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INTRODUCTIoN 

I. the Chairman of the Public Accounts Committee, authorised by the 
Committee, do present on tbeir bebalf tbis Sixty-first Report on paragrapb 
20 of tbe Report of the Comptroller and AuditorGeneral of India for tbe 
year 1983-84-Union Government (PelT).Blocking up of capital due to ~ 

commissioning of air-conditioning plant. 

2. Tbe Report of the CelAG of India for the year 1983-84, Union' 
Government (PelT) was laid on the Table of the House on 12 April, 1985. 
. 3. The Repo'rt highlights the irregularities committed by tbe Depart-
ment of Telecommunications and Director General of Supplies and 
Disposals in awarding contract for air-conditioning ladies dormitory of 
Trunk Telephone Exchange in Kidwai Dhavan, New Delhi at an estimated' 
cost of Rs. 2.69 lakhs in ~  1973 to a private 8rm M/s.8ombay 
Ammonia Pvt. Ltd. In the opinion of the Committee the whole deal was 
shady and calls for a detai!ed investigation into all these lapses ~  out· 
below: 

(i) The circumstances that led to the selection of tbis firm, viz., MIa., 
Bombay Ammonia Pvt. Ltd. for tbe award of tbis contract wben it 
was weJl-known tbat tbe past performance of the 8rm had not been 
satisfactory. 

(iI) The reasons why the information regarding removal 'of the f ~  

from the DGSelD list of approved suppliers was not passed on to 
the suppliers immediately and was delayed for over a year aDd 
why the records pertaining to this firm were destroyed even before 
tbe contract of the firm were completed and whetber there is Deed 
to revise the procedures in this regard. . 

: (iii) Awarding of the contract for a plant for which it was known that 
the 800r streAgth of the dormitory was not adequate. 

(iv) Gross negligence and excessive indulgence shown to the firm by 
granting them extensions for 12 years for a job whicb should have 
been completed within 6 to 12 months. 

(v) Excessive delay in making a reference to the Ministry of Law for 
arbitration in February 1986 when the arbitration had been sought 
by the firm in June 1984. 

4. While the Committee have desired that these lapses sbould be 
investigated and responsibility fixed. they have also desired that ~ .  

ru,les aDd procedures sbould be reviewed to forestall such lapses in future. 



they have rurther desired that the system of ~  and payment should 
be reviewed SO as to minimise the scope of manipulation and to ensure 
that tbe firm executing tbe job is compelled to complete the same in time. 

S. Tbe Public Accounts Committee, 1985-86, examined the Audit 
paragraph at their sittings held on 28 and 29 January 1986. 

6. The Committee considered aDd finalised this Report at tlieir sitting 
held on 6 October 1986, based on the evidence already taken and written 
information furnished by the MiDi'tries of Communication (Department of 
Telecommunications) and Industry (Department of Supply). The Minutes 
of tbe sittings from part II· of the Report. 

7.· For· reference. facility and convenience, the observations and 
recommendations of the Committee have been printed in thick type in the 
bOdy of tbe Report and have also been reproduced in a consolidated form 
in Appendix I to the Report • 

. &. The Committee place on record their appreciation of the commend-
able work dODe by the Public Accounts Committee (1985·86) in taking 
evidence aDd obtaining information for tbe Report. 

"9. The Committee would like to express their thanks to the officers of 
the Ministries of Communication (Department of Telecommunications) 
~  Industry (Department of Supply) for the cooperation extended by tbem 
in aiving information to the Committee. 

10. The Committee also place on record their appreciation of tbe 
Blsistance rendered to them in the matter by the office of the Comptroller 
aDd Auditor General of India . 

. Hew DELHI ; 
Oct., 28, 1986 
Ka,. f. 1908 (Saka) 

ERASU AYYAPU REDDY, 
ChIIlrmIUI, 

Public Accountl Commltt.,. 

-MaS _ltd (0lI4l CfclOlt,led CO" laid on the Table of the House au" five copie, 
placed In lbe ParliameDt Libral'J). 



aEPORt 

AUDIT PARAGRAPH 

Blockln, up 0/ capital due to, 1I01I-cDmmtulon'", 0/ Mr-cDlldltlonln, 
Plant. 

Air-conditioning of ladies dormitory of Trunk exchange and Speciai 
Services 'in Kidwai Dhawan, New Deihi was sanctioned by 'the General 
Manager, Delhi Telephones, (GMT) New Delhi at an estimated cost of 
Rs. 2.69 lakhs in October 1972. The work of supply and installation df 
air-conditioning plant was awarded to firm 'A' in lal;luary '1973 throuJb 
the Director General, Supplies &: Disposals (DGSD), for completion', by 
March 1973 and June 1973 respectively. The load boaring ca""c:iCy of 
the floor of the dormitory was not assessed before the work was 
awarded. In February 19 ... 73, the department discovered t,hat the flooring 
was not strong enough to take the load of the equipment. 

2. Consequently, it was decided in September 1973 to change the 
type of equipment to be installed. The original tender was amended i:IJ 
OeceDiber 1973 at a revised cost of Rs. . ~ lakhs with the schedule 
for delivery and installation as 20th March ~  and 20th lune 19'74 
respectively. ' 

3. The equipment after inspection by the DGSD was delivered 
at the site in February 1975 and installation commenced thereafter. 

4. The first joint inspection was carried out in luly 1977 when a 
number of items were found incomplete and thereafter winter test of 
tbe plant in February 1979 showed a number of defects. In spite of 
opportunities given to the firm, it failed to remove the defects. Conse-
quently, the contract was rescinded by the DGSD in January 1981. It 
was decided in January 1981 to get the balance work completed at the 
risk and the cost of the firm 'A'. As the plant was under lock and key 
of the firm, nothing could be done till March 1981. Finally it was 
decided in consultation with the Ministry of Law to break open the 
locks in May 1982 and take possession of the plant for getting the 
unfinished jobs completed. Action to break open the locks was taken 
only in November '1982· The plant was yet to be commissioned after 
getting the faults rectified (June 1984). 

S. The. department now (January 1984) feels that the plant is 
beyond economical repairs. 



,. thus, the intended facility of air-conditioning sanctioned in 
October 1972 has not been provided although Rs. 2.55 lakhs bave been 
spent. The expenditure bas been almost a total waste. 

[Paragraph 20 of the Report of the Comptroller. and Auditor 
General Qf.India for tbe year 1983-84), Union ·Govt. ~  A: ~ 

grapbs)]. 

7. Kidwai Bhavan in New Delhi has a number of manual Trunk 
Excballje where a large number of telepbone operators work. These 
Trunk Excbanges wOlk round the cJock and tbese operators have to 
work in shirts. Some of them, wbo work on shifts during certain parts 
of the da.y, cannot go home. after duty and have to stay in tbe premises 

~ f. . For this purpose domitories have been provided in Kidwai 
Bbava.n. As a measure of economy, the dormitories are not air-condi-
ii.oained in the general scheme of air-conditioning. Due to expansion of 
the trunk exchange in Delhi, the increased number of operators was to 
be accommodated in the limited space available in Kidwai Dhavan, and 
two tier system, as is done in the Railways, (one at the bottom a.nd 
anotherl' at the tOp) was introduced. After providin8 two tier system, it 
was' found that air-circulation was not enough. At this stage it was 
decided in early 19705 tp t*ovide air-conditioning to the ladies dormi-
tory and air-conditioning 'plant was sanctioned for this dormitory. in 
October 1972. 

SelectiOll of Firm and A.ward of Contract 

.. 
8. The Committee have been informed that the subject require-

ment was advertised and tenders were opened on 25 November, 1971. 
Only three offers were received. Out of these 3 offers, adverse capacity 
report. dated 17.1.72 was given by ~ Director of Inspection, Northern 
Jndia ~ in respect of MIs. Air Freeze Industries, New Delhi. The 
second offer of Mis. York India was also found not acceptable by the 
indentor after its technical evaluation as also confirmed by· the identor 
through subsequent discussions, that left the offer of only, Mis: Bombay 
Ammoni.a Pvt. Ltd. on whom the order was placed as per recommen-
dation of the i.ndentor. 

9. The Committee have been furnished with the details of air-
conditioning plants supplied to various Government Departments by 
.' t j.: ~. 



',ir-conditionilll firms and not functioning satisfactorily after instaUatiOll 
during the last 2 decades. These are given belOw: . 

S. Name of the firm AIT No. & Date Consignee 
No. 

I. MIs. Bombay ~N  Mangalore, 
Ammonia Pvt. dated 10·11.64 Telephone Exchange 
Ltd., New Delhi 

2. -do- 8E-6/221/11/3953 Hubli Telephone. 
• dated 34·1965 Exchange 

3. MIs .. Air o-EDgrs. ME-4/202/04j373/J/ Dehradun Telephone 
New 'Delhi 425 dt. 22·12.70 ~ 

4. MIs. Frick India ME-4/ 107/04/127/ Defence Cordite 
Ltd. 7.6.70/1/443 PAOD Factory, Aruvankadu 

dt. 22.3.71 

5. MIs. Atlantic, ME-4/202/281/I11 Kanpur ~  

New Delhi 437 dt. 7.4.7 J Exchange. 

6. Mis. Bombay ME-4/20 1/04/295{1 ~  Hauz ~ • 
Ammonia Pvt. 451 dt. 24.5·'1 New Delhi 
Ltd., New Delhi 

7. -do- ME-4/202/041 U 91 Kidwai &hawan, 
517 dt. 23·12.71 New Delhi 

8. MIs. Atlantic ME-4/20 1/340/041 Wireless Transmitting 
Engg. 1/413 dt 22.9.70 . Station,'AlDritsar : 

9. MIs. I.B. Engg. ME-4/202/04/2811 Poona Telephone 
Cp., Bombay 11/487 dt. 5·2.72 Exchange 

10. MIs. Voltas Ltd., ME-4/202/94/19.01 Aligarh Tele.phone 
New Delhi 11/6391 dt. 21.10.74 Excliange 

J I. MIs Bombay' ME-4/202/04/3211 Vijawada Tdephdne 
Ammonia 11/649 dt· 28.12.74 Exchange 

12· MIs. Bombay ME-4/202/04/1471 Sangli Telepbone 
Ammonia 11,655 dt. 24.1.75 Exchange 

13. MIs. Bombay ME-4/201l04/5841 FRI, DehraduD 
Ammonia 1/663 dt. 19.3.75 

• 



. i O. As would be clear from the above statement, performance of· 
MIs. Bombay Ammonia Pvt. Ltd. had not been satisfactory i,n the past 
in as much as in the two cases in which the air-conditioning plants 
were supplied by them before the present contract was entered into' had 
not been working satisfactorily. 

II. Asked why this firm was not black listed when the plants 
supplied by it in the past were not working satisfactorily, the Depart-
ment of Supply stated : 

"The relevant registration records pertaining to the firm were 
. destroyed in February 1982 according to the prescribed schedule. 
It appears from the available records that the registration of MIs. 
Bombay Ammonia .Pvt. Ltd., New Delhi was valid with DGS&D only 
upto 10.6.7S. The firm was informed of the removal of their nam:: 
from the list of approved suppliers on 3.9.76." 

12. According to the information furnished by Audit, the Depart-
ment was well aware in August/November, 1971 that the· load bearing 
capacity of the floor on which the AC Plant was to be installed was 
only 200 Lbs. per Sq. Ft. and it could not be increased to 300 Lbs. 
per Sq. ft. as per the opinion given by Civil Engineering Wing 0 f Indian 
Poats ct Telegraphs Department in their letter dated 3.11.1971. Having 
known these facts, the Department placed supply order in January 1973 
to instal an AC Plant which required higher load bearing capacity. 
Qnly in September 1973, the Department realised that the existing 
building did not have load bearing capacity and they changed the type 
of equipment. . 

13. Asked to justify their action, the Department of Telecommuni-
cation in a note after evidence submitted that : 

"Soon after the receipt of the information that the load bearing 
capacity of the floor on which the A.C. Plant was to be installed was 
only 200 Lbs. per Sq .. ft., calculation were made whether this load 
bearing capacity is sufficient to take the load. 

From the calculations, it was foun(l that load bearing capacity 
of 200 Lbs;/sq. ft. was sufficient to carry this load and hence 
orders for one unit were allowed to be placed in January, 1973. 

Subsequently the DepaTtment inrormed the Committee that 
technical opinion was, however, not obtained as to whether the 
flooring could be strengthened to bear the load of 300' Lbs./Sq. ft. 
before placing indent with DGs&D." . 



• 
14. The Department of Supply in a note after evidence explained 

the position as follows: 

"It was by Amendment Letter dated 17/18.12·73, the' contract was 
amended asking for 2 air handling units (AHU) instead of one aad 
delivery p:riod refixed as 20'.3.74 for supply and 20.6.74 for 
installation. It is observed from firm's letter dl!.ted 23.4.74 that 
the location of the AHU had to be changed to suit the convenience 
of the indentor. The revised dUeling and plumbing drawings were 
still to be approved as on 20.5.74. A meeting was held on 19.'.74 
in the DGS&D with the indentor in this connection, regarding 
masonary work connection with weather maker tob;} done by PelT. 
EYen in July & August, 74 the revised drawing submitted by the 
firm (ducting) was not approved by PelT. On 59.74 firm expedited 
for approval of drawings and also that if delivery of equipment was 
not taken by the consignee within 1 S days they would dispose of the 
plant and claim loss suffered by them. A copy was endorsed to the 
indentor. The matter was pursued with the indentor who vide his 
letter dated 22.7.74 fo.lowed by clarification dated 19·11,74 
recommended for extension in delivery period. Accordhlgly delivery 
period was extended upto 15·2.75." . , 

15. The equipment of the plant after inspection by the DGSelD 
was delivered at site in February, 1975 and the site was "ready fot 
installation of the equipment". The firm were required to install the 
equipment within two or three months which the firm failed to cotDply 
with. Asked to explain the reasons for delay in installation, a represen-
tative of Department of Telecommunication stated during evidence 
that: 

"When the Company supplied the consignment in February, 1975, 
they had compared it with tbe Accepted Tender (AT). The officer 
found certain defects in it and in the month of March 1975, they 
had carried out a coordination meeting to sort out these issues. At 
that meeting the Director of the Company had promised that he 
would start the work in March 1975 itself and complete within two 
months. In the year 1975 itself he appeared to have given that job 
to a sub-contractor and got into certain problems of paymeot 
resulting in some sort of a litigation. Therefore, the Company said 
that the work had not been done properly and the sub-contractor is 
responsible for that. For one year the whole work was stopped by 
the Government." 

. 16· The equipment of the plant was delivered at the site in 
February, 1915. But the joint inspection could be carried out only in 
July; 1977. The inspection revealed the followin, deficiencies; 



'1be two air-bandling units of the weather maker rooms were 
started and were 'found in working order. However, the job is stiR 
incomplete in respect of the following : 

( I) Insulation of chilled water pipes and expansion ~  
lank has not been done. Shri Dua of MIs. BombaY Amonia promi-
sed to complete this before 15·7.1977. 

(2) Some of the controls could still be instaUed such as 
, .modulating motor etc. 

(3) Connection of the chilled water pipes with the 'main 
AIC plant stiD to be done. Representative of the firm requested-for 
the shut down of the main AIC Plant for 12 hours to facilitate him 
to make the connection. The date of the shut down was provisio-
nalty decided with the consultation of the Area Manager (LD) on 
16.7.1977." ' 

This report clearly says that the installation was not complete 
and the plant was not ready for final test. There is no question of 
malfunctioning a1 that stage. 

17. Asked what sort of inspection was carried out by DOSA:D 
at the firm's premises when later on incomplete items and deficiencies 
in eqUipment were detected during the joint inspection, the Department 
of Supply in a written note after evidence stated as follows: 

"This being a case of erection contract, initial inspection of the 
items ordered under the contract was carried out at the firm's 
premises/site. Initial inspection is' basically a visual inspection of 
the items being supplied according to the description given in the 
o.ntract. 'On receipt of the stores, the consignee (PitT) reported 
certain discrepancies and short receipt of some items. A joint 
investigation was undertaken in June 1975. The Joint inspection 
report revealed that items reported to have been received short by 
the consignee were not actually included in the contract. Moreover 
the transit damages/shortages observed by the consignee could not 

0- be attributed to the. deficiency in the initial inspection. The supplied 
stores being .in accoroance with the contract terms were, therefore, 
accepted by the consignee and Inspection Notes were released as 
token of their acceptance.'" -

18. Asked why tbe equipment delivered at the site in February, 
1975 could be inspected jointl) in July 1977 only, i.e. after 2 year. 5 
mOntbs, the Department of Supply ,in a note after ~ .stated as 
follOw. : 



"The stores were to be inspected by the Director of Inspectioli, NI 
Circle/Inspecting Oftlcer, Pune· either at firm's premises or at .the site. 

The. stores tendered for inspection on 27 .1.7 S were released 
by inspection note dated 13·2.7S· 

On account of some confusion at the consignees end stores 
were not taken delivery of by the consignee. The matter was taken 
up with P&T. At the request of the Iridentor copies of the 

~ ahd amendment letters issued to the contract were sent to 
tbem. 

The consignee intimated discrepancies in the receipt of the 
·stores. At the suggestion of the DGS&D the joint inspection was 
held at the consignee's premises by the Director of Inspection on 
11.(;·75. 

The Director of Inspection suggested the amendment to the 
contract on the basis of the joint inspection. He suggested for 
change in thermocole from Technicalities of providing thermocoal 
'and incorporation of some recommended items. 

In the meantime, consignee wanted two additional heating 
thermostate. The firm took a stand the AfT covers only 2' N ~. 

heating thermostat which were already supplied but consignee 
insisted on supply of 4 Nos. heating thermostat. The firm stated 
that they can supply the additional thermostate at an extra cost. 
After exchange of further correspondence with the firm and P&T a 
meeting was, held in the DGS&D on 6.Jo.i97S. The firm's 
representative was advised to consider supply of items involved 
without extra payment. 

The firm replied (8th October, 1975) that they agreed to 
supply free of cost certain items which were not specifically men-
tioned in the contract but for other items they asked for additional 
cost i.e. for I No. humidifier pump including starter, switch, wiring 
material and 2 Nos. heating thermostat which were nor covered by 
AlT. The Indentor was not agreeable to the additional COBt. Between 
October, U75 and March,1976 after further correspondence with 
the Indentor/firm, the Indentor was requested for cTearance of all 
points to enable the firm to complete the job. The indentor con-
firmed the extension of the delivery period upto 15.4.1976. No 
decision, however, could be taken regarding suppJy of humidifier 
pump etc. for ~  the firm was asking for additional price. 

In April, 1976 the firm informed the consignee about the 
~  tllat ha.d alread)' completed at tbe site yiz. ductin. work, 



• 
inlmation of the outer waU, foundation work and startin.' of the 
plumbing and requested the consignee to recommend further ext en-

"lion in the delivery date upto 30·6.1976. " 

In July, 1976 the Inspection Wing opined that the firm can 
not escape their liability to supply the humidifer pump despite the 

'fact that they had not specifically mentioned the same in the revised 
price furnished by thelD earlier. ' 

On 9.11.1976 the firm intimated that since the installation had 
nearly been completed and only work remaining was inteNonnect-
ing the chilled water pipelines with"' the existing plant which was 
installed by another firm and since Ale plant was being used durinl 
summer they were not allowed to carry out inter-connections. The 
firm requested for extension of delivery period and also a meeting to 
sort out the issues· Ultimately a meeting could be arranlod on 
5.5.77 in the DGS&D. The difficulties regarding connection of 
their blower chiller pipes with the existing plant were sorted out 
with the consignee. 

Thereafter joint inspection was held on 11th July, 1977 
(copy of the ioint inspection report enclosed)." 

19. As regards the reasons for a further delay of 18 months 
(from July 1977 to January 1979) in installation and commissioninl 
of the plant and making it ready for winter test, the Department of 
Supply, in a note after evidence stated as follows: 

I'IThe joint inspection report dated 11.'.77 indicated that tbe job 
was still incomplete regarding insulation of chilled water pipe and 
expan.ion of water tank which the firm earlier promised to do by 
15.'.77. Some controls were still to be installed; connection of 
chilled water piping with main airconditioning plant was also still 
to be done. Meetings were held on 25.7·77 to review prolress. 
However, as insulation work on the chilled water line pipe lines was 
found incomplete and chilled water line from 2nd floor to 8th floor 
was still uninsulated, monsoon tests could not be carried ,out. Winter 

,teat was fixed to be held in December 1977 (meeting held in the 
room of Indentor with firm and DGSIID on 5.11.77), but this did 
not come through because it was also directed in the meeting held 

- on 5.11.77 that before fixing the tentative date for test the firm should 
complete the installation and offer the plant for inspection and test. 
Regarding short supply of humidify packages and heating thermo-

1 " 'stat no decision was taken yet, the firm stated that they will arrange 
" '·to supply humidify packages and heating thermostat within a month. 

As regards the spray eliminators it was explained to the firm tbat 
lhc(e was no space to instal the same ip AHQs. On 22.12.71 the 



t 

letter was issued to the firm asking them to complete the pending 
job. The firm replied that the work was not progreHiDg beoause 
of the delay 00 the part of the P&T Department in taking a decision 
regarding fresh water humidifires or to have a storage tank. This 
was taken up with the consignee on 18.1.78. However, the winter 
test could not be taken in hand. 

In meeting held on 27.S·78 the firm was told that if summer 
tests were not done by ] 2.6.78 due to the fault of the firm, consignee 
would be authorised to carry out further job at the risk and expense 
of. the firm. 

This was followed up by a letter dated 9.6.78. Consignee also wrote 
to the firm on 21.6.78 stating that chilled water will be supplied by 
25.6.78. On 14.7.78 the firm was called upon to complete the 
installation, rectify the defects and offer tbe plant for tests by 
3 1.7.78 . However, the firm did not tender the same for inspection. 

On 29.11:78 the firm wrote to the consignee to ensure that 
the' remaining piping work was completed so that they can 
commission the plant and offer the same for final inspection. On 
26.12.78 the firm wrote to Director of Inspection, New Delhi to 
fix a date for winter test. It was decided to conduct test on 7.2.79 
and 8.2.79. The winter test was conducted' on 7/8.2.79 but' the 
plant was not able to maintain the required inside conditions." 

20. When pointed out that the Department of ~  

was not serious in getting the work executed expeditiously a representa-
tive of P&T stated in evidence: 

"From tbe records, we have seen tbat during the period 1977 to 
1979. while he (the Controller) used to attend the meetings and he 
would say we will start the test, and he was continuously asked to 
offer the plant for summer test and winter test. He always goes 
on bringing about some point or other like the humidified storage 
tank, ~  were all discussed in, the meetings. It was all from tho 
records. It is not very clear as to how ~ was saying all this." 

21. The representative added that the 

"firm was trying to evade the issue by bringing small points." 

22· It was pointed out during evidence that the firm had been black 
listed in 1975 and removed from the approved list. Placing of order 
tbereafter was discontinued Which meant that the said firm bad cheated 
both P&T and DGS&D. The representative of the Department of 
Suppl)' observed in tpis ~  ~ foUows; 
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"In this case, they are not actuaUy the manufacturers of this equip-
ment. For example, equipment like compressors, chillers, etC'. are 
. brought out from reputed firms like ~ . and otbers. With 
reference to the manufacturers specification, we are able to make 
aure that the proper equipment has been offered. When finally it 
is integrated into the system and if at that time there are any 
defects in the system's engineering, the ultimate end result, t.e. the 
'performance of this equipment is not acbieved. That is where the 
problem started. While we have removed them from the registration 
in respect of this particular item, the registration rules do not allow 
us to automatically lay oft' that contract. That contract has to be 
taken care of according to the normal contract laws. So, we have 
to give them an opportunity and consider their point of view, so 
thal' we are not found in the wrong later on. Moreover, this work 
was not done on a turnkey basis in which case we could give them 
broad parameters. In such cases as this, where part of the work is 
done by the Department and part of the work is done by the 
installers, there is large scope for disputes. As Jhe General Manager 
(Telephones) pointed out, they insisted that as regards, the 
humidifier and two other items costing about Rs. 11,000, those were 
not part of the contract and that they were not obliged to supply 
them. But we were able to prevail upon them and though it took time, 
we convinced them to supply the items.' Similarly, they again took a 
stand saying that their contract was only to supply a part of the 
equipment, because the main air-conditioning plant had already 
been in existence in that place. Because the linking up work is 
another part of the work, so long as this connection is not establish-
e'd, the contractor can take a stand and we cannot tell whether the 
expected end result will be there or not." 

23. The winter test, according to the Department of Supply, was 
carried out on 7/8.2.79 but the plant failed to comply with the AfT 
~  and all concerned were intimated about the results of joint 
inspection. Efforts were again made 'for testing of the plant on 9.2.79 
and 27.2.79 but the plant could not be tested due  to non-removal of 
defects by the firm as poiDted out in the earlier joint inspection. 

24. Asked what specific action was taken against the firm at that 
time for not removing the defects, the-Department of Supply in a: Dote 
submittod : 

. "On 12·3·79 it was intimated that winter test conducted OD 7/8.2.79 

. resulttd in the plant not maintaining the required inside conditions . 
.. :On '·5·79 tbe firm wrote to the Inspectorate, asking for suitable 
date for summer test. 4.6.79 was fixed for summer test. On 
27.7.79 Inspectorate reported that the stlmmer test could not be 
~  out OD 4.6.79. 
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On 5.9.79 DOS&D asked the consignee to furnish detailed 
history of the case to consult .Ministry of Law. The file was 
referred to Ministry of Law on 1 i.l O. 79. On 21 11.79 Ministry 
of Law opined that the only work which was required to be done 
was to put the plant to various tests as per terms of the AlT. After 
discussing the issue Ministry of Law opined that it was open to tbe 
purchaser to declare the contract at an end. Meanwhile, P&:T wrote 
letter to the firm on 5·10.79· It was, therefore, considered that 
the cancellation was not possible at this stage without giving further 
opportunity to the firm. It was dicided to ask the Indentor the 
period upto which the extension was given to the firm. 

The Indentor and Inspector were informe<t of the opinion of 
the Ministry of Law vide Jetter dated 14.12.79. 

On 8.1.80 Indentor wrote to the firm intimating the deeision 
that the blower section should be installed and all associated· works 
completed by 20.1.80. The firm's suggestion to run the plant with 
reduced CFM for the time being was accepted conditionally. 
Simultaneously, on 181.80 the Indentor reported that the ease has 
so far not made any progress because the firm had not, been. able 
to improve the CFM to 17000. It was also reported that as far as 
pending tests were concerned these could be held only after the then 
present level of CFM was improved. The position was considered 
on 27.2.80 and a decision was taken to get the concurrence of the 
Indentor for the replacement of the blower section and to get the 
defects rectified. The firm's request for extension upto 31.3.80 was 
also taken up with the P&T. The Indentor, however, vide letter 
dated 25.2·80 stated that no useful purpose would be served by 
giving any more opportunities to the firm. They also stated that 
the firm had no wherewithal for completion of the work. However, 
he agreed for extension by giving a final opportunity upto 31.3'.80. 
The firm was asked to complete the supply by 15.4.80. 

In April, 1980 the firm requested the consignee for the 
provision of water temperature as per the AIT to enable them to do 
the trial running of the plant and offer the plant for inspection. 

On 14.5.80, the file was referred to the Ministry of Law. 
On 6.6.80, the Ministry of Law sought certain clarifications. This 
was furnished on 13.6.80. At the request dt. 20.8.80 of the 
Ministry of Law the case was discussed on 3.JO.80 whereafter 
Ministry of Law gave the opinion on 9.10.80. It was opined that 
we should serve a performance notice to the firm making time as 
the essence of the contract. On 15.10.80 performance notice was 
issued sivins date upto 15.11.80. 
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The firm having failed to complete tbe contract. the file was 
referred on 24.12.1980 to Ministry of Law. On 3.1.1981 Ministry of 
~ ~  to put an end to the contract and for getting the balance 

work completed at the expense of the firm. Decision was taken on 
9.1.1981 to declare the contract at an end. Accordingly on 30.10.1981 

the contract was declared at an end." 

25. Asked if the plant had now been cleared by the Inspection Win •• 

it has been stated in a note that: 

"The Plant has not been finally accepted due to unsatisfactory perfor. 
mance and incomplete installation and final Inspection Note has not 
been issued so far (August ·1986)." 

26. Asked about the steps taken or proposed to be taken to avoid the 
recurrence of such lapses in installations of air-conditioning plants. a 
representative of Telecommunication Department stated in evidence that in 
1974-'75, a decision was taken to the effect that so far as tbe P&T was 
concerned, the Department would do its own contracting. Elaboratinl the 
decision he stated : 

"Initially, we did have some problem, but I should say that we have 
got over most of them. One thing that we did was this. We immediately 
conducted a total review of the performance of all the Contractors in 
tbe past. And we imposed a ban on some of those contractors that we 
would not place orders till they came back and showed us that tbey 
had done other works in private sector which. were working satisfacto-
rily. Otherwise we would not consider their contract. As a result of 
that, about four companies w,ere tolally debnrred. One cif them was 
Bombay Ammonia. We have not placed any order with them since then. 
We also looked at our methods of work and found tbat we were 
making a mistake about them. There is no doubt about it." 

27. In a note after evidence, the Department of Supply informed the 
Committee as follows : 

"On account of reports from the users about problems being faced by 
tbem in running the air.conditioning plants, a working group was 
constituted in 1977 under the Chairmanship of Superintendent Engineer 
(Electrical) CPWD for streamlining the procedure of procurement of 
air.conditioning plants. The Working Group recommended modifica-
tion in the procedure for inspections before and after installation of 
air-conditioning plants. The procedure has also been included in 
DGS&D form 232 of the booklet issued regarding instroctions to 
tenderers quoting against the DGS&D tender enquiries. Payment terms 
have also been modified and 80% of the contract price is only paid in 
initial inspection and delivery of the equipment at site" followed by 



'"funher payments in stages of 10%, S% and S%. tbus receivin, tbe 
pouibility of abuse of payment terms." 

PII"".,., 

28. The Plant was delivered at tbe site (Kidwai Bhavan) in February, 
1975. Tbe cost of the plant was 2.86 lakbs plus Rs. 20,000/-beinl installa-
tion charles. The representative of DGS&D stated durinl evidence tbat 
after initial inspection and receipt by P&T consignee, 9()01o of tbi. COlt wu 
paid to MIs. Bombay Ammonia Pvt. Ltd., (the supplier). As re,ards tbe 
Italcs of payment the Department of Supply stated in a note after evidence, 
al follow.: • . 

"In terms of tbe contract tbe firm is entitled for followin, payment 
terms: 

(i) As per General Conditions of Contract contained in Form No. 
OOs&D-68 (Revised) for spares and tools, 95% payment i. released 
to the contractor on proof of 'despatcb and balance S% on receipt 
of the stores in good condition by the consilnee. 

(ii) As per Conditions of Contract governing Suppliers of plant and 
Machinery contained in Form No. DGS&D-71 (As amended upto 
date), for main equipment 90% payment of the cost of equipment 
is released on proof of delivery at site after initial inspection and 
balance 10% of the cost of the equipment plus 100% erection 
charles, if any, after final test of the plant and acceptance of the 
same by tbe consignee. 

According to the information collected from the Controller of Accounts, 
New Delhi the firm has so far been paid Rs. 2,44,]99.85 representinl 
90% of the cost of main equipment and 95% of the cost of spares and 
tools againsts even bills dated between 8.9.]975 and 3.JJ.J977. Tbe 
contract value is Rs. 2,85,774/-plus Sales Tax, including RI. ~ 

as charges for installation and testing of tbe equipment. Value or tbe 
spares and tools ordered in tbe contract is Rs. 4,230/-. Balance 10% 
and 5% payment of the cost of tbe main equipment and spares and 
tools respectively and installation/testing charles of RI. 20,OCYJf-and 
pendiDI and have not been released." 

29. Asked wbclher tbere was any penalty clause in the alreement for 
delay in supply of equipment and if so what action was taken alainst tbe 
firm for all these irregularities and delay, tbe Department of Supply stated 
i"3 a note that : 

"The contract is governed by DGS&D.68 (Revised) which contain. 
provisions for levy of liquidated damages for delay in supplies. The 
contract was declared at an end OD 30tb January, 1981. Final claim 



i. still (AUlust J986) tO,be made on the firm. However" on the -basis 
of estimated extra expenditure likely to be incurred on account of 
failure of the firm as intimated by the Indentor in February, 1984 a 
claim has been served (l5tb June,11984) on tbe firm for Rs. 1,8'5,662.00." 

30. Asked how the DOS&D propose to recover the expenditure made 
on repair 'from the firm, Department of Supply in a note informed as 

foUows: ' 

~  ~  is governed by DGS&D-68 (Revised). As stated in rep!)' 
to point :4(ix), DOS&D has lodged on 15th June, 1984 the tentative 
claim on the firm for an amount of Rs. 1,85,662/-on -the basis of 
Indentor's estimate. The firm "ide their letter dated 22.6.1984 regretted 
tbeir inability to accept our claim and requested for appointment of 
arbitrator as per terms and conditions of the contract, The exact 
amount of expenditure incurred in rectification of the plant is awaited 
from P&T Department, on receipt of which the final claim will be 
made. Thereafter the claim wiJI have to be ajudicated by the arbitrator 
and recovery action can be taken only after that. Ministry of Law 
wbo were referred again on 17.2.1986 for advice whether the case could 
be referred to arbitration without waiting for the actual expenditure 
incurred by the Consignee in rectification of the plant at this stage 

~ advised on 27.2.1986 that the details regarding actual loss suffered 
in completion of the balance work be obtained and the case be referred 

to arbitration within 2 months. 

P&T have been apprised on 5.3.1986 of the legal opinion. This 
was followed up again on 23.4.1986." 

31. Kldwll Ollllan bls I major minull trunk excbange wbere a llrle 
DUmber of Telepbone Operltors work. Operltors, released from dut)' at 
odd, boun In tbe nllbt are pro,lded 10diinK accommodation In tbe dorml-
~  pro"ded, for tbe purpopse. As a measure of econom), tbe dormitories 
were not Ilrconditioned. Howe,er, "ltb tbe Increlse In number of 
o",.too cauaecl b, expaulon of tbe truDk excbanle In Delbl. two tier 
bed., were introdaced in tbe 11dles dormitory lor more accommodltioD more 
Md. With tbe Introduction of two-tier s,stem, it was found tlllt alr-
elrulatloa WI. Dot adequlte. At tbls stile In el,ly 1970s It was decided 
to alr-conditlon tbe ladles dormitory. Tbe subject requirement was ad,er-
tl, .. d bJ. ~ DGSAD Ind only tbree tenders were recel"d (No"mber, 1971). 
After IIcrutln" oB'en 01 two firms were rejected-oDe on tbe basis ol.d,erse 
rePort Il"n by tbe Director of Inspection, Northern India Cirele and tbe 
IIcoild on the b.sI. of tecbnleal enlaltion and subsequent discussloD b,. 
NT Department, leadnl onl, MIs. BomblY AmmoDl1 Prt. Ltd. ID tbe 
Ie.... TIle work of suppl, IDd InstanatiCln of Ill-conditlonlni plant was 
..... Id ., tbe DGSAD ,to tbls firm In consultation with tbe PAT Depart-
••• t .. J .. ur, 1973 .t ... estl"'lted cost of _s. 2.691akhs for eompletlol 
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of supply of tbe plaDt aDd Us erectioD by Marcb 1973 aDd JaDe 1973 resped. 
i,ely. Load bearing capacity of tbe dormitory 600r was not considered at tbe 

time of placinl orders for tbeplant despite tbe fact tbat tbe Civil Engineerinl 

Wing had already Intimated tbe same tn November, 1971. Findiog tbat the 

floor of tbe dormitory was Dot strong enougb to take tbe load of tbe equip-

lDent, in September 1973, tbe type of equipment to be installed was changed 
and original teDder was rnised aDd tbe Dew cost fixed was Rs. 2.86 laUs 
wltb a scbedule for delivery aDd IDstallatlon as 20 Marcb aDd 20 Jane. 
1974 respectively. Even tbougb tbe scbedule of delinry and 10lotanatlon 
was cbanged a number of times on tbe request of the firm, MIs. Bombay 
Ammonia Pvt. Ltd .. tbey railed to execute tbe Job and the cODtract WI. 
ultimately rescinded in January 1981. 

32. Tbe Departmeot of Supply bas furDlsbed to tbe Committee a list of 
13 cases of non-salisfadory working of IDstallatlons of Central alr-

cODditioDing plants in Cenlral CoverDment Departments between 1964 and 

1975. Tbe Committee note that senn of tbese were plants supplied by 
MIs. Bombay Ammonia Pvt. Ltd. Of abue seven cases, five related to 
IDstallation of 2ir-conditioDing plants in P&T Excb.nge buildings. Out of 

tbese five contracts, two wrre IIwarded during the ptriod prior to the ~  

contract. As such ptrformance of this firm In atIelst two cases relating to 
1964 and 1965 was known to the Department and accordir.gly the Committee 
see DO reason for the department Dot exercising due caution in nardlol 

farther contract to this firm. Furtber, tbe delay ID delivery of the equipment, 

subsequent erectioD of the plant tbrough a sab-contractor. delay In trill 
runs aDd dismal performance of tbe plant have cODdnced tbe Committee 
tbat selectioD of MIs. Bombay AmmoDia Pvt. LId. for air-conditioning of 

ladies dormitory iD Kidwai BhanD was DlIt a prudeDt decisioD. BelDI 
fully aware of tbe repulatlon of tbe firlQ and keepiDg In view tbe psst 

experience of tbe DfpartmeDt of Supply (DGS£D) aDd tbe P&T Department 
In regard to tbe capabilies of tbis firm, tbe DepartmeDt sboald have eDt rusted 

tbe Job to a better firm, if necessary, by iDvitiDg fresb teDders. The 
Committee are also inclined Co cODclude tbat tbe DGS&D, a tedmlcal 
orgaDisatioD under DepartmeDt of Supply, bave also failed to offer suitable 

galdance to P&T in tbeir selection. 

33. Tbe Committee were iDformed tbat tbe registration of MIs. Bombay 
AmmoDia Pvt Ltd. ID tbe Ipproved list of sappllers was vaUd witb tbe 

DGS&D upto 10.6.75. However, tbe iDformation regarding remon) of 
tbelr name from DGS&D list of approved suppliers was communicated to 
tbe firm oDly on 3.8.76, i.e., after ODe year aDd 3 mODtbs. Furtber, the 
relevaDt registration records pertainiDg to tbls firm were destroyed by 

DGS&D in February 1982. Tbe Committee tbus observe tbat registratioD 
records of MIs. Bombay Ammonia Pvt. Ltd. were destroyed by G ~ 

eveD before tbelr cODtract terms were completed. Tbls appears to the 

COlDmittee blgbly obJectioDable. A complete record of performaDce of 
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appro," suppllen are Decessary to ascertafD the backgroDDd of the Irms 

before awardiDg them aDy such contract. 

34. The Committee IDd that PAT DepartmeDt a.arded the cODtraet 
for IDstallatIoD of aD air-coDditlODIDg plaDt OD the floor of the dormitory 
of Kldwal Bbavan kDowiDg fully well tbat load ~  capacity of the 800r 
was only 200 Ibs yer sq. ft. wbereas the iDdeDted AIC plaDt required load 
bearinl capacity of 300 Ibs. per sq. ft. SurprislDgly no attempt w.s made 
to hIYe tbis 'ital factor examined. This iBidal lapse on the part of tbe P&T 
DepartmeDt Decessitated chaDge iD tbe deSign of the equipment and supply 
schedule. Initially tbe cODtract was for supply of ODe air handllDg uDlt. 
SubsequeDtly it was required to supply two air-handliDg uuits. Re,ised 
drftwlDg for IDstallatioD of air handling UDitS submitted by the firm could 
not be cleared by tbe Department till November 1974 wbicb forced tbe 
Department to exteDd the delivery period upto 15 FebrulfJ 1975. The 
Committee faU to appreciate tbe baste for supply of one air-handling unit 
when tbe Department were aware as early as iD November 1971 tbat tbe 
Ooor strengtb was Dot adequate to take tbe load of tbe UDIt. All tbis resulted 
ID revision of tbe contract, dedgn of tbe plaDt aDd its commissioDiDg perlod. 
Surprisingly DO effort was made to eDter iuto a contract by floatiDg fresh 
teDden In tbe cbaDged clrcumstaDces 

35. As per the revised scbedule'tbe company supplied tbe cODsigDmeDt 
after gettiDg it Inspected by DGSAD at tbe site ID February 1975 aod 
InstallatloD was to be completed withiD 2/3 mODtbs from tbeD. Bowenr. 
installatioD of tbe plaDts and InspectioD of tbe working of tbe plaDt for 
summer, mODsoon and winter tests were pul off time and agaiD on frivolous 
and extraDeous grounds. The contractor successfully evaded tbe Issue of 
completioD of tbe Job by bringing In small points until the contract was 
reeiDded on 9 January 1981 and it was decided to get tbe balaDce work 
completed at tbe expense of tbe firm. The CommiUee are astonished to 
Ind tbat tbougb tbe cODtract was reclnded  in JaDu8ry1981, decisloD to take 
possession of the plant was taken 14 months later in May, 1982, aDd tbe 
possessloD of the equlpmeDt was takeD after furtber delay ID six mODths ID 
November. 1981. This course of eveDts indicates gross DegligeDce ID deaUDI 
wltb tbls firm aDd excessive IDdulgeDce sbowD to tbis Irm. 

36. JDstanatioD of the PlaDt remained incomplete due to uDsatlsfactory 
perform.Dce of the arm (August, 1986). Tbe Committee are astonlsbed to 
observe tbat MIs. Bombay AmmoDla P,t. Ltd. were giveD opportuDlties aDd 
extensions for the last 12 years for a job wbicb was required to be completed 
wltbiD a period of 6 mODtbs to ODe year for reaSODS wbicb are not justified. 

37. Payment for Rs. 2.S51akbs being 90 per ceDt of tbe cost or tbe 
plaat was made to tbe Orm as early as September 1975 on receipt of tbe 
eODslloment (of tbe plant) contents of wblcb eould Dot be pro,ed leDulne 
eTea after 12 years. It bas furtber beeD observed tbat ia 'November I'" 



"lien tile Miniltry of law adviud tlte J)(;S'D tlllt the eOilsJgDee could 
terminate tbe cODtract, tbe PAT Department tried to persuade the firm to 
complete the Job within tbe extended period and also witb reduced capadty. 

38. Tbe Committee observe tbM after tbe arbitration w.. sougbt for 
by the firm In June 1984 tbe case was referred to tbe Ministry of Law by 
tbe DGSAD as late as in February 1986 and furtber action on tbe settlement 
of tbe case Is still peDding. Tbe Committee regret to observe tbat approacb 
to the wbole issue bas beeD lackadaisical eyeD after It bas been proved to be 
a bad deal. 

39. In tbe foregoing paragrapbs tbe Committee baYe brougbt out a 
namber of lapses on tbe part of PAT DepartmeDt iD tbe case of awarding of 
and sabsequent follow· up of tbe contract for installation of an air-cODdl-
doning plant in tbe ladies dormitory of tbe Kidwai BbaYan Trunk ExcbaDge. 
In tbe opinioD of tbe Committee tbe whole deal was sbady and calls for a 
detailed investigation into all tbese lapsesspelt out below : 

(1) Tbe circumstaDces tbat led to tbe selectioD of tbis firm viz. MIs. 
Bombay Ammonia Plt. Ltd. for tbe award of tbis contract wbeD It 
was well-known that tbe past performance of the firm had not beeD 
.. tidactory. 

(it) Tbe reasons wby tbe Information regardlDg remoYal of the Ira 
fromtbe DGSAD list of approved suppliers was not passed on to 
the suppliers immediately and was delayed for oyer aD year ad why 
the records pertainiDg to tbis firm were destroyed even before tbe 
contract terms of the firm were completed, and wbether tbere la 
need to refise the procedures in tbls reaard. 

(iii) A wardiDg of the cODtract WheD it was knowD tbat the 800r strength 
of the dormitory w .. Dot adeqaate. 

(Iy) GrOll negligence and excessive indallence ahowD to the 8rm by 
graDtiDg them exteDsioDs for 1l years for a Job wbicb sboald hay. 
beeD completed wltbiD 6 to 11 montbs. 

(y) ExesslYe delay in making a refereDce to the MiDlstry of Law for 
arbitration iu February 1986 wbeD the arbitration bad beeD souabt 
by tbe firm In JUDe 1984. 

While tbe Committee would like tbese lapses to be InYeltiaated and 
responsibility fixed tberefor. tbey woald at tbe same time like PAT Depart-
ment to refiew tbe releyant rules and procedures to forestall sucb eYeDtaali-
tlea In fatare. 

40. The Committee note that a sam of RI. 2,44,199.85 repre .. ~ 
to per cent of tbe cost of maiD eqalpment ad" per cent of tbe _ 01' 



.,.res aad tools has beeD paid to MIs. Bombay Ammonia Pvt. Ltd. ~  
seYea bills between 8 September. 1975 aDd 3 Noyember, 1977, It bas also 
beea observed tbat in Marcb 1975 the Director of tbe firm promised at I 
eoordiDatiDg meetiDg tbat be would start the work of iDstanatioD ID Marcb 
1975 Itself aDd would complete tbe work witbiD 2 mODtbs. It appelrs that 
after receipt of 90 per ceDt of cost of tbe maiD plaDt after del iyery In 
F.bruary 1975, tbe firm awarded the work of erectioD to a sub-coDtractor 
with whom tbey later iayolyed tbemselyes in some IItigatioD for wbicb tbe 
wOJ'k remalDed suspended and GOyerDment mODey got blocked without aDY 
returD. ID tbis connection, tbe DepartmeDt of Supply have stated that tbere 
was penalty clause iD tbe agreemeDt wbich ilj goverDed by DGSIID-68 
(Reylsed) aDd cODtains pro,isloDs for levy of liquidated damages for delay 
ID supplies. PeDding final claim, a teDtatiye claim for Rs. 1,85,662.00 
prepared on tbe basis of extra expenditure Iiktly to be iDcurred OD account 
of failure of tbe firm a§ intimated by tbe iDdentor is stated to have beeD 
sened on the firm. Tbe Ministry of Law advised tbe DGS&D on 17 
February 1986 to ohtain the details regarding aclual loss sufFered iD eomple-
tloD of the balaDce work aDd refer Ihe case to arbitrator within 2 mODths 
for recoyery. Tbe Committee desire tbat there sbould not be aDY furtber 
delay ID framing tbe final claim aDd reCOyeriDg mODey from tbe· firm. 

41. The Committee also observe that levy of liquidity damage amount-
IDg to the expenditure to be incurred in gelting the work completed will 
Dot work .. deterrent punisbment to the lI1-reputed contractors indulging lD 
uDetblcal contracting of the jobs as tbe amouDt of damage so ley led will be 
mDcb less tbaD tbe interest of tbe amouDt already receind by the supplier 
firm (90 per ceDt of the AIT or eyeD 80 per ceDt as per tbe revised DGSIID 
sehedule) just on completion of the supply of tbe equipmeDt. They would 
like Gonrnment to work out a formula to suitably enbance tbe damage ID 
relation to tbe period of delay and also devise otber concomitant cbecks 
tbrougbout the course of the executioD of tbe contrlcts to forestan Iny scope 
for maDipulltlons or mischief on the plrt of tbe cODtractor. 

41. Tbe Committee are informed tblt iD Iccordance with tbe procedure 
followed by tbe DGSIID, 80 per cent of the contract price is paid OD iDltl1i 
laspection and proof of despatcb, followed by further payments ID stages of 
10 per cent,S per cent aDd 5 pl'l cent. The Committee obsene thlt UDder 
tbe cODtract of tbe present nature after supply of tbe plant very little 
luceDUfe Is left for commissiooing tbe same IS major portion of the plyments 
Ire already made to the supplier Ind therefore be can dord to lose his 
interest ID the deal uoless tbe contracting firm is a firm of repute and oy 
defau't on tbeir part may adYenel, afFect tbelr reputation. Tbe Committee 
baYe also come across a number of cases where after initial on-accouDt 
payment tbe plant aDd equipment contracted blfe not been fOUDd to be ID 
lood condltioD. Tbe Committee, therefore, recommeDd tbat tbe s,stem of 
ply.eDt IDd tnspectioD sbould be refiewed Ind InspectioD procedure rldlcilly 
~ .  10 .to compel tbe firm to ~  the.Job OD time. 



l' 
43. The Com.Utee "ould allo Uke to kno" "hether MIl. Bom.at 

AmmoDl1 p,t, Ltd. bl,e beeD a"lrded lay cODtract alter tbelr Dime ". 
deleted from tbe DGSlcD lilt olappro,ed lappllerl. 

NEW DI-LHI ; 
October 28. 1986 
Kartika 6. 1908 (Saka) 

ERASU AYYAPU REDDY. 
Chairman. 

Public Accounts Committee. 
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