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Defence Procurement Procedure - 2008 (DPP-2008) came into effect on 01 September 2008 and is due for biennial review in Sep 2010, under the aegis of the Defence Procurement Board. DPP has undergone reviews at regular periodicity. Surprisingly, every review has contributed in making the procedure more cumbersome and unworkable. In the name of reforms, bureaucratic stranglehold has been strengthened. 

A number of discussions, brain-storming sessions and seminars are being conducted to generate ideas for streamlining the procedure. Unfortunately, most of these activities are being carried out by think tanks under the Government tutelage. No new ideas are likely to be generated as the think tanks have to toe the official line for continued funding and job security. As has been the practice, all stakeholders would resist major reforms. Their sole aim would be to safeguard their turf, lest their clout gets diminished. Unless the Ministry of Defence (MoD) can break free of past shackles, the procedure is destined to undergo a few insignificant cosmetic changes only.
The stated aim of DPP is to – “ensure expeditious procurement of the approved requirements of the Armed Forces in terms of capabilities sought and time frame prescribed, by optimally utilising the allocated budgetary resources”. Additionally, the goal of achieving self-reliance in defence equipment is to be kept in mind. Unfortunately, not a single objective has been achieved to date. Optimum utilisation of the allocated budgetary resources is still a far cry – unexpended funds get surrendered and costs of contracted deals get doubled. Worse, instead of achieving self-reliance in defence equipment, our imports are increasing at an alarming pace. In other words, DPP has been a total failure and it is time radical reforms are undertaken to stem the current drift.
Five measures are suggested hereunder to simplify and streamline the procedure for expeditious processing of procurement proposals.
1. Reduction in the Multitude of Categories

Categorisation of procurement proposals specifies the route chosen for their further progression. DPP-2002 had specified three categories for the purpose - ‘Buy’, ‘Buy and Make’ and ‘Make’. Whereas ‘Buy’ means outright purchase of the complete requirement; ‘Buy and Make’ implies purchase of part requirement from a foreign vendor and production of the balance quantity under licence in India; and ‘Make’ denotes indigenous development of the equipment to meet the complete requirement. With every revision of DPP, the number of categories has increased – presently there are seven categories – creating utter confusion and complicating the procedure.  
‘Make (High Tech)’ category, introduced in 2006 by splitting the erstwhile ‘Make’ category has already proved a total failure. Over three years have passed and not a single case has made any worthwhile progress. Similarly, the newly introduced ‘Buy and Make (Indian)’ category is full of contradictions and is doomed to be a non-starter. If an Indian company develops a system, either through its own developmental work or through collaboration with a foreign producer, the question of buy and make does not arise at all. It will be a simple case of ‘Buy (Indian)’.    
The illustration below shows commonality of a number of categories. 

	Category
	Indian Content
	Selection of Vendors for Issuance of RFP
	Award of Contract

	Buy (Indian)


	Min 30 %
	Only Indian Vendors. Selected by SHQ and Technical Manager as per data bank maintained by them
	Vendors submit techno-commercial proposals. 

Commercial bids of technically acceptable vendors are opened after user trials and lowest bidder gets the contract. Normal ‘Buy’ procedure is followed.


	Make (Low-tech)


	Min 50 %
	As above
	As above.  Normal ‘Buy’ procedure is followed.


	Buy and Make (Indian)


	Min 50 %
	Indian firms, identified by Service HQ, are issued Capability Definition Document and invited to submit Detailed Project Proposal (DPP).

Project Appraisal Committee scrutinises all DPP received and short lists vendors for the issuance of RFP. Acquisition Wing issues RFP.


	Developed products would be technically evaluated. Commercial quotes of successful vendors are opened and lowest fully compliant bidder identified for the award of contact. An option may be provided for procurement from more than one vendor on the condition that other vendors accept the price and terms & conditions quoted by the lowest bidder, as per normal ‘Buy’ procedure.


	Make (High-tech)


	Min 30 %
	Integrated Project Management Team (IPMT), constituted by Acquisition Wing, evolves Project Definition Document (PDD). 

IPMT seeks EoI from companies recommended by Department of Defence Production. IPMT analyses responses and sends names of short-listed companies to Defence Production Board which selects two companies. Both submit Detailed Project Reports to IPMT for obtaining approval of Acquisition Wing. 


	IPMT monitors progress and reports to Defence Production Board through Acquisition Wing.

Products of both companies are subjected to technical evaluation to ascertain compliance of SQR. 

Commercial evaluation and contract negotiation done by Acquisition Wing as per normal ‘Buy’ procedure.




Illustration 1: Similar Categories that Should be Merged
It can be seen that all the above four categories are essentially the same except for the selection process of vendors. In the case of ‘Buy (Indian)’, ‘Make (Low-tech)’ and ‘Buy and Make (Indian)’, vendors are selected by SHQ/Acquisition Wing. In the case of ‘Make (High-tech)’ cases, two production entities are selected by the Defence Production Board from the list suggested by the concerned Integrated Project Management Team (IPMT). All the above categories can be conveniently amalgamated into ‘Buy (Indian)’, albeit with flexibility in fixing minimum indigenous content on case to case basis.

Consequently, there should be only four categories – ‘Buy (Global)’, ‘Buy (Indian)’, ‘Buy and Make’ and ‘Make (DRDO)’. Scope of ‘Make (DRDO)’ should be enlarged to include development of high technology complex systems.
2. Delegation of Powers

Currently, MoD is controlling every stage of the procurement procedure. Need for repeated reference to MoD even for innocuous matters is proving most frustrating and time consuming. As no decision making powers have been delegated, Headquarters Integrated Defence Staff (HQ IDS) and Service Headquarters (SHQ) have been reduced to doing secretarial work for MoD. For example, even the report of the Technical Evaluation Committee (TEC), prepared entirely on the basis of unsubstantiated assertions made by vendors in their technical proposals, is required to be approved by MoD. As it carries limited value, MoD should have delegated its approval and saved months of time. 

HQ IDS possesses considerable capability to assume additional responsibility. After the issuance of Request for Proposals, the procurement procedure mandates two stage evaluation of competing equipment – technical and commercial. Only technically successful vendors participate in commercial evaluation. Technical evaluation is a purely user oriented activity and MoD has little to contribute as most functionaries in MoD do not possess even elementary knowledge of defence equipment or its exploitation in operations. Therefore, the complete gamut of technical evaluation should be delegated to the armed forces. 

After opening technical proposals on the due date, MoD should hand them over to HQ IDS for undertaking technical evaluation as per the methodology given upfront in Request for Proposals (RFP). As hitherto fore, SHQ should continue to prepare TEC Report, carry out field trials to validate performance claims and prepare Staff Evaluation Report. However, power to approve TEC Report and Staff Evaluation Report should rest with HQ IDS. As MoD approves ground rules for field trials and their inclusion in RFP, it should scrupulously resist temptation to meddle in technical evaluation process. 
Additionally, the role of Defence (Finance) should be limited to vetting of RFP and participation in commercial evaluation proceedings. The current practice of frequent reference to Defence (Finance) is one of the primary reasons for the failure of the procurement regime to deliver. Defence (Finance) functionaries contribute little as they possess no competence in the field of defence economics and are thus incapable of rendering any worthwhile advice. They are, in fact, the biggest impediment in smooth and expeditious progressing of cases. 
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Illustration 2: Flow Chart Showing Suggested Delegation of Responsibility

As shown in Illustration 2 above, the responsibility for determining vendors whose equipment is fully SQR-compliant and considered fit for induction into service should be assigned to the user Service HQ, albeit under the overall guidance of HQ IDS. Once technically acceptable vendors are identified, the most critical and sensitive process of commercial evaluation should be undertaken by MoD, as is being done at present.
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3. Formalised Apparatus to Monitor Progress of Procurement Proposals 
The Report of the Group of Ministers on National Security had suggested the creation of a separate and dedicated institutional structure for defence procurements to facilitate a higher degree of professionalism and operational efficiency. Unfortunately, none of the said objectives have been achieved as yet. On the contrary, the current system is plagued by a total lack of unity of purpose, resulting in compartmentalised functioning.  
It is very instructive to trace the path a case file takes. As all procurement activities are carried out in a sequential order, work on the next stage commences only after the file is received with the previous stage duly completed and approval of the designated authority accorded. Such functioning is highly wasteful in terms of time and resources. Only those activities that depend on the outcome of the preceding activity should await completion of the preceding stage.  There are a number of activities that can be undertaken in advance to save time.               
Presently, there is no apparatus in place to carry out monitoring of cases centrally. Functionaries react only when the case file lands on their table and even thereafter, they process it at their own leisurely pace without any urgency. Most surprisingly, even sponsoring SHQ, who should be overly concerned with the expeditious processing of its case, makes no effort to constitute TEC well before the date of opening of commercial proposals. Months can be saved by TEC carrying out preliminary work of understanding technical aspects mentioned in RFP and evolving format for preparing the compliance table. Similarly, preparation of trial methodology and selection of trial units should be undertaken without awaiting receipt of the case by SHQ with TEC Report duly approved.      
Even the preliminaries related to commercial evaluation do not commence unless the Staff Evaluation Report is accepted by MoD. Thereafter, the Acquisition Manager takes the first step of initiating a note suggesting composition of Commercial Evaluation Committee (CNC) and seeking approval of Director General Acquisition. Subsequently, letters are sent to all agencies concerned to earmark their nominees. In case a CNC is constituted well before the completion of technical evaluation, considerable time can be saved by doing a number of activities that are not dependent on the outcome of technical evaluation in advance. CNC can evolve formats for the preparation of compliance and comparative tables to identify the lowest bidder on life-cycle cost basis and can establish bench mark of fair/reasonable price, as mandated by the procedure. 
To monitor progress of all procurement cases and to ensure that maximum activities are carried out concurrently to save time, a small cell can be set up under Director General Acquisition. The cell should pre-warn the next agency in the chain to complete all preparatory work and be ready to receive and process the case expeditiously.
4. Acquirement of Expertise 

It is a universally accepted fact that a defence procurement regime must possess expertise in over 22 disciplines. India is perhaps the only country in the world that has entrusted the task of handling defence procurements worth billions of dollars to a group of untrained and ill-equipped officials. It has made India’s procurement organisation infamous for its incompetent, amateur and unprofessional character. Comptroller and Auditor General (CAG) also highlighted this deficiency and remarked that the existing system of acquisitions being handled by unspecialised personnel posted for three-year tenures was simply not adequate. 

Not a single civil or military functionary is selected for past experience, demonstrated flair or technical expertise. They are posted to acquisition appointments in routine. Bureaucrats are tasked to handle negotiations for complex high-tech military systems without any background knowledge. Most of them are first-timers in MoD. Similarly, Defence Finance officials are asked to render advice on foreign exchange and international trade issues. Apparently, their cluelessness contributes little to make the process efficient. Undoubtedly, the services are the biggest culprit in this aspect. Being the ultimate stake holder, they ought to ensure that they select the best qualified persons for procurement related appointments. Structural and procedural reforms can deliver only if functionaries implementing them possess necessary proficiency.
Despite the fact that inadequacy of acquisition functionaries is known to be the primary cause of non-performance and failure of DPP to deliver, there appears to be no appreciation of need to improve their quality. In a praiseworthy and pioneering initiative, a two-day training capsule for acquisition functionaries was conducted by HQ IDS in March 2010. MoD was also invited to send its officers to attend. Quite unabashedly, MoD boycotted the programme – it could not be seen subscribing to a proposal mooted by a subordinate organisation, howsoever constructive it may be. With such petty mindedness and ego hassles, MoD is unlikely to improve its proficiency. Many consider MoD to be beyond redemption. 
5. Focus on the Essentials 
A purposeful policy document must never lose its focus. Every provision therein must contribute to the achievement of the set out objectives.  In its enthusiasm to make DPP appear fair, transparent and above board, MoD has burdened it with pointless and wasteful encumbrances. They mean little but consume considerable time and effort. Worse, they divert attention from critical matters to peripheral issues. Four provisions that need deletion are discussed below:-    
a) Under pressure from Integrity International and to display its adherence to probity, MoD has included the requirement of Integrity Pact (IP) for all contracts over Rs 100 crores. It is to be signed between the procurement agency and the vendors – the procurement agency promising not to ask for bribes and the vendors undertaking not to offer bribes. There cannot be a more juvenile and purposeless provision. It defies logic as to how officials who are not deterred by existing penal and service rules can be expected to remain bound by a mere undertaking that carries only moral weight. According to vendors, it is for the procurement agency to lay down business ethics and norms. As far as they are concerned, they want business.  Interestingly, the policy conveys an impression that probity is essential for contracts of over Rs 100 crores only and for contracts of lesser value it can be dispensed with. 
b) DPP also provides for the nomination of Independent Monitors (IM) to oversee implementation of IP. In case a vendor submits a complaint with regard to violation of IP, the procurement agency may forward the same to IM for comments. IM may peruse documents if required and submit their report to the Acquisition Wing for taking decision as deemed fit. Though IP is a bilateral agreement, the Acquisition Wing has most unfairly abrogated the right to be the final arbiter of all complaints. It needs to be highlighted here that it is for the Acquisition Wing to determine whether to refer a complaint to IM and also to decide final disposal of their report. Thus, provision of nomination of IM serves no purpose at all except provide opportunity to well-connected retired bureaucrats to find re-employment.
c) Under fall clause of IP, an undertaking is sought from every bidder that he had not supplied similar item at a price lower than that offered in the present bid to any Government department. If supplied, then the details regarding the cost, time of supply and quantities are required to be included in the commercial offer. The clause warns the bidders that if they are found to have supplied at a lower price, then the same price would be applicable to the present case with due allowance for quantities and intervening time period. Two points need emphasis here. One, the provision amounts to an abject admission of MoD’s failure to maintain an exhaustive data bank of all purchases made by the services. Hence, it wants vendors to provide that information. Secondly, it is well nigh impossible to compare two procurement cases as SQR would invariably differ. Therefore, inclusion of fall clause is a futile exercise.
d) With a view to have mid-course check, DPP mandates constitution of a Technical Oversight Committee (TOC) for contracts over Rs 300 crores to ascertain that selection of vendors, trials, compliance to SQR and trial evaluations were carried out according to the prescribed procedures. TOC consists of 3 members — a service officer, a DRDO scientist and a Defence Public Sector Undertaking representative. TOC is a farce. Members are detailed in routine, possess little knowledge of the procurement process and can spot no infirmity at all. Although MoD considers it to be a bulwark against any allegations of irregularity at a later stage, it creates considerable futile work for Technical Managers, thereby diverting their attention from the essentials.
Finally 
Continuance of status quo is in the interest of all decision makers. Invariably, all officials involved in reviewing DPP are the same government functionaries who are responsible for the ongoing mess.  Supremacy of personal interests over national interests has been the hallmark of Indian governance. Therefore, despite incontrovertible effectiveness and practicality of the recommended five measures, MoD would need to muster great courage to break free of deep-seated prejudices and past mindset to accept them. Whereas no major difficulty is envisaged in the amalgamation of categories and attempting concurrent activities, other measures are likely to prove more challenging.  
Delegation of authority to a subordinate organisation, commensurate with its potential and resources, is the hallmark of any rational procedure. MoD must explore all possibilities to delegate more powers to the services. Likewise, MoD must consider doing away with politically sensitive issues like the Integrity Pact. Finally, although many senior officers (both military and civil) believe that their long experience equips them to shoulder any responsibility, due attention must be paid to the selection and training of acquisition functionaries. 
Minor tinkering with a few irrelevant provisions will result in cosmetic changes of peripheral importance. Radical reforms need a paradigm shift in approach. It is for MoD to display its resolve to reform the system through bold and innovative initiative. Biennial review of DPP should not be allowed to degenerate into a meaningless periodic ritual. 
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