiative taken by
the STC in helping the stockists to dispose of their tyres to various Govern-
mental agencies was not consistent with the knowledge that they had of the
large number of complaints about the quality of these tyres.  This attitude
was particularly difficult to appraciate in STC's cfforts to pet Defence estab-
lishments to take these tyres {para 5.1(6)]. The Committec also did not
appreciate the interest taken by STC in approaching the DGS&D  for
fixing up rate contracts in regard to the tyres with particular firms
[5.1(7)]. The STC was unduly generous with Messrs.  Ramkrishan
Kulwant Rai (para 3.73). Mucesrs. Ramkrishan Kulwant Rai and General
Industrial Stores Supplying Co. had some influence with the persons deal-
ing with the transactions of tyres in the office of the STC (para 3.77).
The PAC was unhappy to note the efforts made by officials of the STC
in helping the firms insecuring the contact (para 4.35). We have examin-
ed these observations.

2.8.2. The STC have intimated that, in regard to the steps taken in
liquidating the stocks of imported tyres held by the various firms, they did
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not do anything which may be construed outside the ordinary course of
busincss.  The tyres were imported in pursuance of a Government decision
and the agreement which the STC entered into with the firms. While in the
mitial stages, the release price was controlled by the STC and there was no
difticulty in disposal of all the imported tyres, yet, the situation changed
towards the end of 1961 when, on account of casy availability of indigenous
tyres and the adverse propaganda against the imported tyres which  were
comparatively somewhat of jower specifications  vis-a-wvis  the indigenous
tyres, the importing firms felt difficulty in disposing of the stock. As a
result, the SCT had 10 give factities to the firms in disposing of the stocks,
firstly, the release was de-controlled and secondly, the firms were also per-
mitted 1o scll the tyres at any price they could fetch, the STC  foregoing
their margin of profit,

283, Although the STC has clismed that there was no  legal  and
financial bability devolving on the STC in this transaction, we are of the
view that, at one stage. the STC were not quite clear whether the responsi-
baltty for any unsold stocks would not ulttmaicly devolve on them.  In fact,
their Law Ofhicer had abso capressed this view in August 1961, Moreover.
tyres and all rubber stocks detenorate by long storage and there was legi-
smate anxicty on the part of the § T.C. that these tyres should be sold away
before they remaned under storage for o dong tme. But, the principal
motive in asusting the firm seems to have been a fear that  the  financial
habihty may ulumately fall upon the State Trading Corporation.  This s
further contirmed by the conversation we  had  with  the  Mamster  for
Petrolenm and Chemicals, Shri K. Raghuramaiah, who also seemed to have
carried the same impression that the tyres were on STC's account and that
the $.T.C would stand to fose @ lot of money if these tyres were not sold
carly,

2.9. Noa-Disclosure of vital Information to the DGS&D, Defence and
others

2.0.1. The Public Accounts Committee have made the following obser-
vations «—

{1) Although the STC came to know about the defects on 28-4-60
they took no action in the matter except to write to  the firm
ashing them as to what procedure they propose to adopt for
compensating the actual users and this was inexplicable (para
2.38).

(ii) The defective quality of these tvres which had come to the
notice of the STC was not brought to the notice of the DGS & D
and the Defence Ministry. They took a strong view on  the
withholding of this vital information and desired that this failure
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should be investigated and respoasibility fixed for this lapse
(paras 2.40, 2.57, 3.38, 3.39 and 3.40).

(iit) It was a matter of regret that the STC did not communicate the
material information regarding specifications of tyres to  the
DGS&D (para 3.49).

tiv1 STC should have brought the defects to the notice of the public
also and then taken up the matter with the suppliers and secured
adequate price reduction. (para 2.39).

We have cxamined these observations.

292 The STC have stated that the letter dated 2Xth Apnl, 1960 from
the Transporters Gazette Weekly complained about the quality of Chinesc
tyres only.  The reports which had been subsequently rececived about  the
pertormance of the Chinese  tyres  were  rather of conflicting  nature.
Purchasers hike the Poona Cooperative Soctety who had found the quality of
Chinese tyres satisfuctory as a matter of tact, atter having received the tise
lot of 400 yres, had agan asked for another 500 tyres.  As no occasion
had ansen carher to settle claims ansing out of premature failure of  the
tyres attnbutabie 1o manufactunng defects by pavmient of suitable compen-
von. 1 was necessary  for the STC to write to Messrs. Khemka  when
they came 10 know about complaints for evolving a procedure in this respect.

293 The State Trading Corporation have stated that out of 48,249 sels
of tyres sold agamst STCs Release Orders during 1959-60 and carlier 3t
of 1961, complamnts regarding falure of tyres were received in respect of
LO47 tyres which comes to less than 2.29, . On examination of these 1,047
tyres by a pancl. it vas found that failures in respect of only 482 tyres could
be atinbuted to manutacturing defects for which compensation was awared
to the buyers.  Thus the failure percentage on account of  manufactuning
defects would work out to about | per cent which could by no means  be
considered exceswve even as compared to the performance of indigenous
tyres.

2.9.4. In their letter dated 27th November, 1961 to the Joint Secretary,
Mistry of Commerce and Industry (Appendix IX, page 134 to 136 of the
PAC's report), Messrs.  General Industrial Stores Supply Co. Private Lud.,
Calcutta, pointed out various defects in the tyres imported by them from
Poland. They had further stated that the manufacturcrs ie. Messrs.
SKORIMPEX refuted all these complaints and had maintained that  the
tyres had been supplicd strictly according to the specifications accepted by
the State Trading Corporation. The Indian firm, therefore, requested that
the matter might be taken up at Government level with the Government
authoritics in Poland. Earlier they had written to the Ministry of Com-
merce and Industry, with copies to the State Trading Corporation, that, on:
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account of these defects and consequent difficulties in selling the  Polish
tyres in India, the Polish Export Organisation should be asked to take back
the entire stock of tyres and to pay compensation for all the tyres which
had failed prematurely. Subsequently, representatives of the firm met the
DM (Engg), Direcror, Managing Dircctor and F.A. of the STC on 5-1-62
and intimated that the Pohsh authorities had not yet come to any satis{actory
arrangement and promised to write to the STC further. Further letters were
also received by the STC from the firm wherein the firm had stated that it
was impossibe to make the customers accept the supplies on the price fixed
by the STC from time to time and as the specifications were  lower than
those of indigenous tyres, the tyres were a perishable commodity and  had
been received in the country as early as October 1960, the STC, in the role
of a Government of India Undertaking, should persuade the various users
to purchase these tyres and they should also be permitted to sell the tvres
at any price they could fetch. The STC wrote to the Ministry of Com-
merce and Industry on 31.1.62 that the defective nature and poor  per-
formance of these tyres might be taken up with the forcign suppliers through
the Indian Embassy in Poland with a view to obtaining a suitable reduction
in the ci.f. pricc of these tyres without which it would be impossible for the
firm 10 sell the tyres in Indisn market. Ministry of Commerce and Industry
also took up the matter with the Embassy of India in Poland. The STC
also released their control on the prices and permitted the firm to sell the
tyres at any price, with effect from 7.2.62, at the same time pointing out
that, the sale of tyres being the cxclusive responsibility of the firm, any loss
ot profit on the <ale of these tyres would be of the firm although the STC
would forego its margin on such sales.  Since the firm could not get any
favourable response from their forcign suppliers and they also considered
that the steps taken by the STC were not adequate caough to dispose of the
huge stocks of tyres with them, they wrote a letter to the Minister for In-
ternational Trade on 29.6.62 pointing out the various defects noticed in
these tyres and sugpesting that the Polish Government should be approached
to take back the entire stock of a substantial portion of it; alternatively the
firm should he offered substantial reduction in the price and also compen-
sation for premature failures.  The possibilitics of re-export of these tyres
to other countries should also be investigated.  In the mcantime in a similar
case of Hunparian tyres (please see para 2.9.5), the importing firm had
succeeded in negotiating re-export of a sizable number of tyres to Hungary.
A leticr was accordingly issued by the Minister for International Trade to the
Polish Ambassador in Indin pointing out the difficulty in effecting sale of
Polish tyres which were found 1o be much below the specifications.
The vardous defects pointed out by the firm were also brought
to the notice of the Polish Ambassador, who was requested to use his good
offices to arrange for an amicable settlement of this case. The firm also
continued their efforts with their foreign supplicrs. Ultimately, as a result
of negotiations held in Warszawa between the representatives of Messrs,
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GISSCO and SKORIMPEX, final agrecment was reached on 29.11.62
between the two partics according to which the foreign suppliors agreed
W0 take back 8,000 tyres against which, nowever, 7,300 tyres were ac-
tually re-exported.  (The firm were not in a position to bring the balunce
of 700 tyres from their other Braoches to Calcutta before the ship left
for Poland)

295 On the Sth March, 1962, Messrs. Ramhnishan kulwant Rai
wrote a leticr to Messis Chemolimpex, Budapest, with a copy o the ST,
complaining that the weirht of the Hunganan tyres supphied was less than
that specified in the agreement, the tyres were not tropicalised, as speaitied
in the agreement and also certified by the foreign suppliers, the perform-
wnce of these tyres was poor and far from satisfactory and the certificato
and guarantee given by the supphers were incorrect. They accordingly
sugyested that either the tyres be taken back by them or apiee to Messis
Ramknshan Kulwant Rni acting as thewr selling agents and 1o «wolt ihe
materral at whatever price it might be possible to off-load them in the
market in India. No action was taken by the STC on the copy of this
Jetter received by them. It was submitted for information by the DM
(FNGGHY on 28th Murch, 1962 to the Director, who saw it on 29th March,
1962 Subsequently, 4 Jetter was addressed by Messrs. Ramknshan Kul-
want Rin on 17th May, 1902 (Appendix X, pages 137 to 140 of the
PACS Reporty to the STC i which, inter alia, they again brought these
defects to the notice of the STC. They had earlier been writing to the
S1C stanng that the lability for sale of these tyres was that of the STC.
They further stated that o claim for all losses incurred by them wias under
preparation and would be presented in due course.  They further request-
ed the STC to exert pressure on the Hungarian suppliers to behave in an
honest munner . On 22ad May, 1962, the firm ulvo wrote 1o the Minister
for International Trade referring 1o the correspondence they had with
Mcusrs, Chemolimpey as well as with the STC in this connection making
scveral sugvestions and supgesting that the matter might be taken up with
the Hunearian Government at Government level for obtaining a far deal
from Moessrs. Chemolimpex.  This letter was passed by the Minister for
International Trade to the Chairman, STC, with the remarks that “we
should help as much as we can. We may discuss™ These two Jetters
appear to have been discussed by the Chairman, STC. with the Minister
for International Trade and on 4th June, 1962, the Chairman, STC.
wrote a letter to the Minister for International Trade enclosing a draft
letter from the Minist=r for International Trade to the Hungarian Ambas-
sador in India as well as a note on the subject. This note detailed all
the complaints pointed out by the firm in their letters to the STC as well
as to the Minister for International Trade. No action appears to have
been taken by the STC to verify whether the defects as pointed out by
the firm were bome out by facts. The draft leticr was issued on 7th June,

1632 (Al) LS—&6.
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1962, by the Minister for International Trade fo the Hungarisn Ambas-
sador in India. This letter indicated that there was a difficulty in effect-
ing the sales of imported Hungarian tyres doe 10 the reason that they
were very much below the contract specifications agreed upon at the time:
of placing the order and roquesting the Hunganan Ambassador to use his
good offices in arranging for an amicable settiement. A reply was re-
ceived from the Hungarian Ambassador on 9th Junc, 1962 stating that
the Indiun party had already directly approached him and had received
an invitation from Messers. Chemolimper to visit Budapest in order to dis-
cuss the matter persomally and that Messrs. Kulwant Rai would avail him-
self of the invitation. The Hunganian Ambassador further stated that he
had drawn the attention of the Hungarian Minister for Forcign Aflairs to
the matter and of the fact that the Minister for Internatonal Trade was
also personally cager to achieve an amicable scttlement.  An agreement
was subsequently entered into between Messm. Ram Krishan  Kulwant
Rai and Messrs. Chemolimpex on 23rd June, 1962 according to which
13.000 tyres were to be re-exported to Hungary and Mesars. Ram Krishan
Kulwant Rai were also 1o reccive compensation of Rs. 480000, The
details as to how this quantity of 13,000 tyres was arrived at or compen-
sation of Rs. 480,000 fixed are not indicated in the agreement.

296, As regards commumcating details of specifications of the ym-
ported tyres 1o the DGS&D and the Minstry of Defence, the STC have
stated that a view was Gihen in MMD's room on 30th July, 1962 that the
imported tyres were not good enough for forward areas but for other
purposes they might be purchased.  Thus the specifications of the import-
ed tyres as compared to the indigenous tyres were fully known two the
DGS&D before he entered into a rate contract.  “The mere fact that
STC did not specifically communicate in writing what was obvious and
common knowledge did not justify a conclusion that the $1C deliberate-
ly withheld from the DGS&D and the Ministry of Defence or any other
Government department the information it had about the quality of tyres.”™
We could not agree with this line of argument.  The specifications were
known only to the STC.  (Although it is true that the DGS&D inspectors
were also aware of it. yet they did not intumate these details to the
DGS&D Headquarters at New Delhi with the result that the latter were
unaware of the specifications.) The STC's contention that all were
aware of the Jower specifications because of the decision taken in the
room of Minister of State in the Ministry of Defence to use these tyres
in non-forward areas, cannot also be substantiated. During the discus-
sions with us, an erstwhile officer of the STC stated that DGS&D
Jbeing a member of the Board of Directors of the STS, was aware of
the specification details of these tyres because a note was circulated tor
the Members of the Board of Directors of the STC gn  16th March,
1961, which, inter alia, indicated that the tyres offered’ by all East
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European countries excepting Yugoslavia, were found to be below the
ez ;ztions of the tyres made in India. That note also sated that it
was considered expedient to place orders with such of the countries whose
tyres came within about 1S per cent of the specifications of the Indian
tyres. Along with that note a statement giving details of specifications of
tyres from various sources was also attached  As a Member of the Board
of Directors of the STC, the DGS&D might have been receiving several
notes from the STC from time to time and it is not justifiable to expect
that, nearly after 18 months, he should have been aware of this particular
notec while decaling with the question of rate contract in his capacity as
DGS&D. We are, therefore, unable to accept this contention of the State
Trading Corporation.

297 From what is explained above, it is clear that the STC did
not themselves make any effort to verify the specific defects pointed out
by the firms but had accepted the firm's reports and acted on them.
Some of these defects were easily susceptible to verification.  In paras 4
and S of Appendix VI (pages 126 and 127) of the PAC's Report, the
STC have stated that they did not attach significance to the complaints
received from the firms in a different context regarding the quality and
performance of the tyres and, therefore, did not consider it necessary to
bring these to the notice of the DGS&D.  We are unable to accept tnis
contentton. We feel that compensations were paid by the foreign munu-
facturers to the Indian firms apparently because the former also accepted
that at least some of the defects pointed out by the Indian  firms  were
factually correct.  Having accepted these defects as genuine and acted
on the reports of the firms, the STC should have brought the defects
which had come to the notice of the STC specifically to the notice oi the
DGSED. Ministry of Defence and others.  As regards specifications also,
the fact that they were lower than those for corresponding  indigenous
tyres were very well known to the STC even before they placed the orders
but was not brought to the notice of any one concerned.  Had this been
done, the Defence authoritics and the DGS&D would have taken all the
facts into consideration before deciding to purchase and put them on
the rate contract.

2.9.8. Our conclusion, therefore, is that this vital information rc-
garding defects and details about lower specifications were not brought
to the notice of anybody by the STC. We regret to note that even at
the meeting held in the room of Minister in the Ministry of Defence on
30th July, 1962, no reference was made to the serious complaints already
made to the State Trading Corporation by the importers themselves about
the quality of these tyres and on which complaints the State Trading Cor-
poration had already taken up the matter with the foreign suppliers for
re-cxport and compensation. On the other hand, an impression seems to
have been given that these tyres were as good as indigenous tyres.
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29.9. We bhave considered carcfully the obscrvations of the Public
Accounts Committee in regard to the failure of the Ssate Trading Cor-
poration to bring the specifications and the defects to the notice of the
general public.  We regret to note that although there is a clear record
on the file of tho STC that the general public should be informed of ine
specifications of these tyres Jest the users inflate them to the pressure re-
commended by the indigenous manufacturers  resulting  in premature
failure, no such notice wias given to the public.  As regards the defects
brought 10 the note of the STC. they have explained that the percentage
of defects and failures was small (not exceeding 2 per cent) which was
not excessive comparcd to the performance of the indigenous tvres.  Be-
sides. the procedure for claiming compensation in respect of such pre-
mature failures was generally known to the users of tyres.  This also
seems to have been borne out by the fact that some complaints had been
received by the STC and they had taken up the question of compensation
with the agents. In fact, onc firm has already paid compensation for
defective tyres to some of the users, but another firm hus refused to enter-
tain any claims for compen<ation.  In this connection, attention is also
invited to Chapter V of this Report.



CHAPTER 1

DIRECTOR GENERAL OF SUPPLIES & DISPOSALS

3.1. The Director General of Supplies & Disposals is concerned with
the ssue of recommendatory letters 10 the direct demanding odicers for
purchasing imported tyics, entening 1oto rate contract with stockists in
Indiz and placing A/Ts on them for supply of imported tvres to the in-
dentors. The Pubhic Accounts Committee have made the followine re-
commendations observalions on these transactions.  (The Scrial Numbers
of the recommendutions/conclusions as given in Appendix XIV of the

Report aie

1

(1)

(i)

{iv)

{v)

(vi)

abso indicated i bracketo

The mspection of the tyres by the office of the Director of

Inspection, DGS&D at Calcutta was only visual and it {ailed
to bring out that these tyres were under prolonsed storage.
It was unfortunate that on the basis of such a report, DGS&D
also 1ssued the circular letter on 2Sth May, 1962, to all direct
demanding officers.  {SI No< 26 and S2(9)].

Wilful suppression of wmportant Jdowvuments by persons deal-
e with thes case 10 the DGS&D [SP Nos. 27 and S-1(100 ],

Non-inclusion of the warranty chuse in the rate  contract.
[SI. Nos. 30, 39 and S2(101}].

Fatlure to enquire from the State [rading Corporation or
from the suppliers about the specifications of the tyres, for
which the DGS&D were entening into rate contract.  Suitable
measures should be taken to remove defects in procedure
followed in such cases. (Sl Nos. 31. 35, 36. 44 and 46).

DGS&D did not themselves satisfy about the guality of tyres
offered by Messrs Ram Krishan Kulwant Rai- [Sl. Nos. 47,
52(8) and 52(11)]. Possibility of a collusion between the
purchasing authorities. inspecting authoritics and the firm:
(SI. No. 32): Whether Messrs Ram Krishan Kulwant Rai
really imported both ST type and THR tvpe tyres in size
R25-20-12. (SIL. No. 33).

Action against Messrs Ram Krishan Kulwant Rai for with-
holding from DGS&D information about complaints of manu-
facturing defects in the tyres. This firm has also apparen®y
had some influence with the persons dealing with the transac-

79
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tions of tyres in the office of the DGS&D. (SL Nos. 38 and
40).

(vii) Ministry should invariably keep written minutes of import-
ant meetings where decisions are taken. (S No. 45).

We have examined these recommendations/observations and  our
conclusions are contained in subsequent paragraphs.

3.2. Imspection by DGS&D Inspectors

3.2.1. We have very carefully gone into the obscrvations made by the
P.A.C. in para 3.16 of their Report in regard to the inspection of tyres
by the Directorate of Inspection, DGS&D. Calcutta and the subsequent
issue of recommendatory letters to all direct demanding officers and en-

tering into rale contract by the DGS&D,

3.2.2. 1t may be stated that, tll to-date, there are no facilities within
the country for carrying out detailed scientific inspection of tyres and
tubes. The method of inspection prevalent both in Defence and the
Inspectorate of the DGS&D is based on visual examination only. The
inspectors examine the tyres for defects such as cuts, blisters. cracks etc.
For the rest, they depend on the data fumished by the manufacturers and
their warranties to protect the users from premature failure etc.

3.2.3. The inspection reports furnished by the Directorate of Ins-
pection, Calcutta, under the DGS&D, were with reference to a specific
request by the D.GBR. The D.G.B.R. had stated that they were
extamining the feasibiilty of purchasing these tyres and they desired that
the DGS&D should inspect representative samples and. advise regarding
the expected life of the tyres having regard to the rough terrain in which
the Border Roads vehicles ply.  This letter was forwarded to the Direc-
tor of Inspection, Calcutta, by the Deputy Director General (Inspection)
with instructions to find out the full history of the tyres and to state what
tests and inspection could be carried out on them.  The question of
inspection was also considered by the DGS&D and it was recognised that
the Inspectorate did not have facilities to carry out a thorough test.

3.2.4. In the reports dated 4th May, 1962 received from the Direc-
torgte of Inspection, Calcutta, we find that these aspects were not directly
referred to. nor was any further enguiry made from them by Head-
quayters. These reports, however, stated: “regarding the rated capacity,
the tyres havebeaaenm:nedﬁmbtm:nwwandodm records and
mthehghto(thepmmwot Indian tyres and tubes size
750x20-10 PR and 825x20-12 PR, are suitable for 3-ton and S5-ton
wehicles respectively.” The invoices contained particulars of the specifications -
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©f the tyres. We wore ‘informed, during our discussions, that the inspectors

umﬁedﬂ\eme!vesaboutﬂnmapm&ﬁwmdhadfmmdmmme

2yres were individually wrapped in paper, stored in racks and protected

from light and rain. Unfonunnlely they omitted to include this infor-

mation in their reports. These reports were forwarded to the Purchase

Wing of DGS&D with the following covering nates of the DDG  (Ins-
pection) i —

“There is no proper testing arrangement to ensure durahility, life

and quality of tyres. Not ecven the Government test-house

can test these. Whatever report has been given is based on

visual inspection and the import documents. If these tyres

arc to be purchased, this should be done on the. warranty
furnished by the suppliers”.

3.2.5. From the above, it will be apparent that—

(a) there were no facilities for a thorough test of tyres and tubes
in the country; and

(b) the prevailing method was to test the tyres on the basis of

purely visual inspection and teo rely on warranties furnished
by the manufacturing firms.

‘We fecl that the only omissions for which the Inspectorate of the DGS&D
«<an be held responsible are the following: —

(i) failure to bring out the full history of the tyres, conditions
and the period of storage; and

(ii) omission to check weight of the tyres as given in the import
documents.

We recommend that this matter should be investigated further by the
DGS&D with a view to taking suitable action.

3.2.6. These reports were examined on the files of the DGS&D. It
appears that a discussion was held between the D.G. with the Director,

STC and a note was recorded on 23rd May, 1962 by the D.G. wherein
it ‘was stated as follows:—

“In view of the ingpection report, we may issue a circular to all
DDOs that they may purchase direct from the dealers speci-
%y the STC at the rates not exceeding the rates indicated,

subpct to a oellm& of Rs. 20,000 per transaction.  This
will ‘Be a Qirg'c‘t pumhnse and not through RIC...........
These pave cost us forcign exchange and we must assist

jn theif full . ’
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Obviously, the DGS&D was guided by the fact that valuable foreign ex-
change had been spent in purchasing these tyres in agrecing to issue the
circular referred to above.  This circular was issued on 28th May, 1962,
Two important aspects should have been mentioned in this circular lctter
namely, warranty furnished by the suppliers and the suitability of the
tyres for usc on 3-ton and 5-ton vehicles only.  Althougn the former
was brought out in the letter. we find that the latter, which was also an
important information, was omitted. It appears that two dealing officials
of the DGS&D were responsible. We recommend that DGS&D shoald fix
responsibility for this serious lapse and take suitable action. A« recards
entering into rate contract with the firm« on the basis of thre report,
please refer 1o para 3.4,

"33, Wilful Suppresuion of Important Documents

3.3.1. We have examined the Public Accounts Committee’s obwerva-
tions an paragraph 321 of their Report an regard  to suprression of
important documents.  We have been informed that suitable doporimental
action has been initiated against the persons concerned.

14 Rate Contract entered into by the DGS&D

341 We have cxanuned the observations made by the Public Ac-
counts Committee in paras 3,49 3.64, 3.65 and 4.25 of their Report in re-
pard to entering into a rate contract by the D.G.S.&D. with the suppliers.
We have studied the relevant records of the D.G.S.&D. but we are unable to
pin-point specifically the reasons which weighed with the D.GS. & D. in
entering into this rate contract in Sceptember 1962, The reasons have
unfortunately not been recorded in the file.  From a study of the sequence
of cvents, however. the following picutre emerpes.

342, Since the stockists found difhiculties in the dispusal  of  their
stocks, they apparently approached the S.T.C. to awist them and even
tried to make out a case that the financial lability for unsold stocks will
be that of the ST.C. The legal adviser of the S T.C. was also not really
sure ot that time that the S.T.C. would not be liable.  Under these cir-
cumstances, the S.7.C. were anxious to assist in the disposal of these
stocks.  They, thercfore, approached various organisations including the
Defence Ministry to purchase these tyres. The Defence Ministry inform-
ed them that they did not muke any direct purchases and the S.T.C. should
approach the D.G.S.&D. Efforts were simultancously made to approach
the D.G.S. & D. and, as a result of these efforts. the D.GG.S. & D. had issued’
a recommendatory circular to all direct demanding officers on 28th May,
1962. Evidently, this was not comsidered (nough by the S.T.C. and they
continued their efforts to persumde the D.G.S. & D. to enter into a rate
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contract as they appareatly thought that this would be onc of the best
methods to assist the suppliers.  Shri C. M. Poonacha, during our discus-
swons with him, mentioned that the State Trading Corporation were ansi-
ous o scll the tyres to direct consumcrs to prevent stocks fulhing into the
hands of private partics, who may muake unduc profits It was primanly
for this reason that the S.T.C. were anxious to have these tyres put on
rate contract.  Naturally, there was some reluctance o the DGS & D
to put these tyres on the rate vontract, because, even alter receipt of the
inspection reports dated 4th May, 1962, a note had been reconded on the
D.GSADs tile--"1 don't thunk we can make a detinite reconnacndation
regarding the quality of these tyres”™. Thercafter, o mectins was hod
ire toom of the Monstor i the Ministry of Defence on 2th July, (96l
where representatives of ST.C.. Army Headquarters, D.GB R, Defenee
Production, D.GS. X D and others were present. At this mecting o deci-
sion was taken that there would be no objection to purchase these tvies
provided the D.G.S & D. fixed suitable price and the specifications were
sccording to those required by Defence. ft was also decided that these
tyres shall not be purchased {or use i forword atcas. Tt tow days after
this meeting that a discussion was held between the representatives of the
STC and D.GS & D. in the latter’s office on 7th August, 1962 when
a dectsion was taken to place these tyres on rate contract. A short record
of this discuson s available on the S T.07 file, where it has been «tated
"DOGS &D very kindly apreed to enter into formal rate contract with
the supphiers, n case they agree to reduce theirr margin of profit of 114
per cent on the landed cost of 50 per cent”™  The D.GS & D also made

a4 small nee on 17th August, 1962 on the D.GS.&D's file to the folows
ing effect—-

“The subject was subscquently discussed with the S.T.C. We have
since decided to have rate contract for these imported tyres
and have received proposals, This may be expedited.”

343 From these notes, it is not possible to indicate what preciselv
weighed with the D.GS. & D. in entering into rate contract apart from
the desire to assist the S.T.C. in carly disposal of the stocks which has
caused the country valuable foreign exchange, It is, also possible that.
after the discussions in the Pefence Ministry, the fact that an important
bulk consumer was prepared to take these tyres might have weighed with
the D.GS&D. to put them on the rate contract. However. it appears
that the D.G.S. & D. did not obtain any further information about the spe-
cifications and the quality of thesc tyres beyond what was mentioned in
the inspection reports furnished by their Inspectors on 4th May, 1962,
These inspection reports were obviously rendered in answer to  specific
queries and did not contain all the vital information which the D.G.S. & D.
should have obtained before entering into the rate contract.
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3.4.4. We are, therefore, of the view that the observations made by
the Public Account Committee that the D.GS. & D. did not follow pro-
per procedure in entering into raie contract. is correct, but he has now
taken remedial action. We, however, submit that the observation of the
Public Accounts Committce that the D.G.S. & D. did not maintain liaison
with the S.T.C. is not borne out by the facts of the case as given 10 us now.
In fact, from a perusal of the records of the two organisations, it is clear
that there were frequent discussions between the officers of the two orga-

3.4.5. During our cxamination, we have also come across a copy of a
letter of February, 1963 on the file of the Inspection Wing of the D.GS.
& D addressed by the Inspectorate at Calcutta regarding the unsatisfactory
storage conditions of tyres in the stocks of Messrs Ramkrishan Kulwant
Rai. This letter stated that a sample tyre was tested at the laboratory of
the National Rubber, Calcutta, and in view of the test results of the Natio-
nal Rubber, Calcutta, the tyres were not found satisfactory. We find that
no action was taken on this letter by the Purchase Wing of the D.G.S. & D.
where the letter had been diarised but not put on the file. If this had not
been suppressed, it is possible that the A/T referred to in paragraph 3.6
would not have been placed and the rate contract with this firm for these
tyrés might also have been discontinued.

3.5. Noa-inclusion of Warraaty Clause in the Rate Contract

In paragraph 3.46 of their Report. the Public Accounts Committee
«desired that the lapse on the part of the officer/officers concerned in not
including the Warranty Clause in the Rate Contract issued by the
D.GS.&D. should be thoroughly investigated and responsibility fixed.
‘The observations of the Committee in this respect were accepted by the
D.GS. & D. Responsibility for this lapse has been fixed on three offi-
cers—the Deputy Director (Supplics and Disposals), the Section Officer
and the dealing Assistant and dnscxphnary action against them has already
‘been initiated.

3.6. Failure to examjne properly the quality of THR tyres offered by
Messrs. Ramkrishan K‘nhmﬂ)w before am A /T was placed on
12¢h Juge, 1963. ,

3.6.1. We have examined the observanons of the Public Accounts
Committee in' paragraph 4.33 of their Repon that supplies to specifica-
tions other than those for which mdents had bem phced were made. We
‘have examined the”relbvant ﬁf& of tl;e D(:S &D, and find- that several
{incotrect ‘and ‘misleading statcpneqls were made by the Deputy Ditector
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(5. & D.), who was dealing with this case at all stages as indicated below:—

(i) While recommending acceptance of ST pattern tyres in lieu of

CC tyres on an earlier occasion, the D.G.S. & D. had endors-
ed copies of his letter to OC COD Malad, and Army Head-
quarters also seeking the latter’'s agreement. But both the
otficer Commanding, COD. Malad, and Army Headguarters
did not accept ST pattern tyres in lieu of CC tyres.
However, the D.G.S. & D. did not consult Army Headquarters
when THR tyres were offered by Messrs. Ramkrishan Kulwant
Rai in licu of CC tyres demanded by Ofticer Commanding,
COD. Malad. Had he done so. the deal would not have gone
through. (Nor did the Officer Commanding COD, Malad,
keep Army Headquarters in the picture about this deal for
which the Officer Commanding, COD, Malad, had been held
responsible and disciplinary action taken as cxplained in
Chapter V).

(i) In a note dated 3rd May, 1963, the same officer made a state-

ment that these THR tyres were equivalent to Cross Country
tyres. This statement is incorrect as THR tyres and Cross
Country pattern tyres arc two separate and distinct entities.
The Committee had examined a sample cach of these two
patterns and this position was clear beyond doubt, The DD (S.
&D.). therefore, did not care to verify the statement made by
the firm that THR/Universal pattern tyre is identical to
Teack Grip of Dunlops which was a Cross Country tyre and
accepted the firm's statement without any verification.

(1ii) Further. in a note recorded on 15th June., 1963, he stated that

“the price fixed by S.T.C. for Standard pattern tyre of the
same size was Rs. 380 whereas the firm have quoted the same
price for THR /Universal Track Grip pattern tyres i.c. which
are Cross Country type and should be costlier than usual
standard pattern type”. This statement was misleading be-
cause ‘the price fixed for standard pattern tyre of the size was
for one set of tyre, tube and flap whereas Messrs. Ramkrishan
Kulwant Rai had quoted a price of Rs. 380 for a ryre only.

We have also observed that the D.G.S. & D. had already entered

4

into rate contract for ST tyres offered by Messrs. Ramkrishan
Kulwant Rai at a price of Rs. 349 per set of tyre, tube and
flap. We have also been informed that Messrs. Ramkrishan
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Kulwant Rai imported tyres under two sizes, namely,
750X20— 14U PR and B825X20—1i2 PR and there is no evi-
dence to show that they imported tyre size 825X20—12 PR
under two diicrent types, namely, ST and THR, although in
st they received some tyres windh corresponded to ST
pattern and sonme winch corresponded to THR pattern. How-
ever, the Janded ot of both these types wis the same, nane-
Iy, Rao 210 per oset. When, therciore, the DGS & D had
themselves tined Re 249 per set for tyre, tube and flap, for
ST pattern there was no reason for them 1o fix a higher price.
namely, Koo 5060 Lo tvre aione of THR patiern It o te
various nusleading sLoement. made by DD oS & D that fod
the DGS & Dot iy the price at Re 200 per nae abone
The Public Accounts Committee have estimated the Jow an
*hin tranaction ot B 1L per tvre (RS 260 munus R 349
fixed for ST e VMe find however, that the e of
Ru 249 wae for o oser of tvre, tube and fap, ond 0 an altowe-
ance of at feast Re 20 o omade for the fup onf ke, the net
price for tyre alone would not exceed Re 329 por tvre. B
paymy Rs. 300 per tvie adone for the THR O patern, rhe
DOGS & D omade the Defence Ministry payv an additional
Ra. 31 per tyvre instead of Re L per tyre as mentioned in the
Public Accounts Committce Report.

(V) Again, the same Otheer made o statement in the file on  Tst
June 1963 that the price fixed for Polish tyre (Cross Country
typer was Rs. 360 per tvre. He, however, made an enquiry
from the State Trading Corporation on 7th lunc. 1963 to
verify whether the cif. Indian port price of the Hungarian tyre
offered by Messrs. Ramhrishan Kutwant Rai was Re. 210 per
sl as claimed by the tirm. If he had consulted the ST.C.
simultaneously reearding the cif. Indian port  price of the
Polish tyre also he would have known that it was Rs. 22824
per set .. Rs. I8.24 more per set. We have cxamined one
tyre of cach of these two categories and it was clear that the
Polish tyre (Cross Country tvpe) was superior to the THR
Hungarian tyre). On account of failure to examine this as-
pect by the DIX(S. & D). Government were forced to pay the
same price for an inferior quality, the landed cost of which
was also less.

(v) The Officer Commanding. COL., Malad, had only stated in his
letter of 12th April. 1963 that the offer of the firm “may be
considered”. The Officer Commanding, COD, Malad, had
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not indicated in his letter that he had already inspected a sam-
ple of this tyre and found it satisfactory. The DD (S. & D.)
should not, thercfore, have construed this letter as a spevific
or definite recommendation that the tyres were acceptable to
Officer Commanding, COD, Malad. in partial satisfaction of
the demand for Cross Country tyres. He should have con-
ducted an examination on his own before he recommended
acceptance of these tyres on the basis of Othicer Commanding
COD., Malad’s letter.

(vi) Further in a note dated 16th May. 1963, the Director (S, & D)
suggested that before placing an order for the bulk guantity
it may be nccessary to get the tvres inspected cither by DL
Bombav. if DDG(S) agreed, or by the Defence Inspectorate.
In reply, the DIXS. & D) had stated in o note dated 30th
May. 1963 turer aliv as follows - -

“From a copy of the Inspection Note received it is seen  that
tyres from these imported stocks have been accepted by
TDE(V) on 27th March, 1963.”

The Inspection Note referred to by him was, however, with refer-
ence to supply of ST pattern tyres.  Further, the offer from
the firm themselves for THR tyres came on 3rd April, 1963
re. after a week of the Inspection Note referred to by the
DS & Do The DD (S. & D)) has, therefore, tried to give
a muskeading reply 1o the point ratsed by the Director (8. & D).

It appears 10 us from the various notes recorded by this officer that he
was unusually enthusiastic in finalising this deal and was more guided by
a desire to liquidaie the stocks of these imported tyres than to examine
the offer according 1o its merits.  This officer, who has retired, is alrcady
under disciplinary action for another charge i.e. non-inclusion of warranty
clause in the rate contract entered into by the D.G.S. &D. We recom-
mend that additional charges for the lapses in this deal should also  be
framed and action against him proceeded with. In our opinion the loss
caused to the Defence Ministry was almost cntirely duce to the misleading
statements made by this officer. We understand, however, that the D.G S,
& D. has already initiated action against him.

3.6.2. As regards the Public Accounts Committee's observations in
paragraph 3.59 of their Report that they could not discount the possibility
of collusion between the purchasing authority and the firm, the case has
been reported by the D.G.S. & D. to the Special Police Establishment,
who are now investigating into it.



3.6.3. As regards Public Accounts Committee’s observations in para
3.60 of their Report, whether suppliers actually imported/supplied tyres
of ST tread pattern and THR/Universal pattern or supplied only ST
pattern tyres, there is nothing on the records of the State Trading Corpora-
tion to clarify this point. Both the D.GS.&D. and the State Trading
Corporation, however, had written to the firm who had stated that they
had imported CORDATIC tyres from Hungary in the size 825X20—12
ply. both in ST tread pattern and THR: Universal pattern, and this fact
could casily be verified by the purchiscrs. A sample each of these tyres
purchased by COD under an AT for THR tyres and under a supply order
for ST pattern tyre was obtained for examination by us. We found that
they were of different tread patterns, although it could not be stated that
THR/Universal pattern tyre offered by the firm was equivalent to a Cross
Country tyre required by the Army,

3.7. Action aguinst Messrs, Ramkrishan Kulwant Rai and their influence
with the D.G.S.&D.

3.7.1. In paragraph 3.73 of their Report, the Public Accounts Com-
mittee regrefted to note that no action had been tahen against the firm for
withhoking  from D.GS & 1. the mioamation  about  complamnts  of
manufactunng defects in the tvres,  They felt that the DGS & Do inrer
alia had been unduly genorous with this particular firm. We have been
informed that the matter had been considered by the D.G.S. & D. in con-
sultation with the Ministry of Law who had advised that, so long as the
Injunction of the Calcutta High Court remained operative. no  further
action could be taken avainst the firm. The D.GS. & D, has  further
stated that the case has been referred to the SP.E. on 19th  November,
1966 for investigation. The report of the S.P.E. is still awaited.

3.7.2. As regards the observations of the Public Accounts Committce
in paragraphs 3.75 and 3.76 of their Report, we have been informed that,
until the results of the disciplinary proceedings against some of the offi-
cers concerned and SPE's investigations are known. it is not possible to
state if there was any collusion between the officers of the D.G.S. & D. and
Messrs. Ramkrishan Kulwant Rai.



.CHAPTER IV
MINISTRY OF DEFENCE
4.1. Genersl

4.1. The Public Accounts Committee have made the tollowing recom-
mendations/observations in so far as the Ministry of Defence are concerned,
(For the sake of convenience, the serial numbers of the recommendations/
conclusions as given in Appendix X1V of the Report are also indicated in
brackets):—

(1) A thorough inquiry into the possibility of a collusion between
the purchasing authorities, inspecting authoritics and the firm
with a view to giving deterrent punishment to the guilty (Serial
No. 32).

(i) An investigation in regard to acceptance of tyres of specitica-
tions other than those indented for by C.O.D. Kandivilli and
to look into the failure on the part of C.O.D. Kandivilli in not
taking immediate action to cancel the indent dated 9th pceb-
ruary, 1963 against which an AT was placed by D.GS. & D.
on 12th June, 1963 (Serial Nos. 41 and S0).

(i) Details of performance of the HUNGARIAN tyres purchased
under the AT to be intimated after collection by  Army
Headquarters (Serial No. 42).

(iv) Dustinction sought to be made for the requirements of the for-
ward areas and of the other arcas in so far as these import-
cd tyres were concerned is not appreciated (Scrial No. 43),

(v) Ministries should invariably keep written minutes of important
meetings where decisions are taken (Serial No. 45).

(vi) Delay in the Ministry of Defence in communicating the orders
of the Defence Minister dated 19th April, 1963 should be
investigated and necessary action taken against  dclinguent
officials apart from devising suitable remedial measures to
avoid recurrence of such cases [Serial Nos. 50, 51 and
[52 (12)].

~ We have gone into the relevant files on these points apart from obtain-
ing some¢ more information from the Ministry of Defence. We have also
discussed the various points with some of the officers concerned. The

(8
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result of this cxamination and our findings arc explained in the succeeding
paragraphs.

4.2. Inspection of tyres by Delence Inspectors

4.2.1. The Dcfence Inspectors are not consulled by the DGS & D
before the latter cnters into any rate contract for consumer items  like
tyres.  Accordingly they were not consulted before the DGS & D. un-
tered into rate comtract for supply of imported tyres with the firms.  Nor
were the Defence Inspectors comsulted ether by the D.GS, & D oor OC,
C.O.D., Malad, before the AT was placed by the DGS. & D on 12th
June, 1963 for supply of 7100 THR pattern tyres m lieu of cross country
pattern tyres ongmalhy demanded by OC, CO.D . Malad

4.2.2. The Defence bospectors carnied out visual mspection presenb-
cd under the then existing procedure (reproduced belowr and with refer-
ence to the detwils contained in the supply order A T und  the  details
stencilled/embossed  on the tvres, when the supph matcnahised apamst
the orders placed by the mdentors:.

(i) Examine the tvre for manufacturer’s nime, code, wee. ply, re-
gistered serial pumber and tread Jdesign

() Examine the tvie tor ats tlevbabity, freedom from tachiness,
pates, air pochets and bubbles.

(i) Exanune the wmner inung band play, it should be unbroken.

{iv) Examine the arca about the lock up plics over the beading und
the side walls,  These should be unbroken and the cord pliv
not visible.

{v) Brand the tyie with Acceptance Marking

(v} Directoral tyres must bear the arrow marks showing direction
of rotation or front and rcar wheels.

Additional miscellancous nstructions provided 100 per cent visual inspec-
tion of tyre for defects such as cuts, criacks, blisters and butling and <imi-
lar external manufacturing defects.

4.2.3.  We, however, observed the foliowing lapses in the inspection
carried out by the Defence Inspectors: —

(i) The Inspectors did not try to co-relatc whether the tyres offered
were really 12 ply rating on the basis of the maximum load
carrying capacity and pressur: embossed on the  CORDATIC
(Hungarian) tyres especially as the ply rating was not emboss-
ed but only stencilled.
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(ii) In respect of the A/T for THR tyres placed on 12.6.1963, the
A/T imdicated, in addition to the brand size and ply rating, the
Army catalogue number of the item. This particular catalogue
No. indicated in the A/T related to cross country pattern tyres
whercas the tyres tendered for inspection were of THR pat-
tern.  Although the pattern THR was also indicated in the AT,
yet the inspectors should have raised a query with the DGS&D
or the indentor (OC, COD, Malad) for reconciliation of the
correct pattern required.

4.2.4. In regard to (i) above, we were informed that the Defence
Inspectors were not conversant with the practice followed by the East Euro-
pean manufacturers. The Indian manufacturers only embossed the ply
raung and they do not indicate the maximum load carrying capacity or
pressure on the tyres. Therefore, the Defence Inspectors  did not take
notice of the details of maximum load carrying capacity and pressure em-
bossed on the imported tyres and tried to verify whether they corresponded
to 12 ply rated tyres. We were informed that the Defence Inspectors were
at that time working under very heavy pressure, and therefore, they could
not go into all the details embossed on the tyres except those which are
normally examined by them in the case of indigenous tyres. However, sub-
sequently they found that, according to the maximum load carrying capa-
city and the pressure indicated in the tyres, they could not be rated as 12 ply
rated tyres according to Indian standards. As a remedial measure, how-
ever. they have amended the relevant clause of the Inspection procedure to
specifically provide for such contingencies in future under which the Defence
Inspectors had to co-relate the maximum load carrying capacity and pres-
sure embossed on the tyre with the ply rating.

4.2.5. While we feel that we may ignore these lapses partly because of
heavy pressure of work to which they were subjected to at the time and
partly because of the confirmation we have now received from the manu-
facturers that 12 ply rating stencilling was done by them, we cannot but
observe that the Inspectors’ suspicions should have been aroused by the fact
that the ply rating was not embossed as is the case with Indian tyres but
only stencilled. The second lapse referred to above is serious and cannot
be ignored. We recommend that these aspects should be investigated fur-
ther and responsibility fixed on the officers concerned. However, there
does not appear 10 be any reason to suspect collusion between the Defence
Inspectors on the one hand and the purchaser/suppliers on the other.

4.2 Respoumsibility for acceptance of the tyres in leu of C. C. Tyres.

4.3.1 In paragraph 4.12 of their reoprt, the PAC desired to know the
result of investigation proposed to be made in the case regarding acceptance
of tyres of specifications other than those indented for by COD Kandivilli.

1632 (Aii) LS—7.
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In paragraph 4.45 also, the Public Accounts Committee felt that the failure
on the pant of COD Kandivilli in not taking immediate action to cancel the
indent dated 9.2.63 against which an order was placed by ‘DGS&D on

12.6.63 as soon as Army HQ signal of 15.4.63 was received, required look-
ing into.

4.3.2 We have cxamined the relevant records and find that the action
of OC, COD, Malad in accepting THR tyres in licu of CC tyres was not at
all justified. We have also reason to believe that the various actions of OC,
COD, Malad were not bonafide.  He had no authority to accept THR tyres
in lieu of CC tyres without the approval of Army Headquarters.  Yet, when
the supplier approached him he communicated his willingness to accept
these tyres to DGS&D without enndorsing a copy to Army HQrs. Had he
endonsed a copy to Army HQrs.. the latter might have immediately asked the
DGS&D not to act on the letter of the Officer Commanding. Central Ord-
nance Depot.  We find that in connection with this correspondence he had
actually endorsed copy of an carlier letter 1o Army HQrs. His failure to en-
dorse a copy of this important communication is, therefore, not free from
suspicion. His conduct becomes all the more reprehensible when on 15th
April, 1963 he received o signal from Army HOrs not to place any further
supply orders on Messrs Ram Krishan Kulwant Rai and General Industries
Stores Co. Ltd. without reference to Army HOrs. Since the OC, COD, Malad
had accepted THR tyres when he had no authority to do so only as late as
12th April, 1963 he could have well realised that DGS&D could not
have entered into a firm contract by 15th April, 1963, when he received a
signal from Army HQrs. It was, thercfore, incumbent upon him to inform
the DGS&D telegraphically that the latter should not take any action on his
letter dated 12th April, 1963 until further advice. This is the minimum that
he should have done and if he still felt that his action was right he could
have approached Army HOm. with a request that the action already taken
by him may be approved. His subsequent explanation that what he was
asked 10 do was not to place further supply orders did not require him to
cancel any orders already placed is to say the least a technical plea to cover
up his unauthorised action.

4.3.3 We have been informed by the Defence Ministry that they have
taken adequate action to punish the officer. In fact they have applied a cut
of 33 per cent. in his pension commuted value of which comes to about
Rs. 30,096. We consider the action taken by the Ministry of Defence
against this officer as adequate.

4.4. Delay in commanicating the orders dated 19.4.1963 of the Defemce
Minister that imported tyres should not be purchased for Defemce 175

4.4.1 In paragraphs 4.45, 4:46 and 5:1 (Item 12) of their Report,
the Public Accounts Committee have pointed out that the specific orders of
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the Minister of Defence dated 19.4.1963 were not immediately communi-
cated to the indentors and to the DGS&D. They were not convinced with
the reasons for not taking action, advanced in evidence during the sittings
of Public Accounts Commitiee. They have observed that the file was uvail-
able with the Ministry of Defence for 10 days and that action could have
been taken during that period. As a result of this delay, the order for 7,100
tyres involving 4 sum of Rs. 25.56 lakhs was placed by the DGS&D on the
12th June, 1963, They took a serious view of this delay and desired that
necessary action should be taken against the delinquent officers.  They also
desired that suitable remedial measures should be devised to avoid recur-
rence of such cases. The Department of Defence and the Department of
Defence Production have cxamined these observations and have reported
as follows:

4.4.2 Paragraphs 4.4 and 4.3% to 446 of the Report explain the
reasons as to how the Defence Minister passed orders on 19.4.63 (repro-
duced in para 4-38 of the Report) and what further action was taken there-
after.  As explained in para 4°39, at the instance of the Defence Secretary,
a signal was issued by Army Headguarters on the 1Sth April, 1963 to Ofticer
Commanding. Central Ordnance Depot, Malad, that no further supply
orders should be placed on the two firms on the rate contract  with  the
DGS&D without prior approval of Army Headquarters, At that time a coin-
plaint had been received, which was under investigation, and pending a final
dectsion, the above action was taken.

4.4.3 A« regards delay in communication of the Defence Minister's
orders dated 19.4.1963, the delay occurred in two spells—one  from
19.4.1963 10 29.4.1963 and the second from 25.6.63 to 19.7.1963. As a
result of observations of the Public Accounts Committee, the delay has been
further examined in detail by the Department of Defence Production. Ex-
planations of the then Section Officer and the Under Secretary concerned
have been obtained. During the first spell of delay, the file was sent down
by the Defence Minister through the Defence Secretary, Minister for' De-
fence Production, Joint Secretary (Coord), Secretary (Defence Production),
Deputy Secretary(P), Deputy Secretary(Fys) and US (Prod) and the file
reached the concerned Section ie. D(Prod) on 29.4.1963. The dcla.y
which has occurred from 19.4.1963 to 29.4.1983 cannot therefore, be attri-
buted to any particular individual and it was due to the procc@urc in send-
ing files through various levels to the appropriate ofﬁccr/:Sccuon_conccmcd
for taking necessary action. As a remedial measure, instructions were
issued onv19.9.1966 that “when a decision is taken by Government necess'n-
tating the issue of orders, the orders should issuc promptly. If the 2(\; b::
also required for any purpose the issue of orders should not be ’flc‘ay
the orders should issue forthwith and the file released thereafter.
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The file was reccived in Section D(Prod) on 29.4.63 and it was with-
drawn on the very same day by the Staff Officer to the Defence Secretary
for handing over to the Special Police Establishment. Since the file was in
Section D(Prod) for a very short time, it was not physically possible to issue
the instructions or take cxtracts immediately and take action thereon. In
view of this reason, the Defence Production Department consider that no
particular person could be held specifically responsible for this delay.

4.4.4 The second spell of delay was from 25.6.63 (when then file was
returncd o the D(Prod) by the S.0. to Defence Secretary) to 19.7.1963
(when necessary instructions to the DGOF were issued and the file released
by the Department of Defence Production to the Mimistry of Defence for
further necessary action in so far as the Ministry of Defence were concern-
ed. The circumstances leading to this delay from 25.6.63 to 19.7.63 have
been exanuned in detail by the Department of Defence Production in  the
light of the explanations given by the then Section Officer/D(Prod) and
US(Prod).  The examination has shown that the delay was avoidable and
they have, therefore, decided that these two officers should be warned in
writing. The delay on the part of the Section Officer has been considered
more serious and in his case, thercfore, the warning is proposed to be noted
in his Confidential Reports. 1t will, however, be noted that the order had
been placed by the DGS&D on 12th June, 1963,

4.4.5 Aflter issuc of instructions to the DGOF, the file was  received
from the Department of Defence Production in the Ministry of Defence on
20.7.1963. In the mcantime, extracts of relevant notes had been received
from the Defence Seoretary on 1R.7.1963 by the Additional Secretary. These
were passed down to Joint Secretary (Q), Deputy Secretary (Ordnance) and
Under Secretary (O.1) Under Secretary (O-1) put up a draft on 19.7.1963
and after approval by Joint Secretary (Q), the fair copies of the orders were
issued on 22.7.63. On 31.7.1963. the MGO's Branch suggested that the
decision may be communicated inter aliv 10 the DGS&D also which was ac-
cordingly done on 5.8.63.

4.4.6. No further orders for the imported tyres were, however, placed
by the Defence authorities after the issue of Army Headquarters signal dated
15.4.63, although on the basis of a letter issued by Officer Commanding,
Central Ordnance Depot, Malad, on 12.4.63, the DGS&D placed an A/T
on 12.6.63 for 7,100 imported tyres. This quantity of 7,100 tyres had,
however, already been reduced to the extent possibie by the DGS&D with-
out financial effect, as carly as 8th July 1963. The responsibility for this
deal has also been fixed on the Officer Commanding, Central Ordnance

Depot, Malad, vide para 4.3.

44.7. We have examined the above observations of both the Depart-
ments in the Ministry of Defence. After the orders were passed by the
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Defence Minister, the file was shown to the Minister for Defesve Produce
tion also. Thereafter the Defence Sccretary sent a reply communicating
the Defence Minister's orders to the Principal Private Secretary to the Prime
Minister who had forwarded the complaint from Shri Kamalnayan Bajaj.
Thereafter, the file was passed to Secy. (Defence Production) on 24.4.63.
As cxplained in paragraph 4.4.3 above, the file reached the Scction
D(Prod) on 29.4.6 only. The file was, therefore, with the senior officers
in the Department of Defence Production from 24.4.63 to 27.4.63. In view
of this important decision of the Defence Minister action could have been
taken to ensure that the orders were issued immediately instead of the file
being merely passed down to the Section through the various levels. Fortu-
nately the Defence Secretary had already on 15/4/63 given verbal instruc-
tions not to purchase these tyres and Army Headquarters had sent a signal
to O.C., C.O0.D., Malad, accordingly. We, however, agree that it was
not physically possible to issue the instructions by Section D(Prod) within
a few hours of its receipt in the Section and before it was withdrawn by the
Defence Secretary’s office for handing over to the S.P.E. The Deptt. of
Defence Production have, however, concluded that the delay in the second
spell referred to in para 4.4.4 above was serious and have held the Section
Officer and the Under Secretary concerned responsible, the Section Ofticer’s
delay being considered more serious. We could not agree that the delav
on the part of the Under Secretary was not so scrious. We feel that in view
of the important decision and the delay which had already occurred. the
Under Secretary should have issucd the draft already put up by the Section
Officer and thereafter returned the file to the Section for keeping extracts.
Both the Section Officer and the Under Secretary were equally responsible
for the delay and to the same cxtent and the penalty proposed was not ade-
quate. The Department of Defence Production may, therefore, reconsider
the adequacy of penalt in the light of these observations.

4.5, Distinction between requirements of forward areas and ofher aress

4.5.1. In paragraph 4.20 of their Report, the Public Accounts Com-
mittee have stated that they were unable to appreciate the distinction songht
to be made between the requirements of forward areas and of the other
areas in so far as these tyres were concerned. The Committee could not
help feeling that this distinction was made perhaps to accept thesc tyres,
the quality of which was doubtful.

4.52. In the absence of recorded minutes of meeting held in the
foom of Minister for Ministry of Defence on 30th July, 1962, ft is
difficult 1o state at this stage with accuracy on what basis it was decided
to make a’distinction between the requiroments of tyres for forward areas
this diocting slso' formed the basis for the DGS&D to enter into a rate
contract with the Indian firms as well as the Defence authorities going in
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for these imported tyres. We, therclore, felt that we should gather as
much information as possible about the details of discussions of this meet-
ing by contracting as many of those who werc present in the meeting as
possible.

4.5.3. We met Shri C. M. Poonacha, Minister for Railways and Shni
K. Raghu Ramaiah, Mmister for Petroleum and Chemicals, under whose
chairmanship this meeting was held and have also consulted several
other persons who were present at this meeting.  From these discussions
we have gathered a firm impression that the main reason which prompted
the deaision 10 mahe o distinction between the requirements of forwand
arcas and rear areas, was the fact that these tyres were under storage for
some time and it would not be prudent to use these tyres in forward areas.

4.6. Kecping the written Minutes of important meetings

In paragraph 4.26 of their Report, the Public Accounts Committee
urged that the Ministries should invariably keep written minutes of im-
portant meetings where decisions are taken, Necessary instructions have
been issued by the Ministry of Defence, Department of Supply and the
DNGS&D.

4.7. Performance of Imported Tyres

4.7.1. In paragraph 4 13 of thei Report, the Public Accounts Com-
mittee have stated that they would hke to be informed about the details
of the performance of these tvres after those were collected by the Army
HOrs.  Ministry of Dcefence have since obtained details available so far
fram Army HOQrs and have reported as follows:

4.7.2.  Against the AT placed on 12th June, 1963 for 7,100 THR
pattern tyres on Messts Ramhkrishan Kulwant Rai, the number of  such
tyres which were actually supplied is 5904,  Besides, 3,550 'CORDA-
TIC' (HUNGARIAN) tyres of Stundard Tread pattern were also pur-
chased by the Army authorities under Rate Contract entered into by the
DGS&D with that firm. In all, therefore, 9454 "CORDATIC' (HUN-
GARIAN) tyres were purchased by the Defence Services. The perfor-
mance of these tyres can best be judged with reference to mileage perform-
ed by the tyres which have been removed from the vehicles as beyond
local repairs or beyond economic repairs in comparison with the similar
performance of standard indigenous tyres. Statistics have since been
obtained in this connection. During the period from 1st January, 1962
to 31st December, 1966 the total number of indigenous tyres which were
removed as beyond local repairs/beyond economic repairs was 49,972.
The total kilometrage performed by these tyres was 1,07,84,14,750. The
average kilometrage per tyre performed by an indignous tyre is, therefore,
21580. During the same period, a total of 1583 CORDATIC (HUN-
GARIAN) imported tyres were removed as BLR|BER. (Separate
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statistics are not available for thc THR:Standard Pattern tyres of this
CORDATIC brand). The total kilometrage performed by these COR-
DATIC tyres is 3,28.22,101. The average kilometrage per tyre performed
by these CORDATIC tyres is. therefore, 20.747. In other words, the
performance of CORDATIC imported tyres is more or less the same as
of an indigenous tyre.

4.7.3.  As regards performance of STOMIL (POLISH) tyres pur-
chased by the Defence authorities from Messrs General Industrial Stores
Suppling Co, during the period of § years from Ist Janvary, 1962 to
31st December, 1966, 787 such STOMIL tyres were removed as BLR/
BER. The total kilometrage performed by these tyres is 1,34,29,023.
The average kilometrage performed by these tyres is. therefore, 17,064,
In other words, the performance of STOMIL (POLISH) imported tyre
is about 85 per cent of an indigenous tyre.

4.74. We would like 10  observe that the performance has been
judged only with reference to a small percentage of these imported tyres
which have so far been removed as BLRBER. In other words, a major
portion of these tyres are still in use and if the performance of such tyres
which are subsequently removed as BLRBER is also taken into account,
the average kilometrage per tyre performed by thesc imported tyres may
2o up. A general conclusion can, thercfore, be drawn that, although
the specitications of the imported tyres were not as good as indigenous
ityres, yet the performance has been satisfactory.



CHAPTER V

S, Compeasation for Defective Tyres

5.1. In paragraph 2.50 of their Report, the Public Accounts Com-
mittee wished to know whether the State Trading Corporation had made
any enquiries to find out whether the actual users had been compensated
for defective tyres supplicd by Messrs Ram Knishan Kulwant Rai and
Mesars Consolidated Equipment (India) Private Lid. In paragraph 3.69,
they have stated that all the defective tyres might not have been reported
to the authorities concerned as the public were not perhaps aware of the
procedure in this case. In paragraph 5.4, they desired that Government
should take immediate steps to assess the losses suffered by the various
users due to the purchase of these defective tyres and to secure adequate
compensation from the firms.

5.2. In regard to paragraph 2.50 of the PAC's Report, STC have
intimated that, on an inspection of their accounts, the Consolidated Equip-
ment (India) Private Limited had paid Rs. 9.890 by way of compensation
to the buyers of defective tyres. In so far as Messrs Ram Krishan Kul-
want Rai are concerned, pancl meetings for defective tyres purchased
under Rclease Orders issued by the STC were held on 7th April, 1962
and 13th August, 1962 and compensation, as necessary recommended.
On 17th June, 1963 Messrs Ram Krishan Kulwant Rai again wrote to
STC to arrange for a further pane!l meeting as 50 more defective tyres
from the privatc as well as Government parties had been received by
them. From the STC's papers available it is not clear whether a panel
meeting was held or not. There is no mention in Appendix XI of the
PAC’s Report about these defective tyres supplied by Messrs Ram Krishan
Kulwant Rai. The STC understood from the firm that the latter had
paid compensation to the byuers of defective tyres. However, on an ins-
pection of the accounts of this firm by the STC Inspectors, it transpired
that the firm did not pay any amount to the actual users out of the com-
pensation received by them from the foreign suppliers. The Inspection
Report of the STC has also revealed that, apart from the amount of
Rs. 4,80,000 reccived by the firm as compensation from the foreign sup-
pliers, the firm also received two other amounts of Rs. 93,120 and
Rs. 46,400 as compensation claims. The basis on which these amounts
were paid are not known. We would, therefore, recommend that the
STC should press Messrs Ram Krishan Kulwant Rai to pay cowzzcs.
tion to the buyers as alrcady decided by the panel. '
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5.3. As regards the observation of the Public Accounts Committee
in para 3.69 of their Report, the STC have intimated that these tyres
had been imported primarily for the use of big fleet owners, such as
Road Transport Undertakings, Cooperative Socicties and automobile
manufacturers etc. These partics were, according to the STC, expected
to know the normal trade practice in the mater of tyres prematurely failing
without giving adequate mileage.  Accordingly, it was not considered
necessary by the STC to make a public announcement in regard to the
procedure for awarding compensation for tyres which failed prematurely.
However, whenever, complaints were brought to the notice of the STC,
inspection of the tyres was arranged by the panel and suitable compensa-
tion awarded.

54. In regard to the particular complaint from the PEPSU Road
Transport Corporation referred to in paragraph 3.63 of the PAC's Report,
the question of constituting a panel in consultation with the firm for the
inspection of alleged failed tyres was taken up. The firm (Messrs Ram
Krishan Kulwant Rai), however, has since refused to accept any panel
and the STC are now considering the further line of action under the
terms and conditions of their agreement with this firm.

5.5. The DGS&D have stated that, on 24th May, 1966, they had
asked all the direct demanding officers (approximately 560) to furnish a
report on the quantity and value of tyres which had failed prematurely
from the purchases made against the rate contract from the STC stockists.

In response to this circular, replies were received from 181 direct demand-
ing officers as per breakup below: —

20 DDOs reported various defects.

15 DDOs stated that though they had operated against the rate
Contract. no tyres have been found defective.

x4 -

146 DDOs stated that they did not operate against the rate
contract.

No replies were received from 379 DDOs. The total number of tyres
found defective and compensation claimed werc reported to the STC on
Ist September, 1966 for the tyres to be examined by the panel of judges
appointed by the STC to award compensation. The break up of the
defective tyres and their values reported to the STC, so far, is as under:—

Direct purchasers
Number of indentors who reported for defects. . 8
Quantity defective . .. ) . . 94 ryres and 16 tubes

Amiowne . . . . . . .. Rs. 30,009/- |

———
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der rate cuntract

Number of indentors who rcponcd for defects. : 1§14

Quantity defective : - 39<tyresand 1c tubes
Value . : . : : . - Rs. 1,085,532 -
Against Dt/mcc AT

Number of indentor , .

Quuntity defective : : . : 138 ‘

Value ‘ Rs. 54,648 -

(Actual loss @ Rs.

360~ for 138 tyres

comes to Rs. 49,680 -
Agamst DGBR AT

No. of indentor . ‘ B |
Quantity defective : : 175

\'uluc : . : . Rs. 42, 3;0-

Sb " The S!atc lradm& (urpor.mon took up the matter wﬂh the
firms 1o arrange pancl meetings for inspection  since such a provision
existed in STC's agreement.  After long negotiations and  pensuasion,
Messrs General Industrial Stores Supplying Company agreed to a panel
meeting and to award compensation as per the recommendations of the
Pancl. Necessary action is in hand.  Messrs Ram Krishan Kulwant Rai
have, however, not agreed for a panel mecting to award compensation at
this late stage and further action vis-g-vis the terms and conditions of the
STC's agreement with this firm is under consideration, vide para 5.4 above.

5.7. So fur as purchases made by the Army are concerned, reports
of premature failure in respect of 138 CORDATIC (HUNGARIAN)
tyres were made to the DGS&D for  obtaining compensation from the
firm. The DGS&D had intimated that these complaints were also report-
ed to the STC on ist September, 1966, but the firm /¢, Messrs Ram
Krishan Kulwant Rai had not agreed for a panel meeting to award com-
pensation at this late stage and further action is being taken by the STC
vide para 5.4 above.

5.8. Out of the 2,776 Polish tyres purchased by the DGOF under
# supply order placed by him direct on Messrs General Industrial Stores
Supplying Company, 50 tyres failed prematurely and the DGOF prefer-
red aclaim on the firm. The claim was turned down by the Regional
Manager, State Trading Corporation, Calcutta, who had inspected them.
The Defence Production Deptt. are now taking up the matter with the
State Trading Corporation authorities at Delhi. These tyres were obtain-
ed under a warranty clause. A further report of 65 more prematurely
failed tyres has since been received and the matter is under investigation
by the Department of Defence Production.

5.9. We have considered the position as reported above. As these
tyres were purchased as carly as 1962 and 1963, it would be difficult to
pursue the claims for compensation if more delay is entailed. We, there-
fore, recommend that the State Trading Corporation should immediately
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arrange for a mecting with the DGS&D, Defence Production Department
and the firms concerned after getting all relevant details from the autho-

rities concerned with a view to settle the compensation claims without
any further delay.



CHAPTER VI -e
SUMMARY

6.1. We have covered the  terms of  reference (a)—(para 1.1) im
Chapters 11, 111 and 1V and tcrms of  reference  (b) in Chapter V. As
regards terms of relerence (ci. u draft reply on the basis of our conclusions
s at Anncxurc 1.

6.2. As a resuft of the detailed examination carried out by us, we have
come 10 the conclusion that situation which existed at the time the import of
the tyres was arranged demanded their imports in quantities decided by the
Government and in sizes decided by the State Trading Corporation.  The
tyres were also imported by and large by the time required.  However, des-
pite shortage of giant sizc tyres in the country, due to possible adverse pro-
paganda carricd out by the Indian manufacturers and of a fecling that the
imported tyres may not be as good as the indigenous tyres, there was reluc-
tance o purchase these tyres though the price was cheaper.  The potential
purchuscrs  rather  preferred  to wait  for some time o purchase
indigenous  tyres  when  available  with the result  that  the  tyres
imported could not be sold to the extent anticipated.  The State
Trading Corporation had, therefore, to  render all  possible  assis-
tance t the Indian importers in liquidating their stocks  largely
on account of the fear that financial responsibility might ultimately devolve
on them though the itention and contention of the State Trading Corpora-
tion were that they had no legal or financial responsibility in this respect.
No doubt there were some lapses in the State Trading Corporation, office
of the DGS&D and Ministry of Defence and these have been dealt with in
the previous chapters. However, experience gained by the use of imported
tyres so far has revealed that their prformance has not been inferior to
those of indigenous tvres vis-a-vis the price paid. There has been no loss
arising out of the purchases of these imported  tyres suffered by the
various users, cxcept, that in some cases compensation has not yet been
paid for the prematurely failed tyres and action is being pursued to process
the claims further with the authorities concerned.

6.3. A summary of our main conclusions is as follows. (The relevant
paragraph numbers of our report are also indicated in brackets.)

(i) The assessment of requiraments of imported tyres was made
after taking all factors in to account including those indicated in
paragraph 1.2.9 of the PAC's Report. The quantity decided to
be imported wos also substantially correct. The basis for im-
poningthetymincﬁﬁermﬁnummdemﬁngwh
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demands received and the popularity of the sizes from time to
time. By and large. the tyres were imported by the time  re-
quired. (Paiagraphs 2.2.3, 2.2.4, 228 & 229)

(ii) The meihod adopted in appointing Indian agents does not ap-
pear to be sound. Before sclecting them, it would have been
appropriate if the State Trading Corporation had invited ‘public
offers so that they would have encouraged some competition in
the matter of margins which they ultimately gave to their agents.
(Paragraph 2.3.7.).

(i) The agicements with the firms had not been drafted in consulta-
tion with the tegal experts. The STC should ensure that in all
such transacuons adequate legal advice is obtained in drafting
agreements invoring financial implications to protect themselves
against possible claims losses.  (Paragraph 2.4.4).

(iv) The STC should fix responsibility for not informing the prospec-
tive buyers about the specifications, pressure etc. in different
sizes und ply as decided by themselves.  (Paragraph 2.5.20)

(v) The STC did not bring to the notice of the DGS&D or Ministry
of Defence or the public vital information  regarding defects
and details about lower specifications. It has not been possible
to pinpoint responsibility on any particular officer for this
lapse.  (Paragraph 2.9.8.).

(vi) The fuilure to bring out the full history of the tyres, the con-
ditions and period of storage, and ommission to check the weight
of the tyres as given in the import documents by the DGS&D
Inspectors at Caleutta should be investigated  further with a
view lo taking suitable action. (Paragraph 3.2.4.).

(vii) The observation made by the Public Accounts Committee that
the DGS&D did not follow proper procedure in entering into
rate contract is correct. Remedial action has. however, been
taken by the DGS&D.  (Paragraph 3.4.4).

(viii) Additional charges for the lapses on the part of the  Dcputy
Directer (S&D) in the deal relating to the placing of an A|T for
THR tyres on 12 6.63 should also be framed and action
against him proceeded with.  (Paragraph 3.6.1.).

(ix) The non-reconciliation of the Army catalogue number and the
tread pattern given in the AT for THR tyres ‘placed by the
DGS&D on 12.6.63 by the TDE(V) Inspectors should be in-
vestigated and responsibility fixed on the officer(s) concerned.
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Therc docs not appear to be any reason to suspect  collusion
between Defence Inspectors on the one hand and the purchaser’
supplicr on the other. (Paragraph 4.2.5.).

(x) Action alrcady taken by the Defence Ministry to reduce the
pension of the Officer Commanding, Central Ordnance Depot.
Malad by 33 per cent for the lapses on his part in the deal re-
lating to the purchase of THR tyres is adequate.  (Paragrapty
4.3.3).

(xi) Responubility for the delay in communicating the orders of the
Defence Minister dated 19.4.63 has been fixed on an Under
Sccretary und a Section Officer. The adequacy of penalty pro-
posed should, however, be reconsidered.  (Paragraph 4.4.6).

(xu) The performance of imported tyres vis-a-vis the price paid has
been satisfactory.  (Parapraph 4.7, 4).

(xi) The Staie ‘Trading Corporation should immedately arrange for
a mecting with the DGS&D, Defence Production Department
and ihe firms concerned, after getting all relevant details from
the authorities concerned, with a view to settle the compensation

claims for tyres which have failed prematurely. (Paragraph
59).
(J. S. LALL) (G.1.. SETH) (G.C.L. JONEJA)
DGS&D Additional Secretary Commissioncer for
(Mcmber) Ministry of Defence Civil Supplies,
A.7.1967 (Chairman) Ministry of Commerce
3.7.1907 (Member)

3.7.1967



Anpexure |
(Re. para 1.1)
CONFIDENTIAL: IMMEDIATE
No. 14(1),67 D(O-1)

GOVERNMENT OF INDIA
MINISTRY OF DEFENCE

New Delli, the 18th April, 1967
OFFICE MEMORANDUM

SUBJFCT . —Public Accounts Commitiee 1966-67-—64th Report (3rd Lok
Sabha) relating 10 the purchase of defective tyres—Setting up of an
Inter-Departmental Committee to go into recommendations of.

The Public Accounts  Committee have  submutted  their 64th  Report
{3rd Lok Sabha) reiating to the purchase of defective tyres.  They have
found sciious lapses and shortcomings with this case and the  procedure
prevalent in the offices and lacuna in various matters. They have in all
given 55 man recommendations conclusions in their report which concern
three Ministries—Ministry of Commerce, Ministry of Supply and Technical
Development and Ministry of Defence.  In order that a coordinated reply
may be furnished by Government to these recommendations ‘observations,
it has been decided to sct up an Inter-Departmental Committee consisting of

the following officers:
(1) Shn G. L. Sheth, Addl. Secy., Min. of Defence—Chairman.
(ii) Shri J. S. Lall, D.GS. & D.

(i) Shri G. C. L. Jonecja, Commissioner of Civil Supplics, Min. of
Commerce.

Shri K. Rajagopalan, Deputy Secretary (OQ), Ministry of Defence, will
act as Secretary to the Committee.

2. The Committee w'll investigate into the case in the light of the re-
commendations and obscrvations of the Public Accounts Committec as they

consider best and furnish a report as soon as possible with particular re-
ference to the following aspects:

(a) To fix responsibilities for the various lapses revealed in this case

on the part of the officers in all the three Ministries and suggest
remedial measures.
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(b) Take steps to asscss the losses suffered by the various offices—
Defence, Transport undertaking etc., due to the purchase of
these defective tyres and secure adequate compensation from
the firms; and

(¢) suggest a reply to the various recommendations observations of
the PAC detailed in Appendix X1V to the Report.
S$d..- L. GOMES,
Under Secretary to the Government of India.
To

The Cabinet Sccretary
The Sccretary, Ministry of Commerce.
The Secretary, Department of - Supply.
Copy 10
PS 10 DM,
PS 1o MMD
5.0. to Defence Sccretary.
Socretary (DP)
Addl Sccretary (Shri G. L. Sheth).
Shri J. S. Lall, D.G.S&D.

Shri G. C. L. Joncja, Commissioner of Civil Supplies, Ministry ot
Commerce.

IS(O) IS(F&C) IS(PS)
DS

D(Budget).



Annexure 11
(Ref. para 6.1)

COMMENTS OF GOVERNMENT ON THE CONCLUSIONS'RECOM-
MENDATIONS OF THE PAC's (1966-67) 64TH REPORT (3RD
LOK SABHA) AS CONTAINED IN APPENDIX X1V THERFETOQ.

1. Assessment of requirements, basis for importing tyres in different sizes
and delay in importing tyres (S1. Nos. 1, 2, 3, 4,5, 11, S2(1), 52(4),
54(5) of Recommendation/conclusions as given in Appendix XIV of
the Report).

After the decision was taken to import 1,00,000 giant tyres of different
sizes on 20-7-1959, orders were placed from time to time according to
the demands reccived. A review was made in April 1960 by which time
the STC had made arrangements to import 38,765 tyres. It was estimated
that there would be a shortage of giant tyres to the extent of 60,000
aumbers during 1960. Therefore, it was decided to place further orders
to meet the shortage during 1960 10 the extent of a further 25,000 tyres.
Against these, orders were placed to the extent of 59.861 tyres (including
the 38,765 tyvres referred to carlier) upto 31-8-1960. The position was
further reviewed in December 1960 when, on the basis of the expected
production of indigenous tyres, a shortage of 1.23.000 npumbers  was
estimated for 1961. This deficiency was arrived at  after  taking into
account all the favourable factors referred to in para 1.29 of the PAC's
Report.  The Ministry of Commerce and Industry was in fact in close
touch with the production programmes of the indigenous tyre  manufac-
turers and were receiving half-yearly returns of their production figures,
In fact. against the estimated production of 10,84,000 giant tyres in 1961,
the actual production amounted to only 9.89.470. Compared to the
estimated requircments of 12,07,000 tyres for 1961, the estimated
deficiency of 1.23,000 tyres crred on the safe side. It was, therefore,
decided in December 1960 to place orders to the extent of 1,20,000 tyres
to meet the deficiency during 1961. No difficulty was experienced in the
disposal of the 59,861 tyres ordered upto 31-8-1960 against the shortage
during 1960. However, the difficulties that were experienced in the dis-
posal of 73,680 numbers ordered subsequently against the requirement of
1961 probably were as follows :—

(a) possible adverse propaganda carried out by the Indian manu-
facturers.
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(b) A feeling on the part of potential purchasers that the imported
tyres may not be as good as indigenous tyres, reluctance on
their part to go in for imporied tyres and their preference to
wait for some time to purchase indigenous tyres when
available.

The linking of the alleged over-estimation of the import requirements with
the difficulties experienced subscquently in the disposal of tyres imported
in 1961 is not, thercfore, justifiable.

(ii) No such suggestion as referred to in the concluding portion of
para 5.1(1) of the PAC's Report appears to have been made by any officer
of the Development Wing of the Ministry of Commerce and Industry. The
whole purpose for which this import was decided would have been
frustrated because of the long time that would have been taken in evalu-
ating the tyres in this manner.

(iii) As regards para 5.1(5) of the PAC's Rcport, the complaints
about the defects in the tyres since April, 1960, were about the perform-
ance of Chinese, USSR and Czechoslovakian tyres. The fresh deals which
were entered into between January and March 1961 were for tyres 1m-
ported from Hungary and Poland against which no complaints had been
received by then.  Also Hungarian tyres were imported for the first time
only after May 1961 and their performance was, therefore, not known
in the country. In regard to Poulish tyres, no complaint had been received
prior to March 1961.

(iv) As regards para 2.2 of the PACs Report, after the State Trading
Corporation placed orders on 12-9-1959 for 4,740 tyres, they continued
to receive further demands as a result of a Press Note issued by them and
further orders were, therefore, placed on the basis of demands which they
received from time to tme until general reviews were made in April 1960
and in December 1960, referred to carlier.

(v) As regards para 2.3 of the PAC's Report, their observations apply
to one size only i.e. 750x20. In regard to other sizes, namely 1000 %20
and 1100X20, orders were placed oanly in the basis of demands received.
It was found by cxperience that the largest demand was for sizes 750%20
and 825x%20. Therefore, when Wn assessmeat of shortage was made im
December 1960, it was decided that it should be made up by import of
only two sizes, viz. 750X20 and 825X20, which were the sizes most im
demand.

(vi) As regards delay in importing tyres, the recommendation of the
Development Witig was: “Since the shortage would be most actually fekt
during the summer months when the demaad for tyres ix at its height it
is necessary to make arrangements for imports and that such imports
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commerce reaching India by March 1961. The bulk of the supply should
reach India before June, 1961”. As would be scen from Appendix T to
the Report, this recommendation of the DGTD was substantially agreed
#o.

(vii) As regards para 1.30 of the PAC's Report. the import licence
was released to the firm in view of the contractual commitment already
«cntered into by them with the foreign mranufacturers and the fact that
the tyres were awaiting shipment.

11. Appointment of Indian agenis by foreign suppliers (Sl. Nos. 6, 7, 8, 9,
10 and 12 of Appendix XIV of the PAC's Report).

(i) As cxplained to the Public Accounts Committee in the joint note
dated 3rd Scptember, 1966, submitted by the STC and the DGS&D, the
firms who were already agents for the foreign supplicrs in India were
-appointed as agents for the distribution of tyres imported under the STC's
arrangements. In the light of thc observations made by the PAC, it is
now fclt that. before sclecting the agents, it would have been appropriate
to have invited public offers so that competition could have been gencrated
and the most favourable terms obtained. It might have also been gencrated
to securc reliable and cxperienced dealers to handle this business.

(ii) As regards the delay in finalising the offer made by the Hungarian
‘Commercial Counsellor, it is submitted that between 24th December, 1960,
when the specifications of the tyres were received from the Hungarian
Commercial Counsellor and 3rd January, 1961, when Messrs, Ram Krishan
Kulwant Rai approached the STC in the matter, the intervening period
‘was being utilised for making a comparative study of the prices and speci-
fications of the Hungarian tyres as they were offered for the first time.
During that period, another offer from Poland was under consideration
with a view to obtaining a reduction in the prices quoted. It was for thesc
‘reasons that no action was taken during the period from 24-12-60 to
3-1-61. The above aspect was unfortunately not brought to the notice of
the Public Accoutits Committee when the evidence of the STC was re-
corded Yy them.

(ili) As regirds para 2.22 of the PAC's Report, it is submitted that
‘had the STC invited public tenders, thsre would have been o roofi for
-any suspicion.

1. Financial relationship between the STC and the distributors (S1. Nos.
13, 14, 15 and 52(3) f Appendix XIV of the PAC's Report).

It is Mimitted that ‘the agrecments were not drafted correctly and the
mmﬁmmmmmwymmnmmw
M futdre, however, in all such transactions, adequate legal advice -will be
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obtained in drafting agreements involving financial implications to protect
the STC against possible claims/losses.

The Ministry of Law had advised that the STC should not seek their
advice on matters concerning the STC's normal dutics and functions.
Nevertheless, the observations of the PAC have been noted and a request
would be made, in future, to the Ministry of Law through the Ministry of
Commerce to advise the State Trading Corporation in special cases of this.
nature.

1V. Quality of imported tyres (SI. Nos. 16, 17, 28, 52(2) of Appendix
X1V of the PAC’s Report).

When the tyres were imported under the STC's arrangements for the
first time in September, 1959, it was intended to inform the prospective
buyers about the specifications, pressure, etc., in different sizes and ply.
Unfortunately, this was not donc and action is being taken to fix responsi-
bility for this lapse. The idea of having a quality control or quality check
of imported tyres which the STC had in 1959 was not pursued because
it was considered that the guarantec given by the firm was adequate. If
in the light of complaints received subsequently, it was noticed that the
quality was not good, then the matter could be pursued further. If may
be pointed out, in this connection, that there are no scientific facilities
available in this country for such quality check even to-date. The normal
practice adopted even in respect of indigenously manufactured tyres which
prematurcly fail is to obtain compensation from the companies and this
practice was adopted in the case of imported tyres also. When a decision:
was taken to import another 1,20,000 tyres during 1961, the question of
quality of the tyres offered by various countries was examined in detail.
The specifications offered by the forcign manufacturers were compared
with those of indigenous tyres and it was found that, in the casc of
Hungarian and Polish tyres, they fell short by 12 to 15 per cent. The
pros and cons of purchasing these imported tyres at the prices quoted and
the shortage which prevailed in the country were examined in detail and
it was ultimately decided that these tyres could be imported though the
specifications were somewhat lower. It is regretted that no steps were
taken to have the quality and specifications checked with rcference to the
contracts made even after roceipt of complaints from the importers them-
sclves. As already stated, vide para 3.29 of the PAC’s Report, STC would
be more careful, in future, and this kind of mistake would not be repeated.

V. Non-submission of monthly sales return by the Indian firms and pay-
ment of double commission & Messrs Ramkrishan Kulwant Rai (Sl.
Nos. 21, 22 and 23 of Appendix XIV of the PAC's Report).

1. No firm action was taken against Messrs Ramkrishan Kulwant Rai
and Messrs Consolidated Equipment (India) Private Limited as the firms:
had been promising from time to time that they would be rendering theiz
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accounts for inspection. The accounts of Messrs Consolidated Equipment
(India) Pvt. Lid. had been inspected by the STC and it was found that
they had suffered a loss on the entire transaction. The accounts of Messrs
Ramkrishan Kulwant Rai have also been inspected by the STC and it is
found that this firm has also suffered a loss on the entire transaction of
tyres.

2. Apart from an amount of Rs. 480,000 received as compensation
from the forcign supplies, vide item (a) of para 249 of the PAC
Report, Messrs Ramkrishan Kulwant Rai have also received two payments
of Rs. 93,120 and 46,400 from the forcign suppliers. As regards agency
commission, the firm did not produce original invoices of the foreign sup-
pliers. They orally disclaimed having reccived any agency commission
on import of tyres. On an inspection of their accounts, however, various
amounts totalling to Rs. 10,110,000 were credited to “Commission
Account” by transfer from the accounts of various partics. The firm
explained that these amouats, although credited to “Commission Account™,
did not actually represent commission received from supplicrs. They re-
presented credit balance lying in the accounts of various partics which were
not real and these amounts were disclosed by the firm as income and got
assessed to income tax under the Income Tax Disclosure Scheme and also
that it was only for squaring up thecir books that the credit balance in the
accounts of the parties in question weére transferred to *‘Commission
Account”. The firm. however, did not produce for inspection any papers
in support of these amounts. Further amounts totalling to Rs. 45,652.84
were found credited to “Commission Account™ in their books as commis-
sion received from Messrs Chemolimpex, Budapest. The firm cexplained
that this amount was rcceived as commission relating to the consignments
of chemicals which were imported by them against the valuc of 13.000
tyres re-exported. They did not produce for inspection the original bills
of the foreign supplicrs or any other papers from which it could be verified
with any amount of certainty that the commission in question related to
import of chemicals and not tyres. It appears that the position in this
respect is not free from doubt and the oral statement of the firm should
not have been accepted on its face value. It would have been advisable
to obtain this information in writing from the firm as well as from the
Hungarian Embassy before orders were placed so that the landed cost
could have been reduced by the agency commission, if any. which the
firm received. This lapse is regretted and STC would be more carcful. in
future, in such cases.

V1. Compensation for defective tyres. (SI. Nos. 24,34, 37 and 55 of
Appendix XIV of the PAC's Report).

" (i) The tyres were imported primarily for use of big fleet owners such
as Road Transport Undertakings, Cooperative Societies and automobile
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manufacturers, These partics apparently koew the normal trade practicer
in the matter of tyres prematurely failing without giving adequate milcage..
No public snpouncement in regard to the procedure for awarding com-
pensation for tyres, which had failed prematucely, was, therefore, made.
However, when complaints were brought to the notice of the STC inspe:-
tion of tyres was arranged by a panel and suitable compensation awarded
as already explained to the PAC.

(ii) On an inspection of their accounts, it was noticed that the Con-
solidated Equipment (India) Pvt. Ltd. had paid Rs 9,890 by way of
compensation to the buyers of defective tyres.

(iii) Although two pancl meectings for defective Hungarian tyres pur-
chased from Messrs Ramkrishan Kulwant Rai were held and compensation
awarded, yet, on an inspection of their accounts, it was noticed that the
firm had not paid any compensation to the buyers. They had received
three amounts from the foreign suppliers as compensation i.e. Rs. 4,80,000,
Rs. 93,120 and Rs. 46,400. The State Trading Corporation are pursuing
these claims with the firm.

(iv) Both the DGS&D and the DGOF have intimated the number of
defective tyres to the STC for claiming compensation from the two firms—
~M/s. Ramkrishan Kulwant Rai and M/s. General Industries Stores Sup-
plying Co. The reports sent by DGS&D include the defective tyres reported
bly the Army authorities as purchases were made either under the rate con-
tract entered into by the DGS&D or under an A/T placed by him. While
Messrs GISSCO have agreed to have panel meetings to consider the defect
roports, Mcssrs Ramkrishan Kulwant Rai have not agreed to the same.
The STC are considering further action against Messrs Ramkrishan Kul-
want Rai in accordance with the terms and conditions of the STC’s agree-
ment with them. The STC are also arranging immediately for a meeting
with the DGS&D, Defence Production Department and the firms con-
cerned, after obtaining all relevamt actuals from the authorities concerned,
with a view to settling the compensation claims without delay.

(v) In regard to the particular complaint from the Pepsu Road Trans-
port Corporation, referred to in para 3.63 of the PAC's Report, the
Pepsu Road Transport Corporation was one of the indentors indicated in
the list forwarded by the DGS&D to the State Trading Corporation for
claiming compensation for defective tyres. The Pepsu Road Transport
Corporation had purchased 36 tyres from M/s. Ramkrishan Kulwant Rat.
As cxplained carlier, this firm had not agreed to constitute a panel meeting
to award compensation at this late stage. - The STC are considering further
action with the firm in accordance with the terms and conditions of the
STC’s agreement with them, vide (iv) above.
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VII. Assistance rendered by STC to the importing firms to liquidate stocks
{Sl. Nos. 3, 38, 40, 48, 52(6) and 52(7) of Appendix X1V of the
PAC’s Report).

As the tyres were imported by the firms at the instance of the STC,
the STC had to give facilities to the firms in disposing of the stocks when
the firms experienced difficulty in this respect towards the end 1961. le
this mater they did not give any exceptional treatment 10 any party or
organisation and it was for this reason that the release was decontrolled and
the firms were also, at a subsequent date, permitted to sell the tyres at any
price they could fetch, besides the STC forgoing their marginal profit
Despite these, due to several reasons, the firms were not able to dispose of
their stocks although scarcity conditions prevailed even then. Tyres and
all rubber stocks deteriorate by long storage and therc was legitimate
anxiety on the part of the STC that these tyres should be sokd away hefore
they remained under storage for a long time. There was also a fear thot
financial liability might ultimately fail upon the STC. The STC, therefore.
assisted the firms in re-exporting the tyres to the countries of their manu-
facture as well as recommending them to the various Government depart-
ments.

VII1. Non-disclosure of vital information to the DGS&D, the Defence
Minisiry and the public.

(SL Nos. 18, 19, 20, 25, 29, 35, 39, 49 and 52(6) of Appendix XIV
of the PAC's Report).

(i) The letter dated 28th April, 1960 from the Transporters Gazctte
Weckly complained about the quality of Chinese tyres only. The reports,
which had been subsequently rcceived about the performance of the
Chinese tyres were of a rather conflicting nature. As no occasion haj
arisen earlier to settle claims arising out of premature failures of tyres
attributable to manufacturing defects by payment of suitable compensation,
# was necessary for the STC to write to Messrs Khemka & Co. when they
came to know about the complaints for evolving a procedure in this
respect.

(ii) The Percentage of failure on account of manufacturing defccts was
excessive compare to performance of indigenous tyres and, therefore,
it was not comsidered necessary to bring this specifically to the notice of
users. No doubt certaln specific defects were pointed out by the import-
ing firms themsclves to the STC. The fact that these tyres were of lower
specifications than corresponding indigenous tyres was also  known to
the STC before they placed the orders. Jt is regretted that these were
not brought specifically to the notice of the DGS&D and others by the
STC authorities. It is, however, not ‘Possible to pin point responsibility
for this lapse on any particular officer/officers of the STC.
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IX. Inspection of tyres by DGS&D inspectors
(SL. Nos. 26 and 52(9) of Appendix XIV of the PAC's Report)

The Directorate of Inspection, DGS&D, Calcutta, have failed to bring
out the full history of the tyres, their condition and period of ciorage, in
their inspection reports t» Headquariers at New Delhi.  They also omitted
to check the weight of the tyres as given in the import documecats. These
lapscs arc being investigated further by the DGS&D with a view to taking
suitable action. While issuing the circular lettcr of 28th May, 1962 to
all the Direct Demanding Officers, the DGS&D was guided by the fact
that valuable foreign exchange had been spent in purchasing these tyres.
The suitability of the tyres for use on 3-ton and 5-ton vehicles only, as
reported in the Inspection Reports, should also have been indicated in
the circular letter. This wae, however, omitted and two dealing officials
of the DGS&D were held responsible for this lapse.  Suitable action is
being taken against them.

X. Wilful suppression of important documents by persons dealing with
the case in the DGS&D.

(Sl Nos. 27, 5.1 (10) of Appendix X1V of the Report)

The dealing Assistant was held responsible for this lapse and the
explanation which was called for was found unsatisfactory. A Charge
Sheet for major penalty was issued on 11th April, 1967 for this lapse
as well as for other lapses for which he was held responsible. An laquiry
Officer has also been appointed on 17th April, 1967. It is likely to take
six months to go through all the formalitics before the case is finalised.

X1. Rate contract entered into by the DGS&D with the firms

(Sl Nos. 31, 35, 36, 44, and 46 of Appendix XIV of the PAC's
Report).

There were frequent discussions between the officers of the DGS&D
and the STC before the rate contract was eatered into by the DGS&D.
It is admitted that the DGS&D did not obtain any further information
about the specifications and quality of these tyres beyond what was men-
tioned in the Inspection Report furnished by their Inspectors on 4th
May, 1962.  These Inspection Reports were obviously rendered in
answer to specific queries and did not contain all the vital information
which the DGS&D should have obtained before entering into a rate con-
tract. As such, the observations of the PAC that the DGS&D did not
follow proper procedur: in entering into rate contract is correct. As
a remedial measure, a circular letter dated 7th January, 1967 has been
issued by the DGS&D to all Purchase Officers and Sections at Head-
quarters and Regions that they should acquaint themselves fully with the
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specifications of the stores to be purchased; the specifications should be
thoroughly examined and incorporated clearly in the contract. While
placing supply orders against rate contracts or running contracts or orders
against ad hoc indents, care should be taken to satisfy that the stores on
order fully conform to the required specifications in all respects.

XI1. Non-inclusion of Warranty clause in the rate contrace
(SL. Nos. 30, 39, 52(10) of Appendix XIV of the PAC's Report)

Responsibility for this lapse has been fixed on one Deputy Director
(S&D), one Section Officer and a dealing Assistant. They have been
served with Charge Sheets and disciplinary action is procceding against
them under the prescribed rules. It will take some time to go through
all the formalitics and finalise the proceedings.

XIII. Checking up of quality of the tyres offered by M/s. Ramkrishan
Kulwant Rai by the DGS&D and possible collusion between the purchas-
ing authorities, inspecting authorities and the firm

(Sl. Nos. 32, 33, 47, 52(8) and S2(11) of Appendix XIV of the
PAC's Report)

(i) The Deputy Dircctor (S&D) dealing with this case has been held
responsible for not properly examining the case before placing an A/T
on 12th June, 1963, for supply of 7,100 tyres in THR pattern to Officer
Commanding, Central Ordnance Depot, Malad, on Messrs Ramkrishan
Kulwant Rai. This officer has alrcady been charge-sheeted for another
lapse i.e. non-inclusion of warranty clause in the rate contract. Addi-
tional charges for lapses in this deal are being framed. The casc has also
been reported by the DGS&D to the Special Police Establishment who are
investigating it.

(ii) 1t has been verified that Messrs Ramkrishan Kulwant Rai had
imported THR pattern tyres against the A/T placed on them on 12th
June, 1963 also. The Defence inspectors have certified that THR pattern
tyres were supplied against the AT.

XIV. Action against M/s Rambkrishan Kulwant Rai for withholding from
DGS&D information about the complaints of manufacturing defects
in the tyres and their influence with the DGS&D.

(Sl. Nos. 38 & 40 of Appendix XIV of the PAC’s Report)

The Mimistry of Law had advised that so long as the Injuction of the
High Court, Calcutta, operated no further action could be taken against
the firm—Messrs Ramkrishan Kulwant Rai. The case has, however,
been referred to the Special Police Establishment on 19th November,
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1966. The report of the SPE is awaited. 1t is not possible 1o siate
whether there was any collusion between the officers of the DGSAD and
umwmmaw&mﬁmmmmmw
concerned and SPE's igvestigations arc known.

XV. Ministries shouwld invariably keep written minutes of the imporiant
meetings where decisions are taken
(Sl. No. 45 of Appendix XIV of the PAC's Report.)

Necessary remedial instructions have been issued by the Ministry of
Defence, Department of Supply and the DGS&D on 19th January, 1967,
18th April, 1967 and 7th January, 1967 respectively.

XV1. Investigation in regard to the acceptance of tyres of specifications
other than those indented for by the Officer Commanding, COD,
Kandivli.

(SI, Nos. 32, 41 and 50 of Appendix XIV of the PAC's Report.)

(i) The conduct of the Officer Commaading, Central Ordnance Depot,
Kandivli, in the deal relating to the acceptance of THR pattern tyres in
licu of cross country pattern tyres as originally demanded by him has been
examined  in detail.  The cxplanation offercd by him subscquently for
accepting these tyres was not considered satisfactory. Even though he
had written to the DGS&D on 12th April, 1963 accepting these tyres
without consulting the appropriate higher authorities yet, at lIcast, on
receipt of Army Headquarters signal dated 15th April, 1963 he should
have cancelled his letter to the DGS&D and also reported to Army Head-
quarters. Further, he got the tyres exmained by his own technical
supervisors instead of TDE Inspectors before giving his acceptance to
the DGS&D on 12th April, 1963.  He was, therefore, held responsible
and his pension has been reduced by one third as a penalty. His normal
pension is Rs, 535/- per mensem and the reduced pension is Rs. 357/-
pm.

(ii) The TDE(V) Inspectors did not raise a query with the DGS&D
or the Officer Commmanding, Central Ordnance Depot, Malad, for recon-
ciliation of the correct pattern required becausc the catalogue pumber
indicated in the A/T related to cross country pattern hereas the tread
pattern indicated in the A/T was THR pattern. Further, their suspicion
should have been aroused by the fact that the ply rating was not em-
bossed, as is the case with Indian tyres, but only stencilled. These as-
pects are being investigated further with a view to fixing regponsibility on
the officers concerned. There does not, however, appear to be any reason
to suspect collusion between the Defence inpectors on the one hapd and
the purchasers/suppliers on the other.
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XVIL. Details of performance of the Hungarian tyres.
(SI. No. 42 of the Appendix XIV of the PACs Report)

The performance of these tyres can best be judged with reference to
mileage performed by the tyres which have been removed from the
vehicles as beyond Jocal repairs/beyond economical repairs in comparison
with the similar performance of standard indigenous tyres. According to
the statistics obtained in this coanection, for the period from Ist January
1962 to 31st December, 1966, the average kilometrage per 1yre perform-
ed by the CORDATIC (HUNGARIAN) imported tyres during this
period which were removed as PLR/BER is 20,747. The corresponding
kilometrage performed by an indigenous tyre is 21.580. 1if the per-
formance of such tyres which would be removed subsequently is also taken
into account, the average kilometrage per tyre performed by CORDATIC
(HUNGARIAN) tyre is likely to go up. In other words, the performance.
of CORDATIC (HUNGARIAN) tyres cannot be considered to be in-
ferior to that of the corresponding indigenous tyre.

XVIIL. Distinction sought to be made between the requirements of forward
areas and of other areas.

(SI. No. 43 of the Appendix XIV of the PAC's Report)

In the absence of a record of discussions of the meeting, it is not
possible to state at this stage with accuracy on what basis a distinction was
made between the tyres required for forward areas and thosc for other
areas. Apparently, the intention was that, as these tyres were imported
for the first time and they were in storage for some time, it would not
be advisable to use them in forward arcas and thereby take a possible
risk. Discussions with many of the officers, who were present at the
meeting, revealed that no indication was given at the meeting that the
tyres were of lower specifications and that complaints had been received
from the importers. No distinction is, however, being made, at ‘present,
between the tyres required for forward areas and those for other areas.

XIX. Delay in the Ministry of Defence for communicating the orders of
the Defence Minister dated 19th April, 1963.

(S1. Nos. 50, 51 & 52 (12) of the Appendix XIV of the PAC’s
Report)

A further examination of the delay which has occurred in communi-
cating the Defence Minister’s orders of 19th April, 1963 has been made.
One Under Secretary and one Section Officer have been held responsible
for an avoidable delay. Disciplinary action is being taken against them..

-
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As a remedial measure, instructions have been issued on 19th September,
1966, that, when a decision is taken by Government necessitating the
issue of orders, the orders should issue promiptly. If the file is required
for any other purposes, the issue of orders should not be delayed but
the orders should issue forthwith and file released thercafter.



APPENDIX 11
[Ref. Para 1.8 of the Report)

Notes showing action taken by Government on the recommendations/
observations contained in the 64th Report of P.A.C. (Third Lok Sabha}
regarding purchase of Defective tyres.
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No. 32(207)/66-ST
GOVERNMENT OF INDIA
MINISTRY OF COMMERCE

New Delhi, the 19th July, 1967.
OFFICE MEMORANDUM

SuBJECT:—P.A.C.—64th Report (Third Lok Sabha) regarding purchase
of defective tyres.,

Will the Lok Sabha Sccretariat kindly refer to their Office Memorandum
No. 2/1/29/67/PAC, dated the 14th April, 1967, on the above subject?

2. As the Lok Sabha Sccrctariat arc aware, an Inter-Departmental Com-
mittee had been constituted with a senior officer of this Ministry as member,
to prepare action-taken notes on the PAC's observations. It is understood
that copies of thec Report and their recommendations have already been
forwarded to the Lok Sabha Secretariat by the Ministry of Defence. This
Ministry accept the replies prepared by this Committec in regard to the por-
tions with which this Ministry is concerned, subject to the following com-
‘ments; —

1. Appoimtment of Indian agents by foreign supplies. (Sl. Nos. 6, 7,
8, 9, 10 and 12 of Appendix XIV of the PAC's Report).

It is clear that greater carc in sclecting agents and more cfficient pro-
cedures of selection are called for. S.T.C. has becen asked to undertake
an examination of the principles and practices which are followed with a
view to evolving more efficient procedures for securing reliable and ex-
perienced dealers to handle similar business in future. It has beecn asked
to submit a report to the Ministry as early as possible.

As regards para 2.22 of the PAC’s Report, it is admitted that if the
STC had followed more cfficient procedures, there would have been less
room for suspicion.

2. Financial relationship betweer the STC and the distributors (S1. Nos.
13, 14, 15, 52(3) of Appendix XIV of the PAC’s Report).

It is admitted that the agreements were not drafted in a manner so as
to spell out clearly the legal and financial responsibilities of the party.
‘STC has been asked to take adequate legal advice in future in drafting
agreements involving financial transactions ard to streamline the procedures
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‘for legal scrutiny. In special cases, assistance of the Ministry of Law
would be obtained by the STC through the Ministry of Commerce.

3. Quality of imported tyres. (Sl. Nos. 16, 17, 28, S2(2) of Appendix
X1V of the PAC’s Report).

When the tyres were imported under the STC's arrangements it was
intended to inform the prospective buyers about the specifications, pres-
sure, etc., in different sizes and ply. Unfortunately this was not done.
The STC has been asked to take action for fixing the responsibility on the
officials responsible for the lapse pointed out by the Committce and send a
report, on it to this Ministry.

4. Compensation for defectivs tyres. (Sl Nos. 24, 34, 37 and 55
Appx. X1V of the PACs Report).

STC has initiated discussions with M/s. Ramkrishan Kulwant Rai with
a view to securing payment of compensation from them against claims for
defective tyres. A report on the result of their discussions will be submitted
in a few wceks.

A copy of this Memorandum is being sent to the Comptroller and
Auditor General.

K. N. R. PILLATI,
Under Secy., to the Government of India.

To

The Lok Sabha Sectt.,
New Delhi,



No. 32(20)/66-ST
GOVERNMENT OF INDIA
MINISTRY OF COMMERCE
New Delhi, the 215t July, 1967.
OFFICE MEMORANDUM

SUBJECT . ~P.A.C.~—64th Report (Third Lok Sabha) regarding purchase
of defective tyres,

Will the Lok Sabha Sccrctariai kindly refer to this Ministry's Office
Memorandum No. 32(20)/66-ST, dated the 19th July, 1967 on the above

subject?

The undersigned is directed to inform the Lok Sabha Secretariat that
the Office Memorandum has becn issued with the approval of Sccretary.

K. N. R. PILLA]I,
Under Secy., to the Government of India.
To

The Lok Sabha Secretariat,
New Delhi.
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No. 43(39)/63-P1
GOVERNMENT OF INDIA
MINISTRY OF WORKS, HOUSING AND SUPPLY
{Department of Supply)

New Delhi, the 17th July, 1967,
T st August, 1967,
OFFICE MEMORANDUM

SUBJECT —P.A.C —Action on recommendations made in their 64th
Report (11l Lok Sabha) relating to purchase of defective tyres.

The undersigned is directed to refer to D.O. letter No.2,1/29/67/PAC
dated the 10th July, 1967 from Shri Bhargava and to say that a high-level
inter-departmental committee, on which the Ministries  of Defence  and
Commerce and the Department of Supply were represented, was sct up
to examine in great detail the case of purchase of defective tyres mentioned
in the 64ih Report of the P.A.C. The inwer-departmental committee  has
since submitted its report a copy of which has already been  furnished
to the Lok Sabha Secretariat by the Ministry of Defence. in this report,
the committee has exhaustively dealt with the various recommendations
contained in the 64th report.  This Ministry generally accepts the find-
ings of the committee.  In respect of the lapses which have come to
light, nccessary action is being taken against the officials concerned.  As
regards the possibility of anty collusion between the purchasce authoritics,
the inspecting authorities and the firm, the matter has been catrusted
to the C.B.1. for investigation. Where procedural lacunac  have been
noticed, remedial measures have been taken.

2. In respect of some of the recommendations, additional informa-
tion is furnished below : —

(i) Recommendation No. 26.—In regard to the period of storage,
it has since been ascertained that, at the time of inspection, the invoice
date was well within one year from the initial inspection, and, therefore,
the period was presumably not considered by the inspector to be prolonged
storage and was accordingly not brought out in his report.

(ii) Recommendation No. 32.—In this case, the inspection of the
tyres was the responsibility of the Defence inspectors.

(iii) Recommendation Nos. 35 and 36.—In regard to the procedurc,
aecessary imstructions have been issued to all the purchase officers vide
Memo No. CS1B/45(i) /1167 dated the 7th January, 1967 (copy enclosed).
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(iv) Recommendation No. 31.—In the case of supplies to Govern-
ment Departments against contract placed by the DGS&D, reports regard-
ing defective tyres had been called for from all concerned and the reports
so far received have been passed on to the S.T.C.

(v) Recommendation No. 40.—The question of the utilization of
tyres imported by the S.T.C. against Government requirements had
already been referred by the S.T.C. to the DGS&D on 30th January, 1962.
The DGS&ED circulated the availability of these tyres 0 Government
Transport Undertakings in all States on the 12th March, 1962. On the
15th March, 1962, S.T.C. again approached the DGS&D with the request
to circulate the list to all DDOs. This matter was discussed by the D.G.
with the Director ST.C. as per his note recorded on 23rd May, 1962
and a circular leticr was thereupon issucd 1o all DDOs on the
28th May, 1962. This circular letter was issued at the instance
of the S.T.C. and in pursuance of the discussion at the mecting held on
23rd May, 1962 and not at the instance of M/s Ram Krishan Kulwant
Rai.  This circular would have been issuod cven if the letter  dated  the
21st May, 1962 from M/s Ram Krishan Kulwant Rai had not been
received. The receipt of this letter from the firm at this particular time
was a mere coincidence and not the justification for issuing the circular
letter of the 28th May, 1962, It is to be noted that the DGS&D had
already issued a circular on the 12th March, 1962 and, therefore, no

now principle was involved in the issue of the circular of the 28th May,
1962,

The question of entering into rate contracts with stockists of imported
tyres was decided in a mecting, when the D.G. and representatives of
the ST.C. and the Ministry of Finance were present. No record of
this meeting scems to have been kept but the D.G. recorded the following
note on the 17th August, 1962 on the relevant file :—

“The subject was subsequently discussed with S.T.C. We have
since decided to have R/Cs for these imported tyres and
have received proposals. These may be cxpedited.”

For the purpose of entering into a R/C, it is necessary to have an offer
from the supplier. Without such an offer, the R/C cannot be legal as the
contract consists of an offer from a supplier and its acceptance on behalf
of the purchaser. In this case, the R/Cs could, therefore, have been
issued only after the receipt of the letter from the firms concerned. It
is not known at whose instance these firms sent these letters but it is to
bo presumed that they must have been advised by the S.T.C. to send in
their offers to the DGS&D. It will, therefore, be seen that the R/Cs
were cntered into with these firms not bucause they had made those
offers but because a decision had already been taken in consideration with
the S.T.C. to enter into R/Cs with these firms and therefore, the receipt
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of these letters from the firms was necessary for the purpose of concluding
R/Cs.

(vi) Recommendation No. 45.—Ncoessary  instructions  have been
issued vide DGS&D Memo No. CSIB/45(i)/1/67 dated the 7th January,
1967 and Ministry's letter No. 43(39)/65-Pl dated the 18th Apnil, 1967.

(vii) Recommendation No. 46.—In regard to the mecting held in the
room of the Minister of State for Defence in July, 1962, the then D.G.,
who attended this meeting, has furnished the following comments : —

“As regards the mecting in the room of the Minister of State for
Defence (Shri K. Raguramiah) in July, 1962, the minutes
of the mecetine should have been prepared by the S.T.C.. as
this meeting was convened at the instance of the then Chair-
man of the S.T.C.. Shri C. M. Poonacha. As far as I could
remember, the main point brought out during the mecting
in July, 1962 was that thesc tyres being new the defence
indentors werc reluctant to experiment with them in forward
arcas. but no objection was raised to using them in non-for-
ward arcas where a very large number of defence vehicles
were functioning. There was no hint at that time that the

quality of the tyres was inferior to those of the indigenous
manufacturers.”

3. This issues with the approval of the Secretary of the Department
of Supply.

Sd/-
S. S. PURI
Director (Vigilunce)

To

The Lok Sabha Sectt.
P.A.C. Branch (Aten: Shri A S. Rikhye)
New Dethi.
Copy to :(—
1. A. G. CW&M, New Dethi.
2. DGS&D, New Delhi.

(S. S. Puri)
Director (Vigilance)-



DIRECTORATE GENERAL OF SUPPLIES & DISPOSALS
(Co-ordination Supplics Section IB)
New Devng-1

Memo. No. CSIB/45(1)/1/67
Dated, the 7th January, 1967

Susstct: —Public  Accounts  Commitiee—64th  Report—Necessity  for
(i) proper scrutiny of specifications and (ii) keeping written records
of meetings.

The public Accounts Committee in their 64th Report have commented
adversely on a case where a rate contract was placed without venifying the
specification of the stores 1o be purchased against the said rate contract,
a supply order was also placed subsoquently without proper  scrutiny  as
to whether the stores required by the indentor conformed to the  stores
ordered against the rate contract or not.

2. It is of utmost importance that the purchase officer should acquint
himself fully with the specifications of stores he is going to purchase. He
should examine the specifications thoroughly and incorporate the same
already in the contract.  While placing supply orders against R/Cs or
Rg./Cs or orders against adhoc indents carc should be taken to satisfy
that the stores on order fully conformed to the required specifications in
all respects.

3. The Committee have also emphasised in the report  the need  for
heeping written records of mectings  where  decisions  are taken.  The
committee have observed as under .-

“The Committee would urge that the Ministries should invariably
keep written minutes of important mectings where decisions
are taken.”

All concerped are requested to keep in the relevant files the written
minutes of all mcetings whether held  with the  representatives of the
supplicrs or with other Government Deptts.

Sd/-
M. M. PAL

Deputy Director (CS-11)
All Purchase Officers and Sections at Headquarters and Regions.
Copy to Audit Cell—with 10 spare Copies.
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No. 43(39) ' 65-Pl
GOVERNMENT OF INDIA
MINISTRY OF WORKS. HOUSING AND SUPPLY
( Department of Supply)
New Delhi, the 18th April, 1967,
OFFICE MEMORANDUM

SURJIFCT . —Necessity of Aeeping written records of  meetings—Recom-
mendation made hv the Public Accounts Commiitee.

The Public Accounts Commitiee  have taken o serious view of the
manner in which no written record was  kept of the proccedings of an
important meeting in which certain decisions were taken.  The observation
made by the Committee in this regard is reproduced below @ —

“The Commitice would also urge that the Ministries should  inva-
riably keep written  minutes of important  mectings where
decisions are taken.”

2. All Officers of the Department, The Directorate  Generad of
Supplics & Disposals and India Supply Mission, London/Washington  arce
requested to ensure  that written minutes of meetings arc kept invariably
for future reference.

3. Director General (Supplies &  Disposals) and Dircctor General,
India Supply Mission, London’/Washington are requested to bring thes:
instructions to the notice of all Officers in their Organisation.

Sd .-
1. D. KHANNA

Depury Secretary 10 the Government of Idia.
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MINISTRY OF DEFENCE
Action taken or the recommendations of the Public Accounts Committee.
RECOMMENDATION OF THE COMMITTEE

The Committee repret to note that after the receipt of the report on
2nd April, 1966, from the Dircctor of Inspection, Vehicle, Ahmednagar,
mentioning therein that an examination of defective tyres revealed that they
were considerably lighter and weaker in design and recommended to be
classified as PR-10 standard tvpe instcad of PR-12 track grip pattern, no
action was taken against the Inspecting Officers of the Army and Inspecting
Officcr of the DGS&D for accepting tyres of inferior quality. The Com-
mittee arc alarmed at the way the Defence needs were procured in this case.
Against the definite indent for CC type tyres, some indifferent quality was
purchased, supplied, inspected and paid for. The Committce cannet dis-
count the possibility of o collusion between the purchasing authorities, in-
<pectine authorities and the firm. Since such action arc fraught with grave
risk, the Commitice cannot help but recommend a thorough cnquiry into
this aspect with g view to giving deterrent punishment to the quality,

[SI. No. 32 (para. 351 of Appendix XIV to the Sixtv-fourth Report
of the Public Accounts Committee (3rd Lok Sabha) 1966-67).

ACTION TAKEN BY GOVERNMENT

Defence inspectors carricd out visual inspection prescribed under the
existing ‘procedure and with reference 1o the details contained in the Sun.
ply Order/AT. and the details stencilled/embossed on the tyres when sup-
ply materialised against the arders placed by the Defence indentors. Thev.
however, did not raise u query with the DGS&D or the Officer Commanding.
Central Ordnance Depot, Malad, for reconciliation of the correct pattern re-
auired under the A/T placed on 12th June. 1963 for 7.100 THR tyres
because the tred pattern indicated in the A/T was THR pattern.  How-
cver, the catalogue numbcer indicated in the A/T related to the  Crose
Country pattern and there is no <eparate catalogue number for the THR
pattern.  Further, their suspicion should have been aroused by the fact that
the plv ratine was not embossed. as is the case with Indian tyres, but onle
stencilled.  These aspects are being investieated further with a view to fixine
responsibility on the officers concerned.  There does not, however, anpear
to be anv reason to suspect collusion between the Defence Inspectors on the
one hand and the purchasers/suppliers on the other.

DADS has seen.
H. T. SADHWANI,

Joint Secretarv.
15th July, 1967. '
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MINISTRY OF DEFENCE
Action taken on the recommendations of the Public Accounts  Committee
RECOMMENDATION OF Tut COMMITTEE

The Committee would like to know in due course the result of investi-
gation proposed to be made in the case regarding acceptance of the tyres
of specifications other than those indented for by COD Kandivili.

{SI. No. 41 (Para. 4.12) of Appendix XIV to the 64th Repurt of the
Public Accounts Committee (3rd Lok Sabha)—1966-67].

(i1) The Committec note that on {Sth April, the Defence Secretury
informed the Army authorities that no tyres should be purchased from these
two firms viz.,, M/s., Ram Krishan Kulwant Rai and M/s. GISSCO. On
150 April, 1963 the Army authoritics had also sent a  ~ignal to COD
Kandivili, prohibiting placing of further orders with these two firms. 1t is
a matter of regret that in spite of the orders, COD Kandivili failed to take
immediate action to cancel the indent dated 9th February, 1963 against
which the order was placed by DGS&D, as late as 12th June, 1963, The
Committec feel that this failure on the part of the COD Kandivili required
lyoking into.

{SL. No. 50 (Para 4.45) of Appendix X1V to the Sixty-fourth Report
of the Public Accounts Committee (3rd Lok Sabha)—1966-67].

ACTION TAKEN BY QGOVERNMENT

The conduct of the Officer Commanding, Central Ordnance Depot,
Kandivili, in the deal relating to the acceptance of THR patiern tyres in licu
of cross country pattern tyres as originally demanded by him has been
cxamined in detail. The defaults committeed by him have been mentioned
at para. 4.3 on pages 56 1o 58 of the Report of the Inter-Departmental Com-
mittec of which copies have been forwarded to the Lok Sabha Seccretariat.
The explanation offered by him for accepting these tyres was not considered
satisfactory.  Apart from the said defaults, he got the tyres cxamined by
his own technical supervisors instcad of TDE Inspectors before giving his
acceptance to the DGS&D on 12th April, 1963. He was, therefore, held
responsible and his pension has been reduced by one third as a penalty.
His normal pension is Rs. 535/- per mensem and the reduced pension is
Rs. 357/- per mensem.

DADS has seen.

H. T. SADHWANI,

Joint Secretary. ...
5th-July, -1967. .



MINISTRY OF DEFENCE
Action taken on the recommendations of the Public Accounts Committee

RicOMMENDATION OF THE COMMITTEE

“They would also ke o be informed about the details of the perfor-
mance of these tyres after these are collected by the Army Headquarters.”

ISl No. 42 (Para. 4.13) of Appendix XIV to the Sixty-fourth Report
ul the Public Accounts Commiittee (Third Lok Sabha)].

ACTION TAKEN BY GOVERNMENT

9,454 “cordatic” (Humgarian) imported tyres were purchased by the
Defence Services—5,904 of THR pattern under an A/T placed by the
DGS&D on 12th June, 1963 and 3,550 ST pattern tyres under the Rate
Contruct.  The performance of the tyres can best be judged with reference
o the mileage performed by the tyres which have been removed from the
vehicles as beyond local repairs or beyond economic repairs. 1,583 of
these tyres were removed as BLR/BER during the period from 1st January
1962 10 315t December, 1966. The average kilometrage per tyre perform-
cd by these tyres iy 20,734, During the said period, a total of 49,972
indigenous tyres were alse removed as beyond local repairs/beyond economic
repairs.  The average kdomcetrage per tyre performed by such indigenous
tyres is 21.574.

Two statements (onc up to 3lst December, 1964 and the other for
1965 and 1966 showing the various makes of tyres (original and aew)
removed as BLR/BER within various kilometre ranges, percentage  of
failures and total kilometres done when removed, are attached.

2. Audit Observations

Audit has not been uble to verify the accuracy of the data given in the
two statements as these have been compiled from large number of returns
received by the Ministry of Defence from various units.

H. T. SADHWANI,

Joint Secretary.
15th July, 1967.
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MINISTRY OF DEFENCE |
Action taken on the recommendations of the Public Accounts Committee
RECOMMENDATION OF THE COMMITTEE

“The Committec are unable to appreciate the distinction sought to be
made for the requirements of the forward areas and of the other arcas in so
far as these tyres are concerned. The Committee cannot help focling that

this distinction was made pcrhaps, to accept thesc tyres, the quality of
which was doubtful.”

[Sl. No. 43 (para. 420) of Appendix XIV to the Sixty-fourth Report
of the Public Accounts Committee (Third Lok Sabha)].

ACTION TAKEN BY GOVERNMENT

As already explained to the Public Accounts Committee vide paragraphs
4.18 and 4.19 of Chapter 1V of the Report, it is not possible at this stage
to statc on what basis the distinction was made between the tyres required
for forward areas and those for others areas. Apparently the intenfion at
that time was that no risk could be taken by using these tyres, which were
being bought for the first time, in forward arcas.

2. At present no distinction is being made between tyres required for
forward arcas and those for other areas.

3. AGCW&EM has seen.

Sd/-
L. S. LULLA,

Joint Secretary.
22nd April, 1967.

[No. 14(16)/66/DX0.1.)]
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MINISTRY OF DEFENCE
Action t'altcn on the recommendsations of the Public Accounts Commistee
RECOMMENDATION OF THE COMMITTEE

“The Committee would also urge that the Ministries should invariably
keep written minutes of important meetings where decisions are taken.”

[Sl. No, 45 of Appendix XIV to the Sixty-fourth Report of the Public
Accounts Committee (3rd Lok Sabha)—1966-671.

ACTION TAKEN BY GOVERNMENT

Instructions have been issued on 19th January, 1967 impressing upon
all officers of the Ministry of Defence to ensu-¢ that written minutes of
important mectings where decisions are taken are invariably kept. A copy
of the instructions is enclosed.

DADS has seen.

Sd“/-
L. S. LULLA,

Joint Secretary,
20th February, 1967.

(F. No. 14(10)/66/D(0.1.).]

1%



No. F. 10(1)/64/0&M
GOVERNMENT OF INDIA
MINISTRY OF DEFENCE
New Delhi, the 19th January, 1967,
0. & M. CIRCULAR NO. (1)
SUBJECT:—Record of minutes of important meetings.

The Public Accounts Committee in their recommendation at serial No. 45
of their 64th Report (Third Lok Sabha) has observed as under:-~

“The Committee would also urge that the Ministries should invari-
ably keep written minutes of important meetings where decis-
ions are taken.”

2. It is, thercfore, impressed upon all officers to ¢nsure that written
minutes of important mectings where decisions are taken, should invariably

be kept.
Sd/- H. T. SADHWAN],
Joint Secretary (P&C)

Tele: 35505
To

All Officers in the Ministry of Defence,
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_ MINISTRY OF DEFENCE
Action taken on the recomsendations of the Public Accounts Committee.

RECOMMENDATION OF THE COMMITTEE

The Committec regret to note that the saccific order of the Minister of
Defence dated 19th April, 1963 prohibiting the purchase of 7,100 tyres,
were not immediately communicated to the indentors and to the DGS&D.
The Committee arc not convinced with the reasons for not taking action,
advanced in evidence that the files in this case were taken away by the SPE
from 29th April to 25th Junc 1963. The file was available with the Minis-
try of Defence for about 10 days and action could have been taken during
that period. b . . * i .

(S. No. 50(Para. 4.45) of Appendix XIV to
the Sixty-fourth Report of the Public Accounts
Committe: (3rd Lok Sabha)—1966-67.

(i) It is really unfortunatc that as a result of the delay in communica-
ting the orders dated 19th April, 1963 of the Defence Minister to all autho-
rities including DGS&D in time, the order for 7,100 tyres involving a sum
of Rs. 25.56 lakhs was placed by DGS&D on 12th June, 1963 on the firm—
M/s. Ram Krishan Kulwant Rai. The Committce take a very serious view
of the delay in the Ministry of Defence for not communicating these orders
and desire that necessary action should be taken against the delinquent
officials. They also desire suitable remedial measures should be devised
to avoid the recurrence of such cases.

(S. No. 51(Para. 4.46) of Appendix XIV to
the 64th Report of the Public Accounts
Committee (3rd Lok Sabha)—1966-67.

(iii) The Defence Ministry are also not entirely free from blame in this
cas, as there has been a serious failure in not communicating the orders of
the Defence Minister to authorities concerned in time which could have
prevented a purchase order of about Rs. 25 lakhs being placed on one firm.

(S. No.52 (12) (Para 5.1) of Appendix XIV
to the 64th Report of the Public Accounts
Committee—1966-67).

ACTION TAKEN BY GOVERNMENT

A further examination of the delay which has occurred in communica-
ting the Defeace Minister's orders of 19th April, 1963 has been made. One
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under Secretary and one Section Officer have been held responsibie for an
avoidable delay. Disciplinary action is being taken against them. Asa
remedial measure, instructions have been issued on 19-9-66 that, when a
decision is taken by Government necessitating the issue of orders, the orders
should issue promptly. If the file is required for any other purposes, the
issue of orders should not be delayed but the orders should issue forthwith
and file released thereafter. A copy of the instructions is attached.

DADS has seen.
Sd/- H. T. SADHWANI,

Joint Secretary.
15th July, 1967.



No. F. 25 (9)/66/0&M
GOVERNMENT OF INDIA
MINISTRY OF DEFENCE
New Delhi, the 19th September, 1966.
Office Order No, 45

SuBJECT:—Issue of orders based on Governmeng decisions.

An instance has come to notice where issue of orders based on 2 Govern-
ment decision was delayed as the file was sent to another Ministry in connec-
tion with another matter.

2. When a decision is taken by the Government necessitating the issue of
orders, the orders should issuc promptly. If the file is also required for any
other purpose, the issue of orders should not be delayed but the orders
should issuc forthwith and the file rcleased thercafter.

Sd/-H. T. SADHWANI,
Joint Secretary.
All Officers and Sections
Copy for information to PS to DM/MDP,
Copy 10 :—
Army Headquarters-DSD
Naval Headquarter-Naval Sccretary.
Air Headquarters

All Inter-Services Organisations.
CAO(Coord).
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MINISTRY OF DEFENCE
Action taken on the recommendations of the Public Accounts Committee.
RECOMMENDATION OF THE COMMITTEE

The Commitiee desire that responsibilities should be fixed for various
lapses revealed in this case on the part of S.T.C,, office of DGS&D, Ministry
of Defence ctc.

(Sl. No. 54 (para 5.3) of Appendix XIV to
the Sixty-fourth Report of the Public Accounts
Commiittee (3rd Lok Sabha)-1966-67).

ACTION TAKEN BY GOVERNMENT

So far as the Defence Ministry is concerned, responsibility has been
fixed on the then O.C., C.O.D., Malad, an Under Secretary and a Section
Officer in the Ministry of Defence, for certain lapses. Responsibility is also
being fixed on the Officers concerned in the Director of Inspection (Vehicles)
for certain lapses pointed out by the Inter-Departmental Committee,

DADS has seen.
H. T. SADHWANI,

Joint Secretary.
15th July, 1967.
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APPENDIX Il
(Reference Paras. 1.25 and 1.31 of the Report)
MINISTRY OF COMMERCE

=:==:- of Import Requircments

List of points on which further information is desired by P.A.C. at thelr
sitting held on 22nd Iuly, 1967,

Q. 1. What was the estimated and actual production of indigenous
production of indigenous tyres of size 825-20 and 750-20 in 1960 and
1961,

A. 1. Automobile tyres and tubes are being manufactured in the
country in a large number of sizes and ply-ratings. During 1960 and
1961 motor car tyres were produced in 25 sizes, motor cycle and scooter
tyres in 7 sizes, giant tyres in 27 different sizes, tractor tyres in 12 sizes
and carth-mover/excavator tyres in 10 sizes. Giant tyres were produced
in the following sizcs and ply-ratings:

Sige Ply-rating
9°00-13 . . . . . 6
7:00-1§ . . . . . . 6&8
8:-25-15 . . . . . .14
6:0016 . . . . . . 6
6°50-16 . . . . . . 6
7:00-16 . . . . . . 6&8
7:50-16 . . . . . . 8
9:00-16 . . . . . 10
9:25-16 . . . . . . 8-&10
10-50-16 . . . . . .12
7:°00-17 . . . . . . 8
6-00-20 . . . . . . 8
6:50-20 . . . . . . 8
7:00-20 . . . . . . 10

*§0-20 . . . . . . 1w0&I12

*2§-20 . . . . . . 10& 12
9'00-20 . . . . . 10&12
10°00-20 . . . . . . 12
10°§0-20 . . . . . . 12
11°00-20 . . . . . . 12
12:20-20 . . . . . . 16
14°00-20 . . . . . . 18 & 29
9:00-22 . . . . . . 10
10°00-22 . . . . . . 12
10-00-24/42X9 . . . . . 14
11-00-24 . . . . . 12& 14
10°00-20 . . - 6 -
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In view of the very large number sizes and ply-ratings in which tyres
Save all along been manufactured, information has pot been vollected se-
parately with regard to production in ¢ach onc of the sizes and ply-
ratings. Information with regard to production is being collected under
general categories such as motor car tyres, motor cycle and scooter tyres,
snimal-drawn vehicle tyres, giant tyres (bus and truck tyres), tractor tyres,
grader tyres, carth-mover/excavator tyres. The production of giant tyres
of all sizes during 1960 and 1961 was as follows:

1960 .o 9.45,862 Nos.

1961. .. 9,89.470 Nos.

Although the break-up of these figures in different sizes and ply-rutings
«f the tyres are not available, it may be stated that the bulk of the pro-
duction were in sizes 7.50-20, 8.25-20 and 9.00-20. No estimates re-
garding the production of giant tyres for each size were also made.

Q. 2. Please also indicate the estimated requirements for these tyres
in 1960 and 1961. The basis of estimated rcquirement may also please
be indicated.

A. 2. Kindly see reply the Question 1 above. Development Wing
did not specifically make estimates regarding the requirements of tyres
in sizes of 8.25-20 and 7.50-20. However, extracts from a note prepared
by Dr. Sitaramaiah of D.G.T.D. estimating the net rcquirements for im-
port of giant size tyres in the year 1960 and 1961 are attached. (An-
uexure I).

Q. 3. Please furnish a copy of the note of Dr. Sitaramaiah, an officer
-of the Development Wing dated July/August, 1959, wherein he had sug-
gested that the S.T.C, would find it difficult to dispose of the tyres as the
indigenous manufacturers were likely to step up their production, etc.

A. 3. A copy of the note is attached (Annexure II).

[Ministry of Commerce D.O. No. 115-JS (PCA)/67, dated 26th July,
1967]. .



Ammexwre 1
Estimates of assessmerny of requirements of Giamt Tyres.

(Q) How was the shortage assessed at 25,000 only by April, 1960
when, as against one lakh tyres only, 38,000 were covered by April,
1960? (Para, 1.14).

(A) In January, 1960, the D.G.T.D, cstimated that there woiild be a
shortage of giant tyres to the extent of 60,000 Nos. during 1960. By
the end of March, 1960, we were given to understand that arrangements
had been made for the import of about 38,000 tyres. The gap to be
covered was, therefore, about 22,000 tyres (60,000—38,000). The
D.G.T.D. assessed this gap at 25,000 Nos. although arithmatically the
gap was 22,000 tyres.

(Q) What are the details of the fuller examination made in December,
1960 for import of an additional 1,20,000 tyres? Were all the favourable
factors referred to in para, 1.20 taken into account and if, so, why was
there difficulty in sale despite low price? (Para, 1.17).

(A) The P.A.C. Sub-Committce had asked the Commerce Ministry to
furnish information regarding the basis for the assessment of 1,20,000
tyres required for the year 1961. In that connection, a note was sent to
PAC. A copy of the same is attached (Annexure III).

All the favourable factors referred to in para. 1.29 were taken into
consideration. The increase by 209, of the basic quota of the establish-
ed importers was expected to bring in only a limited quantity of tyres.

There is a congiderable time-lag between issue of a licence under the
Industries (Development and Regulation) Act to set up capacity for the
production of tyres and the actual erection of the factory. Even after the
plant and equipment are crected, it takes considerable time (of the order
of 6 to 12 months and in some cases even longer periods) for the estab-
lished capactiy to be fully utilised. All these factors were taken into con-
sideration while assessing the indigenous availability of giant types.

The difficulty in selling the imported tyres seems to be due to the gene-
ral impression in the public mind that the imported tyres were of poor
quality. Other contributory reasons could also be poor salesmanship and
inadequate after-sales service.

(Q) How does the total assessment of 2,20,000 reconcile with the
actual order placed for 1,24,445 and actual import of 1,14,750?
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(A) The D.G.T.D. made two assessments relating to the shortage ol
giant tyres during 1960 and 1961 as follows: —

Shortage during 1960 . . . . . 60,000 tyres
Shortage during 1961 . . . . . 1,20,000
ToraL . . 1,80,000 tyres

The actual imports are stated to be 1,14,750. Therefore the difference
is 65, 250 tyres and this difference should be viewed against the backgeound
of consumption of giant tyres of the order of over two million tyres during
1960 and 1961, the break-up being as follows:—

(1) Production of giant tyres during 1960 . 945,862 Nos.
(2) Production of giant tyres during 1961 . 989,470 "
(3) Imports of giant tyres during 1960 and 1961 114,750 »

ToraL . . 2,050,082 Nos.

The difference. of 65,250 tyres constitutes about3 25 per cent. of the total
consumption of tyres during the 'period under consideration. In  other
words, this would represent stocks equipment to 11'5 days’ consumption.

Attention is invited to the following important factors:—

(a) At a time when there is scarcity for tyres and the prices go up,
there is a tendency on the part of the consumer to use the tyres
for a period much longer than he would have done under normal
circumstances,

(b) The tyre companies, in their factory godowns, gencrally retain-
ed stocks of about 16,000 tyres during each month in 1961.

(c) There are about 4,500 automobile tyres dealers all over the
country. In addition to the norma] stocks with them, they
might have cornered ccrtain quantity of additiona] tyres for
pushing up prices. As soon as the dealers realised that the
imports and the increased indigenous production would meet
the country’s total demands, they seem to have relcased the
hoarded tyres for sale in the open market.

If the factors referred to in the previous paragraph are taken into con-
sideration, it would be appreciated that it would be difficult to improve on an
estimate which varies from the actuals by only 3-25 per cent.



Annexure 11

Copy of U.O. Note No. RC/Imp[99(58), dated 21st July, 1959 from
Shri A, Seetharamiah, Developmem Officer to Secretary, Ministry of

Commerce and Industry.
Sussgct:—Import of Giams Tyres by the State Trading Corporation.

Shri B. B, Scksena, Director-in-Charge (P. & T.), State Trading
Corporation of India Ltd., telephoned to me yesterday evening. He said
that M(I) had asked the S.T.C, to import 100,000 giant tyres in order
to combat the shortage of tyres and the consequently high prices which are
being charged for them. Shri Seksena desired to know the sizes of the
tyres as well as the quantity in each particular size.

2. 1 discussed this matter bricfly with S.I.A. (Chemicals) this morning,
when Shri Scksena was also present. I learmt from S.LLA. (Chemicals)
that this matter was discussed in the Secretary’s Tuesday mecting this
morning. As desired, 1 am putting down some of the revelant ipoints.

3. There is rcason to belicve that the supply position of giant tyres
would become statisfactory soon due to the following reasons:

(1) The current shortage of giant tyres is of a marginal nature
and the increased indigenous production due to the implemen-
tation by M/s. Firestone of their substantial expansion scheme
and going into production of M/s. Dunlop’s factory at
Ambattur would soon be more than adequate to meet the
indigenous demand.

(2) The peak period (April-June) for the demand of giant tyres
is over and with the on-set of rains in the country the de-
mand has very considerably decreased.

(3) Arrangements have already been made to augment our in-
digenous production by imports. Public Notice No, 43-ITC
(PN)/59, dated 18th May, 1959, with regard to the issue .of
supplementary licences refers.

(4) Permission to import 4,800 giant tyres is being issued to M/s.
CEAT Tyres of India, Ltd., Bombay on the basis of their
being able to obtain tyres from their parent company on a
loan to be returned in kind within two years after their pro-
duction in India is established. ’
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4. I the S.T.C. decides to import the tyres, difficulties might arise for
disposing of the tyres and there is also the likelihood of the S.T.C. incur-
ring losses due to the following reasons: '

(1) Even if the STC moves in the matter immediately, it would
take at least 3 months for the imports to materialisc and by

then the indigenous production would be adequate to meet the
the internal demands.

(2) The cost of imported tyres is generally higher than the price
of the corresponding indigenous tyre.

(3) There is a consumer preference for giant tyres manufactured
in India (During 1956-57, when the tyre companics were ‘per-
mitted to import a large quantity of giant tyres, they experienc-
ed difficulty in sclling the imported tyres duc to the con-
sumer preference for indigenous tyres which give better ser-
vice, as they are built to meet local conditions),

5. If, however, a decision is taken to import 100,000 giant tyres, the
break-up would be as follows:

Stge Ply  Quannty
(Nos.)

7:§0-20 . . . . . . . . 10 4,000
7-50-20 . . . . . . . . 12 5,000
8-25-20 . . . . . . . . 10 10,000
8:-25-20 . . . . . . . . 12 24,000
9+ 00-20 . . . . . . . . 10 10,000
9:00-20 . : . . . . . . 12 30,000
10'00~20 . . . . . . . . 12 6,000
11°00-20 . . . . . . . . 12 6,000
11-00-20 . . . . . . . . 14 4,000
ToraL . . 100,000

6. The approximate c.if. value of 100,000 giant tyres would be
about Rs, 3 crores.



Anmnexwre Il
Estimate of requirements of tyres during 1961

Giant tyres are required for buses, trucks and jecps. The demand
for these tyres can be assessed under two hecads, namely (i) Original
equipment for fitment to new vchicles and (ii) requirements for replace-
ment purposes for vehicles already on road. The over all demand can
be arrived at by adding to thesc the Government purchases and the re-
quirements of inventorics and exports.

The demand for tyres and tubes for original equipment is related to the
programme of Industrial Development envisaged for the Automobile In-
dustry and is worked out at the rate of 7 scts for buses and trucks and five
sets for jecps. The original equipment demand was assessed at 2,45,000
Nos. as indicated below:

(1) Buses/trucks @@ 7 tyres per vehicle 30,000 7 ~:210,000 Nos.

(#1) Jeeps (@ § tyres per vehicle . 7,000 § = 35,000

Total Original Equipment Demand . 245,000 Nos.

Assessment of demand for replacement purposes is detcrmined after
taking into consideration the number of buses, trucks and jeeps on road
at the beginning of the year and the net replacement rate of tyres. Minis-
try of Transport compiles data on vehicles registered in each of the States;
information is thus available rcgarding the number of vehicles on the road.
The number of vchicles on road by the end of the year is computed by
taking into consideration the number of vehiclies scrapped and the new
vehicles added during the year. Certain norms regarding the average life
per each category of vehicles have been adopted in consultation with
different interests concerned.  Starting from this base and on the basis of
the production target for 1960 for cach category of vehicles, the number
of vehicles on the road at the beginning of 1961 had been arrived at.
The number of trucks and buses on the road at the beginning of 1961 was
about 169,500. The corresponding figure for jeeps was 13,800.

Replacement demand for tyres and tubes varies with each category
of vehicles. In consultation with the different interest concerned, the
D.G.T.D. had worked out certain replacements rates of each category of
vehicles and these have been adopted with some minor modifications in the
publication “Programmes of Industrial Development 1961-66” issued by
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the Planning Commission. There had also been a trend towards increase
in the retreading of tyres. This is a most welcome feature, as retreading
would help in comserving national wealth by bringing back into service
worn out tyres which would otherwise be discarded. While computing
the number of new tyres required for replacement purposes, the extent
of retreading also has been taken into comsideration and the net replace-
ment demand was placed at 8,82,000 Nos. of tyres, the details are shown
below: —

Replacement for trucks ‘buses

@ 6 per vehicle . . =169,500 X 6 vz 1,017,000 Nos,
Replacement for Jeeps @ 15

per vehicle . . ==213,800 X 1-§ - 20,007 o,
‘Total apparent tyre replace-

ment requirecments . =1,017,000+420,700 == 1,037,700 ,,
Retread @rs 155,700 ”»

Net Replacement requirements :=1,027,700—155,700 ==882,000 ,,
In arriving at the overall requirements of tyres, Government purchases
and requircments of exports had also been taken into consideration,

Thus, the total requirement worked out to 1,207,000 Nos. as detailed
below:—

(a) Tyres required for original equipment . 245,000
(b) Tyres required for replacement purposcs . 882,000
(¢) Government purchases . . 50,000
(d) Inventories . . . . . . 30,000
(e) Exports . . . . . . . (Negligible)
TorAL . 1,207,000 Nos.

Estimated production of giant tyres in 1961 1,084,000 Nos.

Anticipated Deficit — 1,207,000—1,084,000==123,000 ,,



APPENDIX IV
(Reference to Paras 1. 41 & 1. 44 of the Report)

Statement showing the List of prices at which imported T were
sold 6th Pebruary, 1962. yres

Price per set of one

Size & Ply tyre, tube and flap,

FOR destination by

goods train
750—20—10 Ply . . . . . Rs. 398.4§ np.
82§—20—10 ,, . . . . - Rs. 450.23 np.’
82§~20—12 ,, . . . . . Rs. 509.20 np.
900—20—10 ,, . . . . . Rs. 509.20 np.
9002012 . . . . - Rs. §77.45 np.
1000—20—12 ,, . . . . . Rs. 666.16 np.
1100—20—12 . : -+« Rs. 769.67 np.
1100—20—14 . . . . . Rs. 778.27 np.
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Statament Showing the Price of tyres, tubes and flaps of Size 750 %20 as 825 x 20 imported by M|s. Ramkrishan Kultoant Rai from M/s. Chemoltmpex

Hungary
SIZE 7s0x20x10
Qty. Price F.O.B. Freight Insurance c.i.f.Value Custom Handling Landed cost Remuneration Total Cost
No. of sets, perset.  Price. duty. & Cleaning of stockists
charges & @113% of
134% of Landed cost
c.if. Value
1500 . . 160:00 3,40,000°' 00 18,319°42 824-28 2,59,143-70 1,30,543°04 3,887-16 3,93,573°90 45:261°00 4,38,834-90 Cal
1300 160°00 2,08,000°00  17,531'59 $48-39 2,26,079:98 1,14,346-38 3,391-19 3.43,817°55  39,539-00 3,83,356°55 »
2000 160:00 3,20,000:00  31,929-93 837°65 3,52,767-58 1,99,033°46 5,291 52 §5,57,092° 56  64,065-65 6,21,158-25 ,,
1800 . 160°00 2,88,000:00  24,467-75 1019-27 3,13,487:02 1,57,506-02 4,702°30 4,75:695°32  $4,704°95 5,30,400-27 Bom.
1000 . 16000 1,60,000-00  13,324-07 431-76 1,73,755°83  87,305-00 2,606-34 2,63,667-17  30,321-72 2,93,988:-89 ,,
500 . . 16000  80,000:00 8,549°33 215-88  B8,765'21 44,248 74 1,331°47 1,34:345°42  I15,449°71 149,798 13 ,,
1000 . 160°00 1,60,000°00  13,365°93 — 1,73,365-93  98,274-60 2,600°49 2,74,241'02  31,537°71 3,05,778-73 Mad.
750 . 160:00 1,20,000°00  10,040- 5§ — 1,30,040-55 66,994 86  1,950-61 1,98,986-02 22,883 39 2.21,869-41 ,,
9850, . .

160-00 15,76,000°00 1,37,528-57 3,877-23 17,17,405-80 8,98,252-08 25,761 08 26.41,418-96 3,03,763° 13 29,45,182-09

Amount retainable by the party for
each set according to the terms of

the agreement.

Rs. 29,45,182-09

9850

aspproximately 4+ Trs

=Rs. 299,-

charges from Port
Town to

try town of supply.
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S12E sasx20x12

Qty. Rate F.O.B. Freight Insurance  C.LF Handling  Custom Dut
; . y Landed Party’s  Toml
Price Valge and Clearing cost. Remuners-
charges@ ton @
2?{, on 11§4% on
F. landed cost.
value.
s000 . 180-00 9,00,000-00  80,780- 52 .- 9,80,780°52  14,711°71 4,95.403°04 14,90,895°27 1,71,452°95 16/62,348 22
4000 . 5 7s20,000-00 65,488 38 2,671:90 7,88,160°28  11,822:40 3,96,472°86 11,906,455 S4 1,37.592°39 13,34,047-93
3000 »  540,000°00  59,274-24 1,596 78 6,00,871-02 9,013:06 3,02,687°73 9,12.671-81 1,04,94%° 76 10,17,617- 57
4000 53 7x20,000-00 68,504 37 2,671°90 7,91,176°27  11,867-64 3.97,566 00 12,00.609 91 1,38,070" 14 13.38,680-0%
4000 . » §,00,000:00 80,430 46 2,649'83 9,83,080:20  14,746°20 4,93,998:00 14,92,824-49 1,71,559-81 16,63,384- 30
250 » 45,000°00 4,449 00 121°44 49,570 44 743°55  25.249°90  75.563-89  8.689-Bs 84,253 74
3750 » 6,75,000:00 64,233 10 2,046-76 7,41,269-86 11,119-0§ 3,72,718-00 11,25,106-91  1,29,387-29 13,54,494° 20
2000 . »  3,60,000°00  32,137-41 1,335'95 3,93,473'36 5:902°09 2,21,118-10 6,20,493-55  71,356°77 6.91,850'12
3000 »  5,40,000°00 48,270°53 .- 5.88,270-53  8,824-06 3.26,068-13 9,23.162°72 1,06,163°71 103932643
30000 . 180°00 54,00,000°00 5,03,558:01  13,094- 56 59,16,652:57  88,749-76 30,31,281- 76 $0,36,684-09 10,39,218- 67 1,00,75,903 76
. Rs. 1,00,75,902- 76 4 Transport charges
Retainsble per set Approximately. = Rs. 335/87 from Port Town to u

30000 country town of su .

g



APPENDIX V
{Reference to Paras 1.49 & 1.51 of the Report)

Comparative Statement of Specifications of Giant Tyres

750-20-10 825-20-12
Specifications.

Hungsry  Poland Czech. USSR  Indigenous Hungary Poland  Czech. USSR Indigenous
Weight . . 29Kg. 35-9Kg. 34:4Kg. 27-5Kg. 41Kg. 43'3Kg. 39°4Kg. 38 Kg.
Thickness of tread 16-smm 16 mm 18 smm I18mm 16 mm 18-smm
Depthof tread Ir'smm 1omm 11 mm 12°7mm I12°7mm [omm 12mm 12°'7 mm
Maximum load. 1200Kg. 1150Kg. 1350 Kg. z;:golfgs) (1239%31!;5) 1450 Kg. 1450Kg. 1650 Kg. (;gggll‘(g (3!:::&)
Pressure . 71 1b. 64 1b. 73 1b. solb. 751b. 71 1b. 711b. solb. 63lb. 8oth,
Tropicalisation Tropic- Tropic-  Tropic- Tropic- Tropic- Tropic- .o

alised alised alised ahised alised  alised

[S.T.C. letter No. STC/Eng./50A (PAC).4t. 27-7-67 refns.

161



APPENDIX VI
(Reference para No. 1.145(i) of the Report)
SunJsecT ~Procurement of Tyres & Tubes

As the MGO Branch are aware, a certain number of Tyres and Tubes
imported from HUNGARY by the State Trading Corporation are held by
M/S RAMKRISHAN KULWANT RAI and General Industrial Stores

Supplying Co. These Tyres, which have been approved by the DGS&D for
sale under Rate Contracts arc cheaper than those of indigenous manufac-
ture. However, in so far as Defence Services are concerned, it has been
decided that it would not be correct to usc these Tyres in forward arcas,
as their quality is not upto the mark. These Tyres should not, therefore,
be purchased for Defence purposes. Necessary instructions may be issued
to all concerned.
SD/- S. S. KAKKAR,

Joint Secretary. (Q)
MGO
Min. of Def. uo No. 22(20)/63/2697/D(0-1) dated 22 Jul. 63.

Copy to:—
NAVAL HEADQUARTERS (Chief of Material)
AIR HEADQUARTERS (Director of Equipments)
E-in-C
D.G.B.R.
DG NCC
DML. & C.



APPENDIX VI

(Reference para No. 1-145 (ii) of the Report)

15t Session, 1967 of the Lok Sabha

MINISTRY OF DEFENCE

i i -

-

Date and Reference” Subject Premise made When and how fulfilled
1 2 3 4
Asking (a), (b) & (c) Date of implementation.
Unstarred Questicn No.  (a) whether it is a fact The decision of the De- The requisite information is as under :-
365 dated the 3rd April  that the imported tyres  fence Ministry not to 1. The circumstances under which the
1967 by Shri Madhu (mentioned in the 64th issue these tyres to for- decision of the Defence Ministry not to
Limaye. Report of the Public = ward areas was, how- issue the imported tyres to forward areas
Accounts Cemmmittee ever, not communica-

(3rd Lok Sabha) were
sent to the Forward
Areas in preference to
the good quality Indian
made tyres in stock at
the depots;

(b) if so, whether any
eqnuiry has been or-
;;dl:icd into these affairs;

(c) if so, the results of

cated by the Army
Headquarters t0
the depot au-

thorities. The circums-
tances under which
this was not done are
being investigated.

was not communicated by Army Head-
suthoritles have

been investigated—Army Headquarters
have explained that, at the time thesc
tyres were procured and used, the units
were raised quickly and rear arca units
moved forward at short noticcs Supply
of the indigenous types of tyre normally
used was slow. Under such conditions
where the use of items of similar type
was concerned, no firm decision could
be made that a particular type of item
should be used strictly in rear areas
and another similar type be used in for-
ward areas. In an emergency it was not

thecnquuy?

§§l1
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always possible to insist upon the use of an
item which conformed rigidly to laid down
specifications, and it wes considered better
to have something with even restricted uti~ |
lity rather than nothing et all.

2. Even on theabove basis, Governument cog-
siders that Army Headquarters should
have immediatety come to  Government for
modification of the decision, and this wus
not done. There was thus and adminis-
trative lapse.

3. It has, however, been held that there is
nothing to justify questioning the bona
fides of the mistake in not communicating
the decision of the Ministry. Army Head-
quarters have therefore been instructed
that, in future, instructions issued by
this Ministry should be followed up by
corresponding instructions  to lower for-
mations and in case there are any difficul-
ties in implementing those decisions, they
should be brought to the notice of the Mi-
nistry immediately.

¥at



APPENDIX Vil

(Reference para 1.150 of the Report)
No. F.25(9)/66, O&M
GOVERNMENT OF INDIA,

MINISTRY OF DEFENCE
New Delhi, the 19th Sepr. 1966.

OFFICE (ORDER NO. 45
SUBJECT: —Issue of orders based on Government - decisions.

An instance has come to notice where issue of orders based on a
Government decision was delaved as the file was sent to another Ministry
in connection with another matter.,

2. When a decision is taken by the Government necessitating the issue
ol orders. the orders should issue promtly. If the file is also required
for any other purpose. the issue of orders should not be delayed but the
orders should issue forthwith and the file released thereafter.

Sd - H. T. SADHWANI,
Joint Secretary (P&(C').

All Officers and Sections ... |
Copy for information to PS to DM . MDP.
Copy to: —
Army Headquarters—DSD
Naval Headquarters-—Naval Secretary.
Air Headquarters
All Inter-Services Organisations.
CAO (Coord).
[Ministry of Defence letter No. 14(12)/66 D(0Q.1.) di. 17-7-67]

1632 (Aii) LS—14.



h APPENDIX IX
(Reference Para 1.161 of the Report)

Ministry of Defence note on enquiries made by Government into the
manner, of placing of orders or inspection on payment made by COD,
Malad against the rate contracts 1o M S Ramkrishan Kulwant Rai and
M/S GISSCO in 1963,

The Inter Departmental Committee has gone into the question of the
placing of the indent by the COD Kandivilli on the DGS&D in respect of
7100 tyres. They have pointed out the irregularitics committed by the
Commandant COD Kandivilli and the action taken against him (wide para
4.3 on pages 56 to S8 of the report).  The Inter Departmental Committec
has also gonc into the irrcgularities noticed in respect of the inspection of
the tyres vide para 4.2 of the report on pages 54 to 56.

The said Inter Departmental Committee has also gone into the ques-
tion of the irregularities committed in making the rate contract vide paras
3.4 and 3.5 on pages 45 1o 48 of their report. The three supply orders
placed by COD Kaundivilli on 6th February, 1963. 15th March, 1963 and
18th March, 1963 as mentioned in answer to Question 9 of Statement [
of the replies already submitied were so placed in pursuance of the DGS&D
rate contract on Sth September, 1962,

The first supply order of 6th February, 1963 for 700 tyres of size
750x20 10 PR was against the requirements of the COD Kandivilli for
the same sizc and quantity and was within the competence of the Com-
mandant.

The remaining two supply orders of 15th March, 1963 and 18th March,
1963 by the COD Kandivilli were placed in pursuance of the approval of
the Chief Superintendent Development TDE Ahmednagar on 5th March
1963 vide Annexure XVIII already forwarded to the Lok Sabha Secre-
tariat. This was in pursuance of the letter at Annexure XVl addressed
by COD Kandivilli to Chief Superintendent Development TDE Ahmed-
nagar on 30th January, 1963. The question whether TDE(V) Ahmed-
ragar erred in giving the clearance and issuing the letter at Annexure XVIII
is a matter which is being enquired into. As a result of the clearance
by the TDE(V). the supply order for 2850 tyres was placed on M/S Ram
Krishan Kulwant Rai on 15th March, 1963 and for 850 tyres on M/S
GISSCO on 18th March, 1963.
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A further query has been made whether any irregularity has  been
noticed on the part of the COD Malad in making payment for the tyres
purchased against the rate contract. In this connection, it may be clarified
that payment for tyres purchascd against rate contract is made by the Pay
& Accounts Officer. Ministry of Works, Housing and Supply, and not by
COD Kandivilli.

It is understood that the SPE has registered a case against Shri Ram
Kiishan Kulwant Rai under Section 420 IPC. If any further irregularities
committed in the transactions are brought to notice in the course of investi-
gation in the light of the result of S.P.E. enquiry the position would be
further revicwed.

(L. S. LULLA)
Jowne Secretary (Q).



APPENDIX X
(Reference para No. 1.161 of the Report)

TELEGRAM
ORDEP STATE MILITARY
KANDIVLI

Q. () REFERENCE YOUR TELEGRAM Q7465 OF TWINTY-
FIFTH FEBRUARY () STORES ACCEPTABLE '
HOURS FIFTH
VEHICLEDEV

No. 00502 MR14 CONT 'S
GOVERNMENT 0F INDIA,
MINISTRY OF DEFENCE (CGDP)
Technical Development Bt
( Vehicles)
AHMEDNAGAR (DECCAN)
5 March, 1963, ¥

TO T w L] v % ' ‘
The Officer Commanding '
COD KANDIVLEI BOMB\Y-67.
Post copy torwarded in contirmation.

In view of the reasons stited in your letter No. 1612499 Prov. dt.
30-1-63, 825-20 ST 12 PR tyre is considered acceptable in place  of
825-20 ST 10 PR.

Sd -Major EME
For Chief Supenintendent Development (VEHS)
(S. BALASUBRAMANIAM. ASD).

158



Summary of Main Recommendations/observations of the F'ourth Report of the Public

Ministry concerned

Sl Para
No. No.
1 2 3
1 1.9 Commerce
Deptt. of supply
Defence
2 1.10 Do
3 1.11 Do

APPENDIX XI
Accounts Conuniliee

R PR e e e i o e e e At e o

Conclusions Recommendations

The Committee regret to note that no reply was received from Govern-
ment by the end of February 1967, fe. within threc months of the date of
the presentation of the 64th Report of the Public Accounts Committee
(Third Lok Sabhay. The Committee are unable 1o appreciate why Govern-
ment waited till 18th April, 1967 to constitute un lmcr—Departmcntal Com~
mittee to consider the various recommendations/observations made by the
Public Accounts Committee in their 64th Report (Third Lok Sabha).

did

as

The Committee are also constrained to point out that Goverament
not take prompt notice of the recommendations of the Committee jn
much as the Officer Commanding, Malad, against whom the Committee had
passed strong strictures and recommended investigation, was allowed  to
retire prematurely from scrvice on 16th December, 1966, ie. two  weeks
after the presentation of the Report of the Committee on 30th November,

1966,

The Committee have dealt with this matier at greater length in para
1.156 to 1.158 of this Report. but here they would like to emphasise that
Government should take prompt and due notice of the recommendations
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1.32

1.33

Commerce

made in their Reports so that mny necessary investigation or inguiry or
any remecdial measures can be initiated without loss of time.

The Committee do not accept the suggesiion of the Inter-Depanimental
Committee “'that the linking of the alleged over-cstimation of the import
requircments with the difficulties experienced subsequently in the disposal of
tyres ymported in 1961 is not therefore justifiable.” They feel that il the
requircments had been correctly assessed the gap between the demand and
the supply would have been found to be far narrower. {n fact, it would
have been found that there was no justification for the Ministry of Com-
merce to direct the State Trading Corporation to import gaint tyres, to the
tune of 1,20,000 in 1961. ..

It is not clear to the Committee why the State  Trading Corporation
were not asked to import tyres based on their own commercial judgment of
the country’s requitements.  The Committee were given t0 understand in
evidence by the representatne of the Ministry of Commerce that the State
Trading Corporation were allowed to import tyres in small lots of 4,750 or
s0. They find, however, that orders for the import of 40,000 tyres by M/s.
Ramkrishan Kulwant Rai were allowed to be placed in  February, 1961,
while orders for the import of another 15,500 tyres were allowed to be
placed by M/s. GISSCO during March, 1961. This does not indicate that
orders for only a small lot of tyres were allowed to be placed each time and

that the need for the import was also examined at each stage in detail by
the Mipistry.

- s s JUS.
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It has already been mentioned by the Committee in their 64th Report
(Para 1.30) that the State Trading Corporation in their letter dated 13th
October, 1961, had tld M/s. Ramkrishan Kulwant Rai “to defer further
shipments till such time. as the existing stocks are liquidated”, as the firm
already hal large stock of tyres on hand. but Shri Kulwant Rai, “however,
assured our Divisional Manager that you have no difficulty in the sale of
tvres and that the licence may be released.” It is regrettable that even at
that stage timely action was not taken to stop further shipment of tyres.

The Committee cannot but reiterate the observations made by them
carlier in paras 1.28 to 1.30. and 5.1 of their 64th Report that the decision
to import the tyres in such large numbers from ‘rupee payment’ countries
was not taken after a thorough examination of all aspects of the probiem.
One of the contributory factors, as pointed out by the Inter-Departmental
Committee, was the feeling on the part of the potential purchasers that the
imported tyres may not be as good as the indigenous tyres. The Committee
cannot too strongly emphasise the need for ensuring that imports arranged
through the State Trading Corporation from ‘rupee payment’ countries or
else where are really necessary and that they are competitive both in price
and quality.

As assured by the Secretary, Ministry of Commerce, in cvidence, the
Commitice hope that the Ministry will be more careful while assessing  the
requirements of different commodities, their indigenous production and the
need for import in future.

The Committee feel that the demand was grossly over-estimated with
the result that « large number of tyres were imported. which were not
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required and that this was -apart from their defective quality. one of the
reasons for the subsequent difficulty in the disposal of the tyres.

The Commitice note from these statements that there was a difference
of about Rs. 100 in the landed price of *a set of one imported tyre, tube and
flap inferior in quality to the indegenous tyre ete. and the list prices which
were permitted to be charged by the STC Gl 6th February, 1962. It would
have been considered whether it was wise to allow such a particular margin
favour. had been fixed in consultation with Government so that it could
have been considered whether it was wise to allow sucha a particular margin
for a public sector undertaking without adequately allowing for the interest
of the consumer. The Committee cannot help concluding that it was
this time of making easy profits at the cxpense of the consumer which
tempted the STC and the private parties to continue to import tyres in
such large numbers and to fail to disclose the lower specification and
defects 1o the users including Defence.  The Committee consider that a
governmental undertaking like the State Trading Corporation should pay

‘greater attention to the interests of the consumers for whose benefit it

has professedly been set up.

The Committee are unable to appreciate how the State Trading Corpora-
tion. realising fully that the known  specifications of the tyres from East
Furopean countrics were 12% to 157, chort of Indian specifications consi-
dered themselves judtified in placing orders for their purchase in such large
aumbers from these countries.  Prudence required that the State Trading
Corporation shoubi have brought rhese short-comings specifically to the
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notice of the Government so that they could review, in the light thereof, their
fiat for the import of tyres in such large numbers from the East European
countries and consider whether it would not have  been in the  national
interest to make the imports found necessary from other parts of the world.
In any case, the Committee cannot see any justification for not  importing
the untried tyres in smaller lots to test the market and users reactions before
spending the country's scarce resources in importing these infesior tyses  in
such large numbers,

The Committee agree with the observations of the Inter  Department
Committec that “the State Irading Corporation took no steps whatsoever
to have the quality and the «necifications checked up with reference to the
contracts made by them even after the receipt of the complaints from the
importers themselves.”

The Committee would hh:  Government  to fix responsibility for the
failure to exercise any check on the imported tyres and to make sure that
they were in accordance with the quality and specifications kaid down in
the agreement and for which money was being paid to a foreign party.
They would also like Government to make sure that the firms have not
obtained compensation from the forcign manufacturers on the ground of
the lower quality of imported goods as compared with specifications,
without disclosing it to the State Trading Corporation. [t seems that M/s.
Ramkrishan Kulwant Rai had obtained compensation amounting to Rs. 6.19
lakhs from the foreign supplicrs. In case they have obtained any
such compensation. the Committee would like this aspect to be kept in view
while framing claims for recovery against all the firms concerned.

*Sizes 750~ 20 and 825 120
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The Committee cannot apreciate why the State Trading Corporation a
public undertaking, knowing fully well the lower specifications of the import-
ed tyres and their consequences to users chose to maintain complete silence
about even vital factors as nraximum load carrying capacity and pressure of
the imported tyres, which had a vital bearing on safety.

In particular, the Committee deprecate the attitude of the State Trading
Corporation in not communicating vital informmation regarding specification,
quality and performance expectations of the imported tyres to the Director
General. Supplies and Disposals specially when it was known that these
tyres were being procured for the use of Defence Forces.

The State Trading Corporation’s attitude to the user seems unfortu-

nately to be based on the Roman Legal Maxim “caveat emptor” (‘let the
buyer beware’.)

The Commiittee would like to be informed of the result of action intiat-

ed by the Ministry of Commerce for fixing responsibility on the officials
responsible for thic serious lapse.

The Commitiec are glad thay Government have realised that more
efficient procedures for securing reliable and experienced dealers to handle
import and distribution work on behalf of the State Trading Corporation
are called for. The Committec need hardly stress that the State Trading
Corporation being a public undertaking, should adopt procedures which
would be above all suspicion. The Committee consider that as far as possi-
ble, the State Trading Corporation should invite public offers so as to get
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most expericnced and reliable distributors at the least margin of profit for
the import and distribution of their goods.

As regards the appointment of M/s. Ramkrishan Kulwant Rai as
agents for the import of tyres from Hungary, the Committee do not desire
to comment on it at this stage as it is understood that the matter is under
scrutiny by the Central Burcau of Investigation.

‘The Committee cannot help concluding that had advice of the Solicitot
General/ Additional Solicitor General been taken in 1961, as suggested by
the Deputy Divisional Manager ' (Law) of State ‘Trading Corporation, the
uncertainty about the legal and financial responsibility of the State Trading
Corporation would have been dispelled. It would also have made the
State Trading Corporation realise that it had no particular obligation re-
peatedly to approach Governmental purchasing organisations to facilitate
the disposal of imported tyres which were known to be below specification.
The Committee feel that even now the Ministry of Commerce should ob-
tain the legal advice of the Solicitor General/the Additional Solicitor Gene-
ral about the legal and final responsibiiities of the S.T.C. vis-a-vis the pri-
vate firms to set all doubts at rest.

In the absence of the production of the original invoices of the foreign
suppliers by the firm, the Committee feel that the correctness of the agency
commission received from the foreign suppliers cannot be verified. The
Committee desire that the original invoices of the forcign suppliers should
be obtained from the firm and checked with a view to find out the correct
amount of commssion received by the firm M/s. Ramkrishan Kulwant Rai
from the foreign suppliers. Such a check is all thc more necessary as
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according to the contract. the landed codt was to be determined on the
basis of the net c.i.f. price. ic.. c.if. price after excluding agency commis-

sion, if any. paid to the firm by the foreign suppliers.

R e e

22 1 100 Commerce The Committee entirely agrec with the views of the Secrctary of the
Ministry of Commerce that “for a public scctor undertaking like the State

‘Trading Corporation the responsibility to the user should have weighed

with them a litic more than the responsibility  of the Associate.”  The

Committee feel that the State Trading Corporation and the Ministry should

take necessary action to bnng to the nuotice of all the bulk purchasers,

specially those whom they had approached carlier to purchase the import-
ed tyres, the procedure for claiming compensation for defective tyres sO

that they may file their claims.

The Committee would also like to draw attention to the specific pro-
vision made in the agreement with M. Ramkrishan Kulwant Rai to the
eficct that “the failed tyres will be cxamined by a panel .. .. and that the
decision of the penal will be binding™ and that “they shall give adequate
compensation to the party concerned as per the decision of the panel.”

2} 1.101 ~-do-

-do- The Committee. therefore, see on reason why State Trading Corpora-
tion and Government should mot be able to ensurc payment of proper
compensation to the uscrs who have suflered loss on account of the supply

24 1.102

of defective tyres.
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The Committee would like to be informed of the action taken agminst
the persons at fault as suggested by the Inter-Dupartmental Committee in

due course.

The Committee are alarmed to note the unusual enthusiasm shown by
the Deputy Director, Supplics and Disposals in putting through the deal
of the purchase of tyres by the Ministry of Defence from Messrs. Ram-
hrishan Kulwant Rai.  The ofhicer seemed to have made several incorrect
and misleading tatements. The Committee take a very serious view ol
the lapses on the part of this officer. They note from the report of the
tnter-Departmental Comnuittee that this officer has retired and that he was
already under disciplinary action for another charge, i.e., non-inclusion
of a warranty clause in the rate contract entered into by the DGS&D.
The Committce desire the Department of Supply to examine as to why
action could not be taken against thiy officer when he was in service and
how the unusual. enthusiasm shown by him in this deal escaped the notice
of the senior officers. The Committee were given to understand during
evidence that charges were being framed against the officer concerned.
They are, however, not sure whether the Department of Supply will be
able to take adequate action against him as he has already retired from
service.  They would like to be informed of the action taken against this
iotficer. The Committee also regret to note that (i) as against the rate
contract of Rs. 349 -per set which included a tyre, a tube and a flap, the
DGSED made the payment of Rs, 360/- for a tyre alone. (i) The sale
price fixed for Polish tyres (Cross Country Type) was Res. 366) per tyre,
while the c.i.f. Indian port price for the same tyre was Rs. 228:24 per set.
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As against this, the Hungarian THR tyre per set (which was comparatively
inferior) was also fixed at Rs. 360 per tyre, when the c.i.f. price, on M/s.
Ramkrishan Kulwant Rai's own admission. was Rs. 210 per set. Taus,
the Government was forced to pay the same price for inferiot quality, the
landed cost of which was also less by Rs. 18-24 per sct.

The firm of M/s. Ramkrishan Kulwant Rai was thus overphaid to the
extent of about Rs. 2:90 lakhs.

The Committee desire that suitable measures should be taken by Gov-
crnment in consultation with the Ministry of Law. if necessary. to recover
this excess payment from the firm in question. -
It is strange to note that a copy of the letter of February, 1963, on the
filec of the Inspection Wing of Director General, Supplies & Disposals
addressed by the Inspectorate ar Calcutta regarding unsatisfactory storage
comditions of tyres in the stocks of M/s. Ramkrishan Kulwant Rai was
diarised in the office of the Director General, Supplies and Disposals but
not put on the file. The Committee desire that this suppression of an
important letter may be looked into with a view to fixing responsibility.
The Committec hope that the instructions issued by the Director Gene-
ral. Supplies & Disposals on 7th January, 1967, will be strictly observed
and that cases of this type will not recur.

After the injunction of the High Court is vacated the Committee would
like to be informed of the action taken against this firm.  As a result of
the enquiry by the Special Police and the results of the disciplinary ‘proceed-
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ings against the officers concerned, the Committee would like to know
whether there was any collusion between the officers and this tirm.  The
Committee would also like it to be ascertained whether there arc  any
prounds for tuking any action against any of the other firms involved in
the import and supply of these tyres.

The Committee find that it was primarily on the request of the firm,
M/s. Ramhrishun Kulwant Rai, that the DGS&D sharply raised the ceiling
for placing orders from Rs. 2 lakhs to Rs. 10 lakhs against rate contract
on 2th March, 1963. In the absence of any request for this from the
Ministry of Defence, the Commitice feel that the raising of the monetary
lmit was calculated to favour the firm  rather than defence  indentors.
Another disquicting aspect of the case is that the revised ceiling of Rs. 10
Lihhs was allowed to remain operative even after 31st March, 1963,

The Committee fecl that, as pointed out by the earlicr in para 4.20 of
their Report, it is diflicult to appreciate the distinction sought to be made
for the requirements of the forward arcas and other areas in so far as the
use of imported tyres was concerned.  They hope that Government will
heep this aspect of the question in view while considering the purchase of
goods for Defence purposes in future, The Committee note that approxi-
mately 4,000 imported tyres purchased by the Ministry of Defence were
issued to the forward arcas. They further note that, though the decision
about making a distinction in the use of imported tyres between the forward
arcas and other areas was taken on 30th July, 1962, it was not com-
municated until the 2nd July, 1961, to the GO's Branch. They are not
able to appreciate the delay on the part of the Ministry of Defence in com-
municating these orders of the Minister of State for Defence Production.
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As regards the non-implementation of the orders by the Army  Head-
quarters, the Commitice note that, according 1o Government, there was
“nothing to judtify the questioning the bonafides of the mistake in nol com-
municating the decision of the Ministry—Army Headguarters have, there-
forc, been requested that in future instructions issued by this Ministry
should be followed by corresponding instructions o lower formations and
in case there are any difficulties  in implementing  those  decisions they
should be brought to the potice of the Ministry immediately.”

In view ofthe action taken by Governmemt the Committee do  not
desire to pursuc the matter further.  They vannot, however, too strongly
emphasise that administrative procedures and machinery should be fully
geared to convey. without delay, specific orders of the Ministers to all con-
cerned for faithful implementation.

The Committee are not convinced by the explanation advanced by the
Ministry of Defence for not taking prompt notice of the specific recom-
mendations made by the Public Accounts Committee in their 64th Report
about the lapses on the part of the Officer Commanding COD Kandivili
(Malad), in regard to the purchase of imported tyres, The Committee
are unable to appreciate how the irrcgularity committed by this Officer in
accepting 5,904 THR tyres mn licu of cross country tyres. in contravention
of the insructions of Army Headquarters, was overlooked while process-
ing his application for premature  retirement. in  spite of the instructions
dated 2nd September. 1966, of the Defence Sccretary that investigations

i
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should be made into the casc and the observations made by the Public
Accounts Committee on the conduct of this Officer in their 64th Report,
presented to the House on 30th November, 1966. The Committee would
like the responsibility for alowing this officer to retire prematurcly on 16th
December, 1966, to be fixed and deterrent action taken against those: who
arc found responsible for this lapse.

The Committee note that as many as 1425 imported tyres (exchiding
5904 THR tyres which have been commented upon in para 1.159) were
teccived by COD Kandivili (Malad) on 15th April, 1963, and that he
further accepted 1881 tyres after that date against the rate contract withdut
obtaining the specific approval of the Army Headquarters. The Committee
are not abie to appreciate as to why Government have not chosen to take

action against the concerned officer for nom-compliance with their ins- -

tructions.

The Committee need hardly stress that Government should take stern
action against all those who are found responsible for any irregularities in
connection with the purchase of tyres against the rate contract.

The Committee also hope that Government will take appropriate action
if any further irregularities on the part of officers are brought to notice, as
a result of investigations imto these transactions by the S.P.E.

The Committee would like to be informed of the results of .this enquiry
and the action taken against the officers at fault.

-
-3
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In their 64th Report, the Public Accounts Committee had made 55
recommendations fobservations. The Ministries of Commerce, Works,

Housing & Supply (Deptt. of Supply) and Defence have accepted 48 of
the recommendations.

In this re-examination of the case about the purchase of defective tyres,
the Committee would like to highlight certain aspects of the case. In
respect of the recommendations at Si. Nos. 1, 2, 3, 4, §, 11, 52(1), 52(4)
and 52(5) regarding the assessment of requirements, the Ministcy of Com-
merce have accepled the suggestion of the Inter-Departmental Committee
that “........ Linking of the alleged over-estimation of the inport re-
quirements with the difficulties experienced subsequently in the disposal
of tyres imported in 1961 is not, therefore, justifiable.” The Committee
regret they cannot accept the reply of the Ministry of Commerce and hold
that, if the requirements had been correctly assessed, the gap between the
demand and the supply would have been found to be far matrower. In
fact, it may well have been found that there was no justification for the
Ministry of Commerce to direct the S.T.C. 10 import giant tyres to the
tune of 1,20,000 in 1961. The Commitice, therefore, reiterate the obser-
vations made by them carlier in paras 1.28 to 1.31 and 5.1 of their 64th
Report that the decision to import the tyres in such large numbers frumn
‘rupec payment’ countrics was not taken after a thorough examination of
o1l aspects of the problem. '
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It is not clear to the Committee why the State Trading Corporation, as
an autonomous organisation, were not asked to import tyres based on their
judgment of the country’s requirements.

The Committec are unable to appreciatc how the STC though aware
that the specifications of the tyres from East European countries
were 12 to 15 per cent short of Indian specifications, considered them-
sclves justified in placing orders for their purchase from these countries
in such large numbers and why they should not have asked for a review,
in the light of these shortcomings, of Government's fiat for the import of
these tyres from these countries so that the possibility of making
these imports in the national interest from other parts of the world could
also be considered.

The Committee cannot help concluding that it was the lurc of making
easy profits which tempted the STC and the private parties to continue to-

import tyres in such large numbers and to fail to disclose the lower
specifications and defects to the users including Defence. The Com-
mittee need hardly stress that a grovernmental undertaking like the STC
should pay greater attention to the interests of the consumers for whose
benefit it has professedly been s¢t uo.

The Committee cannot too strongly emphasise the need for ensuring
that imports arranged through the STC from ‘rupee payment’ countries
or elsewhere are really necessary and that they are competitive both i
regard to price and quality.

The Committee find that the S.T.C. also failed to commumcate to the
prospective buyers that the imported tyvres were 129, to 15% below the
indigenous specifications.

e
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46 2.8 -Do- The Comnuttee deprecate in particular the attitude of the S.T.C. in
7 Iy not commurmicating sl information regarding specifications, quality and
Deptt. of Supply  performance of the ;mported tyres to the DGSAD., specially when it

waskmthatmtymmkingpmcﬂredtmtheuseofmebe&mt
Forces.

4 2.9 Commerce The STC, o its part, also failed to have the quabity and M
checked with reference 1o the comtracts cven after the receipt of com-

plaints from the importers themselves.  The Ministry of Commesce have

asked the STC to fix the responsibility for failure to inform the prospective

buyers about the specifications, pressure cic. of imported tyres in different

<izes and plies. The Committee desire that suitable action should also b
ukenapmstﬂxoﬁicersin\thTthofaiied\OcMCKﬂnqmmymd

ificati with reference to the contracts even after receipt of com-

plaints regarding the Jefective quality of the tyres from the importers
themselves.

48 3.10 -Do- The Committec ar¢ distressed 10 note that a Deputy Director in the
—— oﬁiceolmcDG&Smadeannmbef‘o(hwmﬁﬂand misleading state-

Deptt. of SUPP)Y  ments and showed an unusual interest in pushing through the purchase of

cost of the ST & THR pattern tyres Was the same viz. Rs. 210/+ per set
(tyre, tube and flap) and the rate contract entered nto by the DGSED
for a set of (tyres. tube and flap) was Rs. 349/-, a payment of Ra. 360
was made for a THR tyre alone. Government was also forced to pay for
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THR tyres the price applicable to Polish tyres (Cross Country typo)
which was of a superior quality than THR type, and the landed cost of
which was also higher by Rs. 18.24 per set. This gave a further benefit
of at least Rs. 18'24 per set to M/s. Ramkrishan Kulwant Rai. This
resulted in a total excess payment of about Rs. 2.90 lakhs to the firm.
The Committec take a serious view of this lapse and desire that the res-
ponsibility should be fixed for the same.

Apart from the delay in communicating the orders dated 19th April,
1963, of the Defence Minister, there was a failure in the Ministry of
Defence to communicate promptly the decision taken at the meeting held
in the room of the Mipister of State for Defence on 30th July, 1962, that
it would not be advisable to procure tyres and tubes from the stocks
available with the State Trading Corporation in so far as the requirements
of the forward areas were concerned. This decision was communicated
t* the MGO’s Branch on 22nd July, 1963, ie, after nearly a year. This
delay of about a year needs looking into as it might also have becn a
contributory fact to the issue of some of these tyres to the forward areas.

The Committee have also not been able to appreciate how the irregu-
larity committed by the C.O.D.. Kandivilli (Malad) in accepting 5,904
THR tyres in lieu of cross country tyres in contravention of the imstruc-
tions of Army Headquarters was over-looked while processing his appli-
cation for premature retirement and he was allowed to retire on  16th
December, 1966, and that contrary to the instructions of the Defence
Secretary that an investigation should be undertaken into the case and the

——
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obmtbnsmdebymPA.C.mthecmdmdmiscﬁwhw
athnmmummnmmmmw,lm.

Asmgatdsduﬁrms.tthmnnﬁnceundcxsand that the Central
Burwuo(lnvesﬁgaﬁmislookmg into the case against M/s Ram Krishan

Cmnnﬁneewouldaboﬁketobeinformedoftheacﬁmmkenagainﬂm
frm. The Committee would also like it to be ascertained whether thero
areanygro!mdsfortakinganyacﬁonagainslmyofthe other firms
involvedh:dwhn;nnandsupplyotmtym.

The Committee reiterate their observation contained in para 54
of their 64th Report that “Government should take immediate steps t0
assess the losses suffered by the various users, viz., Defence, Transpert
Undertakings, ctc.. duc to the purchase of these defective tyres and to
secure adequate compensation from the firms/STC.”
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No. Name of Agent Agency No.  Si. No. Agency No.
18 W.Newman & Company Ltd., 44 29 Ox!ord Boot & Stationery 68
, Ol Court House Street, s Sciendia House,

jcutta. Oumung A Plance, Néw Delhi
19 Pirma K.L. Mukhopadhysy, 82 30 Poeple’s Publishing House 76
6/1A, Banchharam Akrur Rani [hantl Rosdy
Lane, Cakcutte-13. New Delhi.
DELHI1
20 Jain Book Agency 1 31 The United Book Agency, 88
Cannsught Phce, New Delhi. 1)8, Amrit Ki.m arket,
Gan
New Delh”
2t Sat Narain & Sonms, 3 32 Hind Book House, 98
ﬂ"' Mohd. Ali Bazar, 812, Janpath,
ori Gate, Dethi. New Delhi.
2z Atma Ram & Sons, 9
- Kashmare Gate, Delhi-6,
33 ].M. Jsina & Brothers, 1 31 Book Well,
Mori Gate, Delhi. kSnm Narankari Colony. Y6
inglway Camp,
24 The Central News Apmc ' s
23/90, Connaught e,
ew Delhi. MANIPUR
33 l'hc En lish Book Store, 20
onnaught Circus, 34 Shri N. Chaoba Singh, 77
lw Dethi. News t,
_ amlsl Psul High School snnexe
26 Lakshmi Book Store, 23 mphal.
2, Municipal Market,
?mplth, New Delhi,
27 Bahree Brothers, 27 AGENTS IN POREIGN
188, Lajpatrai Market, COUNTRIES
Dethi-6.
The Secretary,
28 Jaylm Book DeE: 66 Eatablishment Department,
srwals Kuan,

l(uo Bagh, New Deihi.

The Hifh Commission of Indis,

India House,
Aldwyach , London, W.C. 1.
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