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PREFACE

Regional Training Institute, Kolkata was declared as Knowledge Centre for Compliance
Audit in August 2012. In pursuit of excellence in our assigned areas of Knowledge Centre, we
attempt to bring out series of interesting cases of frauds / deviation from rules and regulation etc.
reported and reflected in the Union Civil Compliance Audit Report of different Central Governments
Departments, as case studies. In preparing the instant case study, the models adopted by INTOSAI
and some other business schools have been followed.

The case study “Avoidable expenditure of ¥3.32 crore” has been prepared based on the
Audit Para 10.1 appeared in Audit Report No. 13 of 2012-13 of Comptroller and Auditor General of
India — Union Government Civil in respect of Department of Atomic Energy..

| hope that the readers would benefit from this .The suggestion, if any, are welcome and

would help us in future.

RTI, Kolkata
September, 2013

Arabinda Das
Principal Director
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Avoidable expenditure of ¥3.32 crore

1. Background :

The General Financial Rules, 2005, say that in high value purchases, bids should be obtained
in two stages- the technical bid being evaluated first and the financial bid thereafter. As per Financial Rules,
1978 of the Department of Atomic Energy (DAE), if limited tender value exceeds 3 crore, the concurrence
of Member (Finance) of DAE is required. The time limit prescribed (2005) by the Directorate of Purchase
and Stores(DPS), the centralized purchase unit of DAE, for processing two part tenders is that proposals for

approval of Member (Finance) be sent within six months from the date of raising of indents.

One limited tender was invited (August, 2007) by DPS from three firms for manufacturing,
material procurement, fabrication mockup, inspection testing and safe delivery of a ‘Discharge Assembly
Transfer Cask’ along with accessories at an estimated cost of 13 crore, against an indent (June, 2007). The
due date of receipt was 24™" September, 2007 and date of opening being 25" September, 2007 for technical
bid while 30" November, 2007 for the price bid. There was a clause in the tender document viz. “Purchase
Preference Clause” based on the Purchase Preference Policy prescribed by the Department of Public
Enterprises, Govt. of India. According to the clause, a Central Public Sector Enterprise (CPSE) participating
in a tender would get purchase preference over other participating private sector firms, provided, (i) its offer
was technically suitable, (ii) the difference of price quoted by it and the lowest priced offer was within 10
per cent and (iii) the CPSE was willing to match the lowest quoted price. The Price Preference Policy (PPP)
of the Department of Public Enterprises was valid till 315t March, 2008 only.

2. Environment:-

The procurement exercises adopted by DAE in the instant case revealed flaws in tender
evaluation. For example, there was a consideration of an offer in favour of an entity, which was not eligible
to be considered for the price preference benefit, at the price evaluation stage. There were protracted and
inexplicable delays at various stages in processing the purchase case leading to rejection and retendering

with the impact of an additional expenditure of ¥3.32 crore.

3. Opportunity to Prevent irregularity:-

)] DAE could avoid the additional expenditure by placing the purchase order on the lowest valid
bidder in the first instance.

i) DAE could avoid the additional expenditure if the timeline (6 months) prescribed by DPS for
sending the proposal for approval of Member (Finance) was maintained.

iii) Central Manufacturing Technology Institute (CMTI) was not a Central Public Sector Enterprise, but
a registered society. Hence it was not eligible to enjoy the benefit of price preference clause.
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Therefore, DAE could avoid the additional expenditure by not accepting the certificate issued by
Ministry of Commerce and Industries, Government of India for treating the CMTI, who was the
second lowest bidder, as a CPSE with regard to price preference, as the certificate was submitted by
CMTI on a date after the price bid was opened on 30 November 2007. This could be construed as a
post-tender negotiation with a firm other than the lowest bidder in contravention of Central

Vigilance Commission’s (CVC) guidelines.

4. Opportunity to detect and proving irregularity:-

Red Flag Indicators:-

i)

A limited tender was invited (August 2007) from three firms for manufacturing, material procurement,
fabrication mockup, inspection testing and safe delivery of a ‘Discharge Assembly Transfer Cask’
along with accessories at an estimated cost of ¥13 crore. But the tender was not processed within the
time limit prescribed for getting the approval of competent authority. Hence, the purchase proposal was
rejected by the competent authority and no purchase order was issued.

A second tender was issued and the tender was ultimately awarded to the single tenderer who was
incidentally the lowest tenderer on the 1%t occasion. The difference in rates between the two occasions

of Rs.3.32 crore had to be borne by the DAE as an additional expenditure.

Follow up of Red flag: - Audit Examination and evidence collection.

a)

b)

d)

Acting on these red flag indicators, the Audit party conducted the scrutiny of Tender Register, Purchase
Order Register, List of Central Public Sector Enterprise (CPSE), CVC guidelines and price Preference
clause etc. and it was revealed that limited tender was invited (August 2007) from three firms.

There was a clause in the tender document viz. “Purchase Preference Clause” based on the Purchase
Preference Policy prescribed by the Department of Public Enterprises, Govt. of India.

In course of detailed scrutiny of the tender documents it was found that Godrej was the lowest and the
only eligible bidder on the opening of price bid. The DPS, however, accepted the Ministry of
Commerce and Industry’s certificate submitted by the second lowest bidder (CMTI) on 5.12.2007, i.e.,
well after the opening of the price bid on 30 November 2007 for treating the second lowest bidder
(CMTI) as a CPSE with regard to price preference. Detailed scrutiny also revealed that the second
bidder was only a registered society and could not be considered as CPSE eligible for availing of the
Price Preference clause.

Negotiation was held with the 2" lowest tenderer violating the CVC guidelines permitting negotiation
with the lowest bidder only.

On scrutiny of relevant papers, it was noticed that after processing the case a proposal for approval, as

required in the case, was sent to Member (Finance) DAE after a lapse of 10 months. The instructions of
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DAE, however, prescribed a time limit of six months from the date of raising the indent to sending the
proposal for approval for processing such type of purchase.
Finally, Secretary, DAE turned down the proposal on the ground that PPP was no longer valid and

instructed the DPS to issue a fresh limited tender.

g) On scrutiny of fresh tender documents along with Purchase Order Register, it was assessed in audit that

DAE has incurred an additional expenditure of I3.32 crore for not placing the purchase order on the

lowest valid bidder at the first instance.

5. Lessons Learnt:-

i)

i)

DAE accepted the Ministry's certificate, submitted by CMT] after the opening of the price bid on 30
November 2007, for treating the second lowest bidder (CMTI) as a CPSE with regard to price
preference and that amounted to post-tender negotiation with a firm other than the lowest bidder in

contravention of Central Vigilance Commission (CVC) guidelines

DAE considered the offer of the Central Manufacturing Technology Institute (CMTI), Bangalore as a
Central Public Sector Enterprise but it was not eligible to be considered for the price preference
benefits as it was a registered society only. Thorough scrutiny of tender documents along with the

eligibility certificates are essentially required to be examined at the time of processing such cases.

DPS and the indenting division had not adhered to the prescribed time frames causing unexplained

delays at various stages in processing the purchase case, leading to rejection and retendering.

DAE had incurred an additional expenditure of X3.32 crore for not placing the purchase order on the

lowest valid bidder at the first instance.

6. Enclosure for reference:-

D)

i)
i)

Audit Para 10.1 appeared in Audit Report No. 13 of 2012-13 of Comptroller and Auditor General of
India —Union Government Civil in respect of Department of Atomic Energy.

Draft Para issued to DAE.

Reply of the Department on the Draft Para.
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Report No. 13 of 2012-13

CHAPTER X : DEPARTMENT OF ATOMIC ENERGY

10.1 Avoidable expenditure of ¥ 3.32 crore

Failure of the Directorate of Purchase and Stores under the Department
of Atomic Energy in adhering to the purchase procedure and consequent
delay in finalising a purchase proposal within the validity period resulted
in avoidable expenditure of T 3.32 crore.

The General Financial Rules, 2005, enjoin that in the case of high value
purchases, bids should be obtained in two stages, with the technical bid being
evaluated first and the financial bid thereafter. As per the Exercise of Financial
Rules, 1978 of the Department of Atomic Energy (DAE), cases involving
limited tenders with financial outlays exceeding ¥ three crore are required to
be sent for the concurrence of the Member (Finance), DAE. The timelines
prescribed (2005) by the Directorate of Purchase and Stores (DPS), the
centralized purchase unit of DAE, for processing two-part tenders specify that
proposals for approval of the Member (Finance) should be sent within six
months from the date of raising of indents.

The DPS received an indent raised in June 2007 for manufacturing of a
discharge assembly transfer cask' from the Light Water Reactor Division of
the Bhabha Atomic Research Centre. It invited (August 2007) limited tenders
from three firms for manufacturing, material procurement, fabrication
mockup, inspection testing and safe delivery of a discharge assembly transfer
cask along with accessories at an estimated cost of ¥ 13 crore, with the due
date for receipt of tenders being 24 September 2007.

The tender document included a Purchase Preference clause’, according to

which, a Central Public Sector Enterprise (CPSE) participating in a tender
would get purchase preference over other participating private sector firms,
provided, (i) its offer was technically suitable, (ii) the difference of price
quoted by it and the lowest priced offer was within 10 per cent and (iii) the
CPSE was willing to match the lowest quoted price. The Price Preference
Policy (PPP) of the Department of Public Enterprises was valid only till 31
March 2008.

The DPS received offers from M/s. Godrej & Boyce, Mumbai (Godrej) and
the Central Manufacturing Technology Institute (CMTI), Bangalore. On
opening of the technical bids on 25 September 2007, both the bidders were

! Transfer cask is required to transfer the spent fuels to spent fuel storage pool.
% This clause was based on the Purchase Preference Policy prescribed by the Department of
Public Enterprises, Government of India. This policy was discontinued atter 31 March, 2008.

77
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Report No. 13 of 2012-13

declared as technically qualified. The price bids were opened on 30 November
2007. Godrej quoted a basic price of X 11.35 crore’, whereas CMTI quoted
7 12.18 crore’. The indenting division conveyed (28 December 2007) its
recommendation for placing the order on CMTIL. After due negotiations, CMTI
agreed (January 2008) to match its price with that of Godrej at I 12.77 crore
(post tax). The Stores Purchase Committee (SPC) approved the proposal for
the purchase on 30 January 2008.

Scrutiny in audit revealed the following:

@

(i1)

(iii)

(@)

Godrej was the lowest bidder after opening of the price bids. However,
subsequent to opening the bids, CMTI submitted a letter on 6
December 2007, along with a certificate issued by the Ministry of
Commerce and Industry, Government of India dated 5 December 2007
that the firm may be treated at par with CPSUs with regard to price
preference. It is to be noted that CMTI was a registered society and not
a CPSE and was thus not covered under the Purchase Preference
Clause. The decision of DAE to accept the offer of CMTI, which was
not a CPSE was, therefore, irregular.

Despite Godrej being the lowest and the only eligible bidder on the
opening of price bids, DPS accepted the Ministry's certificate for
treating CMTI at par with CPSEs with regard to price preference, even
though this certificate was received after the opening of the price bid
on 30 November 2007.

As this case was being processed on a limited tender basis and had a
financial outlay exceeding ¥ three crore, it required the approval of the
Member (Finance), DAE. While the instructions of DAE prescribed a
time limit of six months for processing such purchase cases, it was
observed that in the instant case, the proposal was sent to the Member
(Finance) DAE for approval only on 21 April 2008, i.e. 10 months
after raising of the indent. Secretary, DAE turned down the proposal
on 29 July 2008 on the ground that the validity of the PPP was no
longer valid and instructed the DPS to issue a fresh limited tender.

It was observed that there were considerable delays within the DPS in
examining the proposal. As against the prescribed time limit of six
months for processing such purchase cases, the DPS took two months
to issue the limited tender inquiries to the three firms and a further

3 Post tax price of T 12.77 crore.
“ Post tax price of ¥ 13.70 crore.

78
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Report No. 13 of 2012-13

three months to approve the technical bid. The stages thereafter
included opening and examining the financial bids and in the instant
case, sending it to Member (Finance), DAE for obtaining his approval.

V) The DPS again invited tenders in August 2008 from the same three
firms. However, only Godrej responded to the tender notice and quoted
a basic price of ¥ 15.80 crore’. DPS negotiated the price and a
purchase order was placed on the firm at ¥ 16.09 crore (post tax) in
February 2009. Godrej received final payment for this order-in
December 2010.

The procurement exercise adopted by DAE in the instant case revealed flaws
in tender evaluation such as making an offer to an entity which was not
eligible to be considered for the price preference benefit at the price evaluation
stage. Further, there were protracted delays at various stages in processing of
the purchase case, leading to rejection and retendering, which finally resulted
in an additional expenditure of ¥ 3.32 crore.

DAE replied (May 2012) that the qualification process for any Company after
submission of the offer is based on the status of the Company/its offer, on the
due date of submission of the offer as per the purchase price procedure in
vogue, which was 25 September 2007 in this case. Therefore, DPS had the
perception that the PPP would be applicable to M/s CMTTI in this purchase file.
The offer of M/s CMTI, Bangalore was kept valid upto 31 July 2008.

The reply is not acceptable as DPS had overlooked the fact that the firm was
not eligible for price preference benefit on the date of opening of the financial
bid on 30 November 2007, since the certificate of eligibility for treating it at
par with CPSEs with regard to price preference was issued to it only on 5
December 2007. Further, even if we consider that DAE was not aware of the
fact that the benefit of price preference would lapse on 31 March 2008, the
decision of DAE to accept the offer of CMTI, which was not a CPSE, was
irregular.

Thus, by failing to place the purchase order on the lowest valid bidder in the
first instance, DAE not only delayed the entire procurement process but also
incurred an additional expenditure of ¥ 3.32 crore.

* Post tax price of ¥ 17.78 crore.

79
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DRAFT PARAGRAPH

Avoidable expenditure of Rs. 3.32 crore

hoh

Failure of Directorate of Purchase and Stores under Department of Atomic Energy in
adhering to purchase procedure and consequent delay in finalising of a purchase proposal
within the validity period of the Purchase Preference Policy resulted in an additional
financial burden of X 3.32 crore.

The Directorate of Purchase and Stores (DPS), the centralized purchase unit of Department of
<D -t P-4
Atomic Energy (DAE), invited { 4 7 limited tenders from three firms for manufacturing,/

Lox ilen
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material procurement, fabrication mockup, inspection testing and safe delivery of @ discharge!
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assembly transfer cask along with accessories at an estimated cost of T 13 crore with due date for
KDLy
: 24 September 2007. The tender document stipulated the Purchase

receipt of tenders

Preference Policy (PPP) clause «:

¢ The PPP was

}

valid till 31% March 2008. -<b -* | F-{

5 DPS received offers from M/s. Godrej & Boyce Mumbai (Godrej) and Central Manufacturﬁlg

L
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s‘Technology Institute (CMTI), Bangalore. Tiic asic price of T11.35 crore and X 12.18%@'5?@- 2
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. Both the offers were valid up to 27 February 2008. %
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15, CMTI agreed (January 2008) to match its price with that of L1 at 7.

. The Stores Purchase Committee (SPC) approved the proposal

30 January 2008.
ROk [Pt
As per the Exercise of Financial Rules 1978 of DAE, the case was to be sent to the Member -

e |
et

‘&__g&\‘% (Finance), DAE for concurrence

|
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|
f
|

# mvolved limited tenders with financial outlay exceeding

~
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T 3 crore. T

o |
LIECEITIDET

‘e {> f?»s
. DAE turned down the proposal in July 2008 on the grounds that the PEP
r( Wt il “‘ § ‘ﬂb 0] P &

had lapsed on 31 Mearch 2008 and instructed the DPS to issue a fresh limited tender.

Page |10



Case Study Regional Training Institute, Kolkata

RS-0t ke
The DPS again invited tenders in August 2008 from the same three firms. However, only M/s.
— KD l@' ; r?-’ > kD"mli‘},w Lt
Godrej responded to the tender notice and quoted a basic prlce of ¥15 DPS negotiated the

K-\ )P»

¢ in February 2009. | peo-rafe-

price and a purchase order was placed on the firm at ©
; kD-\2IE 2

Thus the DPS, a unit < 7 which was set up with a view to accelerate the procurement and

prompt delivery of the intended material, failed to adhere to the CVC guidelines and prescribed

time frames in processing of the tender. ThlS 1ndlcated a weak mtemal control over the
Q s

¢ process which caused an additional expenditure 0f%3.32 crore to be incurred.
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Jr. €.B.S. VENKATARAMANA, ias

WY QT
JOINT SECRETARY

D.0. No.27/1/2012/BARC/R&D-/ {707

Dear Smt. Geetali Tare,

Etrean
T FHT R
HUTih WA,
wFuld f3ar germ ar,
Tqg - 400 001.

GOVERNMENT QOF INDIA
DEPARTMENT OF ATOMIC ENERGY
ANUSHAKT! BHAVAN,
CHHATRAPAT! SHIVAJI MAHARAJ MARG,
MUMBAI - 400 001.

May 2 ,_2012

=

Gy

Please refer to your D.O. Letter No. PDA(SD)/Rep.3(28)/DAE/Mumbai/2010-
11/542-45 dated 23/2/2012 regarding draft para titled "Avoidable expenditure of

< 3.32 crore".

The matter has been examined in the department in consultation with

Départment of Purchase and Stores, a constituent unit of this Department. The
facts of the case are indicated befow. :

3 The Directorate of Purchase & Stores is a service organization of
Department of Atomic Energy  (DAE) entrusted with the responsibility of
procurement of different types of equipments and materials for various constituent
units - of DAE. In all conventicnal material management organizations, the
procurement cycle starts with the pianning of material and progresses by placement
of purchase order, satisfactory execution of the same and ends with setflement of
payment. However, in DAE, there is a clear division of responsibiiity and the
Indenting Officer (user Department}: plans the requirement, raises indent, carries
out technical evaluation of bid and recommends placement of purchase order.
Whereas the Directorate of Purchase & Stores initiate tendering action against the
indent, settle the commercial terms and conclude the purchase order following the

purchase procedure, approved by DAE in line with that of Gavernment Departments

and abserving the rules & regulations issued by the Central Government as well as

T Central Vigilance Commission (CVC), etc. The decision of procurement is taken by

fﬂ / various committees consfituted by the Department at various levels depending
7w upon the purchase value and check and balance in the system is ensured.

4. The chronology of events while processing the case under question is

depicted at Annexure A.

from M/s. Godrej & Boyce Mfg. Co. Ltd., & CMTI, Bangalore was opened and the

, % 5, As per the procedure in vogue, Part-l (techno-commercial bids) received
Y

[e 2 user Department confirmed the technical suitability of both the offers after technical

evaluation. Part-Il (price bids) of the above firms were opened on 30.11.2007 and
the case file was sent ta user department on 07.12.2007, alangwith the offers anda |
letter No. 312/200(11)/07/BARC/DATC dated 06.12.2007, received form M/s CMTI,
Bangalore intimating that they should be treated on par with CPSUs with regard to
PPP (Purchase Preference Policy).

s s QIEQEY
@ / Dy Py ] 1 (lT'\ﬁ ﬁi‘\ﬂ'
i QM% TENES,

e

‘O—-CCQ ...2/—

GRUTY / TELEPHONE 022 - 2202 2816, 2285 2571 (O) 2364 4636 () et 022-2204 8476 / 2202 6728, 2284 6213 « AT TEwT / GRAM: ATOMERG

e F4A /E-MAIL : jsim @dase.gov.in

. masnT TTOZ QO/TY

] < ?M’Qﬂ
S & |

v
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| 35092007 in this case. Therefore, DPS had the perception that the PPP will be

: kept valid upto ?ﬁ 5@1.?99_@.’

ey, RP
f{(‘, <0 ) ,
&
72
6. M/s. CMTI, Bangalore, had never mentioned earlier that they are entitled for -

PPP at par with central PSUs, as per Depar’f’rﬁ?ﬁf of Public Enterprises (DPE) OM
No.DPE/13(19)/91-Fin. dated 13.1.1992 and the issue of PPP became relevant only
after receipt of the letter dated 06. 12.2007 from M/s. CMTI, Bangalore.

7 After evaluation of the offers, user Department furnished purchase
recommendation for placement of order on M/s. CMTI, Bangalore, taking into
account fheir PSU status and as the offer was within the range of 10% of the
lowest offer submitied by M/s. Godrej & Boyce Mfg. Co. Ltd., Mumbai. Hence with

_ the approvel of competent Authority in DPS, a lefter was issued to M/s. CMTI,

on 14.01.2008 advising them to match the lowest price offered by M/s.
. I/s. CMTI, Bangalore accepted the request vide their letter No. PCR-
STRANSFER-CASK-08 dated 22.01.2008.

8. Since the procurement cost exceeded Rs. 3 crores, as per the Exercise of
Financial Powers (DAE) Rules, approval of DAE/Member for Finance, AEC is
required for placement of the order. Hence, approval of Stores Procurement ; .
Committee (SPC), PRP, BARC, was taken on 30.01.2008 and the case file was | ° -
referred to user Department on 22.02.2008 for complefing the DAE proposal forms 175"
giving aatails of project sanction and-head-of account. The case file was returned | |
by the user Department on 11.04.2008 ¢ and after detailed scrutiny at various levels \ b3 AN
in 115, the proposal was handed over to DAE on 22.04.2008.

A
g

7<%
0y

£ 13(12)/2003-Fin Volll _dated: 18" July, 2005 issued by Department of
lic Enterprises. Point No. (vi) of the ahove OM states that * PSEs should be

st to the same qualification process as any other bidder. If the PSE does not
neest the minimum qualifications, it should be subject to disqualification.”

& The Price Preference Policy (PPF) was valid upto 31.03.2008 as per OM '

i

o S0 7 ey 0

submission of offer is based on the stafus of the Company/ its offer, on the due date
of su on of The offer as per the purchase procedure in vogue, which was

LS

10 it may further be noted that the qualification process for any Company after "}

apphicable to Mis. GMT in this purchase file. The offer of M/s CMTI, Bangalore was |

11. The Depariment, in consultation with theﬂ_;gakgal Advrsor(DAE) did nqt
approve the proposal for placement of order or M7s. CMTT and advised DES to take
further necessary action fo issue @ fresh limited tender (on two part basis) for the

above procurement vide (D note dated 28.07.2008.

42, It may also be noted that irrespective of the fact whether there is any change
anticipated in the PPP or any other policy of the Government, DPS follows gli the
necessary procedursl requirement which ensure proper checks and palance in the
system.

Serle
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-
3 : , @ ?\H

13.  From the chronological events fabulated at Annexure-A, it is clear that there ’ :
!

has not been any delay in DPS. Further it may be“hoted that if M/s. CMTI had not
claimed Purchase Preference subsequent to submission of its offer, the order would
have bee on Wi/s. Godrej & Boyce Manufacturing Company Lid. ata cost
of ¥ 11.35 Crores exclusive of taxes and dufies, as per the normal procedure.”
Since, there were complications for placing the Purchase order on M/s. CMTI,
Bangalore, based on Purchase Preference, the order was not placed on them.

14.  In view of the foregoing, the draft para may please be dropped.

Yours sincerely,

é\’zm'* =

(Dr. C.B.S. Venkataramana)

Encl: As above

-3 Smt. Geetali Tare
Principal Director of Audit,
Scientific Departments,
A.G.C.R Building, I.P. Estate, .
New Delhi-110 002. {

« ancnT 7T0Z Q0/TT
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