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DIRECTORATE GENERAL OF SHIPPING, MUMBAI

F. No. 74-29-2 I 2023-FA-DGS Dated: 30.08.2023

Loz3Dq5 orrrceonorn No.Il, af,

Subject: Contract Management Procedure - Reg,

1.1 lt has been observed that a methodical compliance framework to the General Financial Rules,

2017 read with the Ma nual of Procurement of Goods, Manual of procurement of consulta ncy

and Other services and Manual of procurement of works is a pre-requisite in the Directorate

General of Shipping and this is being reiterated in specific light of the applicability of contract

management in this office order to all aspects of procurement and contracts in the Directorate

Genera I of Shipping.

1.2 General Financial Rules (GFRs) are a compilation of rules and orders of Government of lndia

to be followed by instructions to be observed by all Departments and Organisations under the

covernment and specified bodies except otherwise provided in these Rules. Thc GFlts

facilitate efficiency rather than create impediments in smooth and timely implementation

while following principles of accountability and procedures of financial disclpline and

administrative due diligence. The aim of any rule is to provide framework within which an

organization manages its own business in a financially prudent manner without compromising

its flexibility to deal with varied situations.

1.3 Rule 21 (GFR) - Srondords of finoncior propriety - Every officer incurring or authorizing

expenditure from public moneys should be guided by high standards of financial propriety.

Every officer should also enforce financial order and strict economy and see that all relevant

financial rules and regulations are observed by his own office and by subordinate disbursing

officers. Among the principres on which emphasis is genera[y raid are the folowing:-
(i) Every officer is expected to exercise the same vigirance in respect of expenditure

incurred from pubric moneys as a person of ordinary prudence wourd exercise in

respect of expenditure of his own money.

(ii) The expenditure shourd not be prima facie more than the occasion demands.

qn:fr {1.-6R / GovERNrrrENT OF rNDrA
q4{, qH qP-q-6q :ir q-f,{Fi {iTqq

I,IINISTRY OF PORTS, SHIPPING AND WATERWAYS

ft-d€q rarfrtriro-q, Ii+{

G2@ d#*****

,t
sff {f.sf,, +a Rkr, qri Pi6 }+ir A"mldt$,fiE is, argrqFf (s) set- 400042

9th Floor, BETA Building, l-Think Techno Campus, Kanjur Vil lage Road, Kanjurmarg (E), Mumbai-400042
SFIffet No +91-22-2575 204ol.Uz3 ftfir"r., +s1-22-2575 202sl3S {-tdlemail: dgship-dgs@nic.in qq{f{dMebsite: www.dgshipping.govin

ffi
ffi



(iii) No authority should exercise its powers of sanctioning expenditure to pass an order

whlch will be directly or indirectly to its own advantage.

(iv) Expenditure from public moneys should not be incurred for the benefit of a particular

person or a section of the people, unless -
(a) A claim for the amount could be enforced in a Court of Law, or

(b) The expenditure is in pursuance of a recognized policy or custom.

1.4 Rule 22 (GFR) Expenditure from Public Funds: No authority may incur any expenditure or

enter into any liability involving expenditure or enter into any liability involving expenditure or

transfer of moneys for investment or deposit from public funds (Consolidated Fund/

Contingency Fund and the Public Accounts) unless the same has been sanctioned by a

competent authority.

1.5 Rule 23 -Delegation of Financial Powers - The financial powers oftheGovernment have been

delegated to various subordinate authorities vide Delegation of Financial Powers Rules as

amended from time to time. The financial powers of the Government which have not been

delegated to an subordinate authority, shall vest in the Finance Ministry.

1.6 Rule 37- Responsibility of losses. An officer shall be held responsible for any loss sustained by

the Government through fraud or negligence on his part. He will also be held personally

responsible for any loss arising from fraud or negligence of any other officer to the extent to

which it may be shown that he contributed to the loss by his own action or negligence.

The departmental proceedings for assessment of responsibility for the loss shall be conducted

according to the instructions contained in (Appendix 1- attached herewith as Annexure 7l

and those issued by the Ministry of personnel from time to time.

1.7 GFR chapter 8 - Rule 225 - General principles for contract and Rule 22G - Management of
contracts is to be complied and certified by the notified contract Management committee

which should be specifically notified for each contract awarded in the Directorate General of

shipping. The contract Management committee ideally should be chaired by the Deputy

Director General of the respective branch on whose file the contract has been processed for

award and shall include the Deputy Director General ( shipping) , Administration and the

Deputy Director General, (Finance & Accounts) or his representative and shall have specific

terms of reference wlth context to the service Level Agreement as per the award of contract

and the contract management committee shall certify the satisfactory compliance of the

service level agreement

1.8 Standard contract formats:- The office of the Director General of shipping should adopt

standard contract formats for goods and services ( consulting and non-consulting) awarded
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post bidding on the E- Procurement portal and for GeM procurement the Service Level

agreements generated on the portalshall be the mandatory contract conditions alongside the

standard aspects to be covered.

1.9 Contract Conditions (Generic): - The conditions of contract in procurement shall provide an

appropriate allocation of rights and obligations, risks and liabilities, informed by an analysis of

which party is best placed to manage the risks, keeping in mind the costs and incentives o risk

allocation. (Annexure lX I The World Bank - Procurement Regulations for IPF Borrowes -
Procurement in lnvest project financing - Good, works, Non-consulting and Consulting

Services]- Contract conditions in lnternational Competitive Procurement - a generic referral

document is annexed as Annexure 2

1.10 Manual of Procurement of Goods: Chapter 9 - specific contract management for

orders for supply of goods, these are guidelines for contract management a nd supplement the

contract generated on GeM and should be carefully whetted by the Contract Management

Committee for goods on delivery post issue of work order for supply. The contents of the

Chapte r are annexed al Annexure 3.

L,L7 Manual of procurement of Consultancv and Other Services specifies in Appendix 1

- Basic aims and fundamental Principles of Public Procurement ( Para 1.5, 1.6) which

encompasses the five R's of procurement - Right Quantity/ Right Quality/ Right Price/ Right

Time and place/ Right Source and the concept of Value for money and fundamental principles

ofTransparency Principle, Professional principle, Broader obligation principles, extended legal

responsibility principle and public Accountability principle. Para 11 delineates Model clauses

/ certificates as mentioned in Annexure 2 C of the Manual of procurement of consultancy and

Other services. Appendix 2 - lists the Legal aspects of Public Procurement ( Para 1,3 and Para

1.20 and Appendix 3 - Electronic Procurement ( E- Procurement) ( Para 4.5) and chapter 8-

Monitoring of consultancy/ Other services contract mentions in Para 8.2 of the Contract

management Committee and Chapter 3 lists out the types of contracts and systems of

selection of consultants/ service providers wherein Para 8.2 specifically mentions the Contract

Management Committee. ln addition Para 1.13 lists out proactive lnformation disclosures,

Para 1,2 lists out the Law of Agency - applicable to procurement of Consultancy and other

services and Para 1.14 details the Public Procurement Cycle. The specific details are compiled

and annexed al Annexure 4 to this document.

t.t2 Manual of Procurement of Works: Specifically for works Para 5.7.6 - framlng of

contract, Para 5.7.7 procurement record, Para 5.8 - Evaluation of Bids and Award of contract

- Risk and Mitigation, Para 6,7 - Closure of contract, Para 6.11- Breach of Contract, Remedies
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and Termination, Pata 7.7 - Contract Relationship Management, Pa?a 7.4 - Development of

New Sources and Registration/ Enlistment of Construction, Para 7.6.4- Capacity of Contractor,

Para 7,6.4 - Capacity of Contractors, 7.6.6 - Structuring contract for timely completion which

are annexed herewith as Annexure -5 to this document. Separately, the CPWD Manual of

works, 2019 specifies aspects related to contract management for works at Chapter 5 and

Standard Operating Procedures for CPWD Works Manual, 2019 specifies aspects related to

contract management for works at Chapter 5. Separately, the Department of Expenditure (

DoE) vfde O.M No. F.7(U2O21-PPD dated 29.10.2021 had issued General lnstructions on

Procurement and Project Management which also needs to be referred for contract award and

management.( Attached as Annexure 6

2. For every award of contract In the Directorate General of Shipping there shall be a specific

contract management committee notified as indicated herein above and for every periodic

payment milestone as specified in the contract, the said contract management committee

shall be responsible to ensure compliance of the contract, effective contract management,

enforcement of the Service Level Agreement and recommendation of pena lty as per provision

for violation of contractual obligations or non-compliance to the service level conditions as

specified in the contract. No payments towards existing contracts shall be released unless

there if an effective contract management committee in place and the specific

recommendation thereof shall be taken on record thereof.

,,r"*"rJ:l'"'rMt
Addl. Secretary to the Gow. of lndia

To,

1 Chief Surveyor
2 Nautical Advisor
3 Chief Ship Surveyor
4 AII DDGS

5 All Branches

6 Computer Cell - with a request to upload official website of DGS

4

Encl. As a bove.



Anrroprtce-€.-

APPENDIX- I
JS€e Rule 37l

INSTRUCTIONS FOR REGUI.ATING THE ENFORCEMENT
OF RESPONS!SILITY FOR LOSSES, ETC.

l. ThG .ordinol pinciple governing the osselsont oI ."spo^ribili, islhor, ev..y G@e.nmod ofiicorlhould
6re.cis. tb. somo qqilon.5 i6 r€3pe.t ot .rpenditur6 horn publi. fund gensrolt o! 6 por3on ol ordinot,
prud.nc. wolld 6rercis! in lerped oIlho.rp6ndi,u.a o.d lhe.uslody o, hit ow. money. While,lh. tomp.r.nl
ourhodty mor, in rp€ciol@se,, condom o^ otficeri honan ero.3 ol iudg€mo in,oMng $no.rciollo3s ifrh€
ofli<o,.on lhow lhql h€ hes octed in sood loilh dnd don. hit b6n up b lh.limit5 othi! obiliry ond.,P3,i..<..
p€r.onol liobiliry sholl be strictly en{o.6od o€oini oll oIIi..E eho 016 diih6es!, coroles. o. n.gli96n in iha
dulio5 enkuil€d ro lh.o.

2. ln @56s wh6rc toss i, du6 lo d6li.q,6ncio3 ot lubodinoro oiliciols o^d wh6@ il oppEo.s thot lhis hos b36n
I'rri,irorsd by lor't olsupo*irio^ on thc po/t ol o eupcrior olf.s, lhe lol,€r rhollollo bc collld slriclly roo((ounr
ond hii p€, ionol liobility in rho morler <o,Bfullyossss.d.

3. {o) Ihe querlio. ol enlor.i6g pecvn;ory liobilil, 3hol1 ol*ots be cohsidar.d d3 well os lhc qlssl,on ol olhe'
{o n! o{ di(;plinory ocliotr. ln d*id;r9lhe d.9G6 ofon ofli.6* psoniory liobiliy, il will5e.6<erso,y to
iook no, onlylo thr .ircudriron.ee ol Jho cote bvr olso lo lhc ,;\dn.iol cnc!m3'd..es of rha otfic€r.3ince it
d,ould be re.osriz€d lhoJ the pqnolt5hould not bc ru<I05lo impoi hisluiu.c sllicien.y.

{b) ln poniculor i{ lh. lort hd! o<tured rhrough koud, ev.n/.ndeo6rl, hould b. nod6 ro re.oEr rhawnol!
omolnl losr Iron, lhe svilty p3,soni ond il lorit ot rupin;iod ho3 iocililoied lhe lroud, rh6 iup.,lirihs
oftcor ol toulr mat propedy be penolized enh.r dnody by roqutins him ro ftole good ,n money o
sulfi.io.t propo,rion oltho losr o. n,dire.llybr.€du.lion or rtoppogo o, h;trredEnrsol por.

(.1 ll 5houid olwoy! be .onsidered wherher {€ dsp,e<ioled volu6 ol ihe Gove.nn€nr p.opsrry or
.quipd.d losr, donos"d or deskor.d by ih6 corcllsalr o, individeols o^hu3t3d *iih ,h.n coc ahould
bo.ecoverod tom lhe del;oqucrr oIIiciol. TIM deprc.i6r6d lolu€ ol rhs no.€r rfoy bs.olculotodby
opply nfl rh6 20% ol d.p,Eioton in lh. cose ol vehicl.r, in(lud'ne cr.l€!, ond I 5% ,n rh. coe of cok!lo rinq
moch,nes, on the 

'educ€d 
bolon.o.very ycoi Tho omounr ro b6 r€ovGr6d mdy be l,m 6d lo iho

. *,i::*fi:ff1:::::::T,1,:i"1i.".".","",inonynr6!u,oi,yo,ross,,h.",,,,.,, *y.@
cos..ho,l ber i. m,^d rhe provirions .onroined in Cenr'ol Civil Setu;.ei 1P€^sio6) R!le. 1972 (
hotl iin1e ro iine ond im6ediolet inlo,m rheAldir Ofiicer ondlor th6 AeounB OKicer, 03lh. (
responsible lor repodino on hk rirl!to P.ftion o. D.oih-Cum.RarirBmsnr Gmruir, ond ihe o!lho,ity<o6pol6nr
losnclion Pen3io. or Deth'Cun-Rernonenl G'oiuily o.d il;llbelh€ dutoltheloti6to tuI.o nol,a ollho
in,ormotio^ ond 56d ,hol tho Grollit or Doolh.CuD-Rejt?frenl Groluity t not poid b6tor€ o .odcjurion i!
o,rivedotor reqord! lh6 O@ommGnt rcdonJ'! culpobil,t ond llno I odo11 o.. i3sucdth..eon.

5 The locl thot Govemmenr leoonr. who @ro guillyof ltuudi or irsgulo,itie! hqvs beon d€mobilired q hoE
rolnedondh6v€rhuse<op6dpuni.hm€,3houldnotb6mod6diusiin.orion{orobsolvingtho3owhooiodl.o
svillybdwho srillrcmoi. in s.di<€.

6. l,;r ol the sreot.n impo.ton.6 ro doid d6loy in rh. inwnisdrion ofony lG3do. to froud, n.glig.nc., linon<idl
iregulorii, erc. Should the odmin6r.or;ve oulho.ily rcqu,.e the o$iironce o, rhs Audir O{li(.r ond/or ,lE
Acc6en!. Ofii.cr, osiheco* mo, b€, in FuBUing th.imnigoti@, hemot.ollon ihot oflicor lo. ollv@rh.6
ond orhe' do.umenBlhoi moy b€ r.lryontlo ri,e inveitigol'c'n; o,d ilthc iiv.rigorion ir(on,plerond hene6dt
lhc osrinon.e ol on 6xpert Audii O{lirer/ A.co!n,s Olli.er io un,oEl ir, he 3hould opply lodhwith Io. thor
olrislo..e lo Gowr^ nrenr wh,qh will lh.i negoriot. wilh Audir O(lcor o hdlo, th€ Accourns Ol{i<q. .oo.emed
loi the sefri.es ol on nivlnigoting rlofi. nr€..o[c,, lho odn,inkhor;w outhorit ond the Audit /]€coqnl!
ourhorny tholl be peBodolr/ r.3poos,bl' wirhi. rh.i, relpdie sphe,es, io, rhe .ipedir;ouj (onducr ol $e
onqui,y. 1,1 ony.dre tr which ir oppcors rhor,eou6e ro iudi(iol p,ocoedings is litelr, rhe Spedol Poli.€
fnobli.htuni orlh. Sior. Poli<€ rhould b6 o$eidt.d *ilhrh.i.Ei.igqrion.

7 Oep€rding upon *ro resul,solfto nqun, d6po,,rnrol pro.o.dings ondlor prolo.vtion shollb6 institvted ot
lh. eo.liest momenr aooinn r|le d.linquenr otliciok .oncor..d ond (ond!.jed *irh skicl odh.rcnce ro rh.
Conlrol Civil Setui<ss (Clossificorion, Conkolond App.al)Rol6, 1957, ond othq i,Brrucrions p,6oibcd in ihir
r.9ord byGo,emm.nt
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-i. Purpose Arv'pxt-t -E
I I 'l l'r's n r'rrex 'ists the mirtin,r'm c?ntr?ct conditions requi:ed for internationar competitive

procureme!1t for Goods, Works, and No,l_consr.lting Services in ll.f operations..

2. Requiremerrts

?1' The contract conditicns shall provide an appropriate allocation of responsibilities, risks and
liabilities infortned by an analysis of rrr'hich party is best placed to manage the risks, takinB into
account the costs and incentives of risk allocaiion.

22 For international competitive procurenlent for Goods, works, Non-consuhing services, and
consulting services, the Borrower shair use the appricabre Bank spD, for examlte request for
bids/request for proposars documents with minimum changes, acceptabre to the Bank, as
necessary to address any project-specific conditions.

z 3 For Goods, works, and Non-consurting services when the Bank has not issued an appricabre spD,the Borrcwer shall use other ;nterrationally recognized stanrlard conditions of contract andcontract forms acceptabre to the Bank, .nd sub.iect to the re.ruirement in paragraph 2.27 0f thisAnnex' lf neither an applicabla Bank sPD, nor other internationally recognized stanjard conditionsof contract and contract forrn acceptable to the Bank are available, the Bor!.ower sha:t at leastinclude the foltou.irg provisions in the cortraLt.

Performance Security

2'4 contractsforworksandPlantshall lequiresecurityinananrountsu{ficienttoprotecttheBorrower
in case of breach of contract b), the contractor. This security shatt ue provijeJ iiln .-ppropri"t"amount, as specified by the Borrower in the request for bids/;equest toi proposai. J".r1,""r. rn"amount of the securitv may vary, depencling on tire type of securitv turnisnla aniiiui.trr. .nomagnitude of the works or facirities. NormaIy, thc amount for bank guar.nt"", ,t *ii not exceedten percent l7o%) of the contract price unless the commercial practice for the industryrecommends a different percentage' A portlon ofthis security shattextend sufficient[ bieyond thedate of completion of the works or facilltles to cover the defects llability 

"i 
*.i.i"...'..'p*"0 ,pto finalacceptance by the Borrower,

2'5 ln contracts for the supply of Gootls, the need for performance security depends on the marketconditions and co;'nmerciar practice foi the parflcurar krn<i of Goods, 
'i" pio,"" .g.i"rtnonperformance of tire con-tract, firnrs may be requrred to provrde a secrrity in an Jipripri.t" .noreasonabre amount, specrfled by the Borrower rn the request for brds/request'ioi'propor.t.

document.

2.6 performance socurrties shaI be in an approprrate form, acceptabre to the Bank, as specifled by theBorrower in the request for blds/request for proposals document. Bldders/proposers shall beallowed to submlt a performanco securlty dlrectly lssued by the reputable bank or financial
institution (lnsuranco, bondlng or suroty company), of thelr cholce, located ln any eligible country.
However, lf the performance socurlty ls lssued by a flnancltll lnstltutlon that ls located outside the

World Bank Procurement Regulatlons for IPF Borrowers
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Borrower's cotllltry, if it ir n()l prlfor(QAble, tho llnancial institution shall have a correspondent
financial i stitr(ion locnlpd in thp llorrower,s country to make it enforceable,

Defaults

: - l'lrf rorltlail lncludes provisions such as suspension and termlnation, arldressing con actual
rletaUlts by either party.

Force Majeure

" 
s rhe conditions of contract shall stipulate that {ailure on the part of the parties to pefiofffi theit

obliSations under the contract shall not be considered a default if such failure is the result of an
event offorce maieure as defined in the cond:tions of contract.

Liquidated Damages and Bonus Clauses
?'9 Tinreforcontractconrpletion/deliverypeiiodshall bespecified. provisions for liquidated damagesor sinrilar provisions in an a ppropriate amount sha ll tre iict.,oeo in the conditions of contract rvhen

delays in the delivery of Goods, completion of Woiks, o; tailure of the Goods, Works, and Non-consulting Servicei to meet periornrance requ ireme nts. viou !d result in extra cost or l05s of revenueor other benefits to the Borrower. Provisionmayalsoberiraclefora'bonrtt"l"p.iai"."ntiactors
for completion of works or delivery of Goods aheacl of the times specified in the contract, when anearlier completion or delivery would be of benefit to the Borrower.

Va lue Engineering

2 10 For complex or high-value contracts, provisions may be irrclucier.i that allovr for value engineerin&that is, proposars by the contractor to rerruce costs, increase performance, improve compretiontimes, orcreate other benefitstothe Borrowcr. iheproposal is prepared atthe contraqtor,s cost.and the decision of whether o.' not to adopt rhu proporul rests with th-..Borrovrer. The contractshall specify how any benefits arisirrg fronr the aropoi-"1 shall t e slrarotr u"t*""u tt," pu.tiil.

Contract Change l\4anagement

2 LL The contract gl all clearly inr.licate the procedurcs to address change orders or c.,ntract variations.

Payme nts

2t2 Payment contract provisions shall be in accordarrcc with the international commercial nracticesapplicable to the sp:cific Goods, Wvrks and t,ton,co:tsL linE Scrvices.

2.13 Contracts for Goods provide for fuil payment on the delivery and inspection (if required), of thecontracted Goods, except for c0ntracts invorvrng instalration u.j .o*,nirril.'i"e, ilr"r*r''contracts, a portion of the payment may be niade after the contractor has complied-with aff iSobligations und,-'r tho contiact. Tho Bank normally requlres the ure ot t.tt"o'ollr"i,i," ...r*prompt payment to the contractor. rn n)a.ror contiacts for equipment and prn*ts, pr*-ir"ln"rr
lr(, made for suitablc advances anJ, i, r !onti acts of lo,tt llurarl.rn, ior ilrogrq., pavir*,u, o."ri"g ,L"perktd ol manulacrure or ass:ml,17,
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?.f't ln filipropridtt elsEs tontracts for Wotks shall provlde, for moblllration advanceg, advanees on
rb)TtfactolJs rquipment and material3, reBular progtegs payments, aid rcelafiable relefillan
3ll\oiints to be releas€d upon the contfactot's contpliance with lts obtigationt undel lhe con|j:rct.

1.15 Any edva nce paynlent for mobiliration i:nd similat expenses, made upon stl?iat trc al, cafihea16
Goods, wcrks, afld. No -consulting s€rvices, shall be felated to the egtifiated amount of these
expenses and l)e specified in the request fot bidS/tequest for p-oposals document. Amoufis and
timinB of other advances to be r,rrde,.such es for materials detivered tothe sile for incorporation
in the Goods.or Wor!(s, shall alsb br'specitled. Ihe re{u4st for blds/requagt for proposals
document shdll sFecifv the arranBements for any security required for advance payment;.

Taxes, Duties and Levies

2'76 contracts shall have piovisions on the treatment of taxes, duties and revies, incruding the
responsibilities of the contracting parties.

Price Adjustmetrts
2.1? The contract shail statd either that:

a. contract prices shall be {ixed; or

b the contract price .diustments rvirr be made to refrect any citanges in major cost
components of the contract, such as labor and materials.

2 18 Price adjustment provisions are usually not necelsary in simple contracts involving delivery of
Goods, or conrpletion of works and Non-consurting services within eighteen (1g) ,onthr, brt rr"
includedinconttaci.sthdtextendbeyondeighteen(18) months. co ntricts of sho rter du ra tion (less
than 1'8 nrontlts), may also.inllude similar provisions for price adjustments when local or foreign
in flat io n i3 oxpected to b e h igh. Prices a re a djusteri by using a p plica ble officia I price indices. where
such indices are not available, they may lJe derrved from appropriate docunrerrted sources.

2.7g The formula, the applicable price indices, and the base date for application shall be clearly defined
inthecontract. The contract shall a!-go lq.v_9. appropriate provisions fortreatment of the i*pa.t on
a contract change in laws and regulations in the Borrower,s country, ii after 28 <lays prioi to the
date of Bid/proposal 

.submission, that subsequently affects the contract completion
period/delivery date and/or the conract price.

lncote rms

2.ZO The applicable version of lncoterms shail be used in the contract for Goods.

lnsu rance

2.2L contracts shall lnclude types and termi of lnsurance to be provided by contractors. Normally, an
'all risk'typeofinsurancepolicyshall bespeclfled. For Goods and for sinBle responsibility contricts,
the indemnity payable under transportatlon lnsurance shall be at least 110% (one hundred ten
percent), of the clP price ofthe Goods to be lmported ln the currency ofthe payment or in a freely
convertible currency to enable prompt replacement of lost or damaged Goods,

world Bank Procurement negulrtlons lor IPF Borrowerl



" 
: ) l{ ir llorrower does not wish to cibta in insu ra nce coverage th rough the contract, an d wirher ro makeils own arrallgell)ents or to reserve insulance to national firms or other des'tgnatee! ,owcest itp|ovides evidence satisfactory to the Bank that:

a' resources are readily available for prompt payment, :n a freely convertible curren cy amongthe currencies.of payment of the contract, of the indemnities required to replace lotl otdanraged coods and Works; and

b. risks are adequately covered.

Copyright and patent lndemnity
223 The conditions of contract sha[ lncrude.appropriate provisions on copy rights and patentilrdemnity.

Applicable Law and Settlement of Disputes
2 24 The conditions of co:tr::t for international cofip'etit;ve procurement shal incru.re provisionsdearing with the appricabre raw and the r,.,,;;;,h; ;;,I;i,,J;;;;;;.il:1,1"!r iu,*,,ur*ionurcompetitive procurement contracts are required to include appropriate mechanilms forindependent dispute resorution either, o itp,,t" 

'nuri"ru 
Experts or Dispute Review Boards-2'25 lnternational commercial arbitration in a neutral venue shall also be required unless the nationalregurations and arbitration,procedrlres ur" ...upi"br" to the Bank in terms of equivarence tointernational commercial arbitration una tne venl" i. r.eutral, or the contract has been awardedto a Bid der/proposer/consu rtant fronr the Borrower,s country.

?26 The Bank shall not be nanled albitrator or be asked to name an arbiirator. !t is understood,however' that officials of the li ternational cer;ter icr settiemen[ ,r tnrort,r,"ni i isputes (ICSID)shall remain fre: .o r,arne arl,i_r-ic,,.s in tl,3i, capad;t} as rL:i,_ cf iuials.

Fraud and Corruption
2'27 The Bank requires application of. and cotnplian.e v,i.l,, rhe Anri.corruption Guiderines, incru.dingwithout limitation the 3ank's right to sarrcr:o;r ar,d rirc dunl.., ,;;p;;ii;,-, oij I.',r,.. ,,*nrr" ,o,, details see Annex lV, Frauo and Lo. ruptiorr,

World Bank Procurcment negula ons for lPt !oirc!.,,.€rs
B6
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Cltapter g: Gontract Management

9.1 Contraet Mnrrngornont
9 "1 1 llls prrrposo of Controct Management

The psrpp5p 0f conlracl msnagement is to ensure that lhe cdntracl crelivers the
desirFd .ttcomes as per the lerms and conditions o1. the contract. It atso ensures
that the payments made to the conlractor nlatch rhe performance. lmplemenlalion of
the contracl should be stricfly rnonitorcd and notices issued promp ily whenaner a
breach of provisions occurs. Monitoring shourcl ensure that conrractor adhere to
contract terms, performance expectations are acltieved (sucrr as timery cJeriveries,quali\/ of goods suppried, acJherence to proper procedure for submitting invoices,and so on) and any probrems are identitierJ and resolved in a timery manner. withouta sound monitoring process, there can be no assurance that ,,we get what we payand contract for and pay for oniy for what we get,,.Normally, the following issues arehandled during this phase:

i) Amendments to lhe contract;
ii) Operation of the option clause;
iii) Safeguards for handing over procurino Fnrirv ^.6r^,i^,^,_- .

contractors; 

rvr rrcrrrurlrg over Procuring Entity materials/equipment to

iv) payments to the contractor ancl handling of securities;v) Monitoring of supplier performance;
vi) Delays in performarrce of flre contract;
vii) Breach of contract, rcmediss and termination of oontract;viii) Dispute resolution;

ix) Contract closure upon complotlon;
x) Goods receiving;

/,i) eualitya68uranco;

xii) Acaounlal and paymont of bllls; and
xiii) glaraga anrJ ie ur"rs of lnspoctorl 6oocls.9.1.2 Coets of dalay ln Contrnct Manogomont D,payments and decisions,,;;;;;";':::::::":.'""r4 ronsr Derays

be made within a ,."r,' 
tnn"utt managomorit rr

ionabre flme. An 
",ro.11'uut"o 

by the suppliers should
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fuflctionillg itt suclr rratters is liable to Iead to bidders quoting higher prlces in luluro
bicls' besides delays in supplies and disputes in tho contract.

9.2 Amendment to the Contract
once a contract has been concluded, the terms and conditions thereof should not be
varied' No amendment to the contract should be made that can lead to a vitiation of
the original tender decision or bestow an undue advantage on the contractor.
However, due to various reasons, changes and modifications aro needed in the
contract. Where it becomes necessary/ inescapable, any modification will be carried
out with.the prior approval of .,.r; CA Wjth the Asso.,iated/ integrated Finance's
concurrence.

Requests for such changes ancl n';odifications mosgy etnar.rate front the supplier. Any
amendment to the contract may irave, inter alia, financral/technical/legal implications.
The indenter may be consulted regarding the technical implications. Financial
concurrence should be obtained before issuing any amendment that has financial
implications/repercussions. Further, if considered necessary, legal opinion may also
be sought.

An amendment can concern any of the crauses of the contract but, in supply
contracts, amendments often relate tc the following:

i) lncrease or decrease ir il.: ouantity requirecl, exercise oi quantity option
clause;

ii) Changes in schedule of deliveries ancj tenns oi r.leli; er7;

iii) Changes in insp':ction an i,.'J.'nent,';

iv)Charges in terms oipaynre, s and statt.rtory levies; ancl

v) Change due to any other situation not anticipated.

post contract variaiion carried oirt in the form of an amendment shall be publislred by
the purchaser on the same e-procurement portals/Websites that were used for
publication of the original tender onqulry. No chango ln the price quoted shall be
permitted afLer the purchase o,'Cer has been lssuecl, -.xcept on erccount of price
varialion, ERV anci statutory variatSns'

9.3

9.3.1

Operalion of OPtion Ctattse

Optlon Clause i
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under this clauso, the purchaser.retains ilre right to place orders for *.':ottt^o-*'
quantity up to a specified percentage of the originally contractecl quantity at the same

rate and terms of the contract, during the currency of the contract' This clause and

percentage should be part of the Bid Document and the contract and ideally should

not exceed 25-30%. Approval should be taken from the cA (who originally approved

the tender decision) to exercise the option ciause based on the value of the conlract

with the increased quantity. ln case tlre recalculated value of the contract goes

beyond the cJelegation of povrers of the original cA, approval of the cA for the

enhanced value may be taken.

Normally, for raw materials/consumables of regular and year-on-year recunent

requirements, all tenders of valtre above Rs. 50 (Rupees fifty) lakh should invariably

include this clause. However, the CA may approve the inclusion of such a clause in

lower denomination tenders if such items have a history of frequent disruptions in

continuity of supplies. The clause may be framed along following lines:

"The purchaser reseryds the igttt lo increase/decrease tlrc ordered quantity by up to

[25]percentatanytime,tiilfinatdeliverydate(ortheextendeddeliverydateofthe
contract),bygivingreasonablenoticeeventhoughthequantityorderedinitiallyhas

beensuppliedinfullbeforethe/asfdateotthedetiveryperiod(ortheextended

detivery Period).'

9.3.2 Condltions Governing Operatlon of Option Clause

Additional demands should be available for coverage'and over-provisioning may be

avoided by keeping the officers concerned with provisioning/tender evaluation for the

next cycle of procurement informed. The following points must be kept in mind while

operaling the oPtion clause:

i) ln case of decrease in the ordered quantity, it would be fair to allow the lirm to

supply work-in-progross or goods already put up for inspection;

ii) There should be no declinlng trend ln the price of the stores as evidenced

from the fact that no ordor has since been placed at lower rates and no tender

has been opened since the time otfers have been received at lower rates -
even if not finalised;

iii) lf tho option clause exlsts' durlng proVlsioning of the next cycle and during

tendor evaluatlon ln the next cycle of procurement, application of the option
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clatrso l)ltlst bo posiflvery takon into account. The contract manag,mani
nLtthoritv musl also keep a il ;;:;;"rv uguin.t contract, it other
cottdilions are satisfied, the option clause must be exereised;iv) The option clause is
quanrity bur if rhe 0",,.:iT,,1 lx.ercised 

afier receipt of s0 (fifty) per cenr

furfi,ed, it can be ;]:lr::::ri:::., 
to expire and other conditions are

v) The option clause shall be exercised during the currency of the contract such
that the contractor has reasonable time/notice for executing such an increase
and can be exercised even if the original ordered quantily is completed before
the original last date of delivery. lf not already agreed upon, the delivery
period shal[ be fixed for the additional quantity on the lines of the delivery
period in the original order. This will satisfy the requirement of giving
reasonable notice to the supplier to exercise the option clause;

vi) The quantum of the option clause will be excluded from the value of tenders
for the purpose of determining the level of CA in the original tender;

vii) There should be no option clause in development orders;
viii)This provision can also be exercised in case of pAC/si4gre supprier oEM

cases; and

ix) However, where parallel contracts on multiple suppliers are available, care
should be taken in exercising the option clause, so that the original tender
decision of splitting quaniities and differential pricing is not upset or vitiated.
other things being equar, the supplier rvi$r the lower rate should flrst be
considered for the option quantity.

9.4 Safeguards f or Handing over Procuring Entity
Materials lEquipment to Contractors

For performance of certain coniracts, Procurlng Entlty may have tc loan stores,

drawings, documents, equipment and assets (such as accommodation, identity

cards and gate passes, and so on) to the contractor. ln certain situations, the

conlractor may also be supplied electricity. water, cranes, and weighing facilities orr

paymenlhte bacie. As a measure of transparency, the possibllity of provision of

such resourcee by Procuring Entlty shottlc have been anr,orrnced ln the tender

document or at leasl roquostocl by thc contractor ln tho tondor and written in the
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L-'ol)il'trct' whenever stores or prototypes or sub'assemblies are reguirarl @ be i,ssued

to the firrn/cqnn..*, i", nr'oance in fabrication, titese should be issued againsl an

appropriate bank guarantee. ln adclition to the bank guarant ee, appropriale

insurance may be ,in.o ,ol. if it is considerecl necessary. Before the frnal paymenl or

release of PBG/SD, a certificate may be taken from lhe concerned Department lhat

the contractor has returned all documents, drawings, protective gear' malerial'

equipment, facililies and assets loaned, including all lD cards and gate passes' and

so on, in good condition. Furtlrer, it slrould be certified that payment from the

colltractor has been received for usage of electricity, water, crane, accommodation'

weighing facili[,, ancl so on. Forlowvalue items of less than Rs. 1,00,000 (Rupees

One Lakh), or fci sending spares for repairs to the OEMs, this stipulation of the bank

guarantee may ire waiverj and, if feasible. an indemnity bond may be taken.

9'5 Paymerrts to the Contractor ond Handling of Securities
9.5.'1 lt should be ensured that all payments due to the firm, including release of the

performance security, are made on a priority basis without avoidable delay as per

the tender/contract conditions. Before the payment is made, the invoice should be

cross-checked with the actual receipt of material to ensure that the payment matches

the actual performance.

9.5.2 Proper procedures for safe custody, monitoring and return of bank guarantees

and other instrunrents may be followed. chapter 6 has more details in this regard.
Before making a final paymenl or before releasing flre performance bank guarantee,

a'No claim certiflcate'(Annexure 21) may be insisted upon from the supplier to
prevent future claims. whenever a bank guarantee is released following due
procedure and safeguards, acknowledgement thereof should also be taken from the
contractor.

9.s.3 Deray In payment to the contractors: pubric authorities may put in place a
provision for payment of interest ln case of delayed payment of bills by more than 30
working days after submisslon of bilr by the contractor. where interest is to be paid,
the rate of interest should be the rate of interesr of Generar provident Fund.

ln case of unwarranted discretlonary delays in payments, as prescribed above,
responsibility shail bs fixod on the concernod offlcers,

to monitor crolays ln paymont' and to rdonilfy such ur 
There should have a system

rwarranted delays including an
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online sysletl\ tol ntor.rilorirrg of the bills submittecl by contractors' 
guch systorn shall

lrave llto fircllity for contractors to track the status of'their bills, lt shall be mandalory.

for all corrlractors bills to be entered into the r*t", *,* date of submission and

date of payment,

9.6 Monitoring of Supplier performance
As soon as the order is issued, entry shall be made in the progress of supply order

register (Annexure 17) recording therein tlre name of the supplier, items' rate'

quantity, amount, delivery schedule, and so on. Monitoring should ensure that

suppliers adhere to contract terms, performance expeclatioits are achieved (such as

timely deliveries, quality of goods supplied, and adherence to oroper procedure for

submitting invoices, and so on) and any problems are identified and resolved in a

timely manner. Without a sound monitoring process, there can be no assurance that

the buyer has received what was contracted. A sound systern for monitoring the

performance of the suppliers in a contract would also be useful in selecting a good

supplier in future procurement of ihe same or similar materials. Purchase order-wise

data will be mainiainecj in this register regarding execution. by and performance of

the supplier, The reoister.sharr fornr ilre basis for the Managcment lnformaticn

System report on unexecuted purchase crders beyoi',d schedulle ti' t'ielirreries, repofis

on performance of suppliers, artd so otr.

9.7 Delays in Performance of Contract

9.7.1 Delivery Period

ln case of items such as raw rnatorlal wltlclt ls dollvorod ilrrorrghout the year, a
c)elivery schodule of the montltly rato of supply shottld be specified. lt is usual in
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The period for delivery of the ordered goods anC completion of any allied service(s)

thereof (such as installation and commissioning of the ecluipment, operators' training,

and so on) are to be properly specified in the contract with defirrite dates and these

shall be deemed to be the essence of the contract. The delivery periccl stipulated in

contracts should be specific ant! practical. Vague and ambiguor"rs terms srrch as

1,000/5,000 (one lo live thousand) nuntbers por rncnth, 12tc'16 (twc to sixteon)

weeks from tho c],et-e of rece ipt of ':rder, 'irnrnodiate', ':-x'stoc!<', 'et early as possible,,

'off the shelf','approximatoly'and the llks shoukj bo scrltpulottsly avoiclecl as these
will not be legallY binding'
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'suclr cases that lrere i.s a slight cleviation from such monthly rate of supply. lt should

be clarifled in suoh cases that the variation in ttre perlodic rate of suppty beyond +l'

10 (ten) per cent in ahy celendar nronth; or +/- seven per cent cumulative in any

calenclar quarter; or ','/- five per cent cumulotlve in any calenclar year would be

considered as delay in delivery attracting imposition of LD.

Unless othenvise agreed, the buyer of goods is not bound to accept the delivery
thereof in instalments.

9.7.2 Terms of Delivery

Terms of delivery (FOR, FOB, ClF, and CFR, and so on), inter alia,.determine the
delivery point of the orclererl goods from where the prtrchaser is to receive/collect the
goods. lt also decides the legally imr.ortant issue of when the 'tifles of the goods'
have passed to the pirrchaser. The clelivery period is to be read in conjr-rnction with
the terms of delivery, therefore ille cielivery is taken to have beon made at the time
when goods reach the delivery point as per the derivery terms. chapter 6 has more
details in this regard.

9.7.3 Severable and Entire Delivery Contracts

such contracts, where instarments are not specified or not intended, are known as
entire contracts. ln such cases, even non-delivery of a part quantity can lead to a
breach of contract. However, a variation of five per cent of the contract quantity is
usually exenrpted in the contract conditions. ln the case of an entire contract, even if
providing a delivery schedute, it is not ne.cessary to grant an extension in the derivery
period in the case of deray in intermediate instarnrents, such exterrsion rvourd be
necessary onry in case of a deray beyond the finar date for the conrpretion of the
delivery.

contracts with. crearry raid out instarment deriveries mentioning the exact dates and
where each instarment is pard for separately are known as severabre contracts. rneffect, each of such lnstalments ls a separate independent contract by itself. Inseverable contracts, delay or breach of one instal
instarments, since each instarment rs consrdered 

", u lttnt 
does not affect other

of severabte contracts, extension tn the delvery #::ti::::".#:::::;
instalment seParatelY.
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l-he legal position, however, is not very straightl'orward, since the mere menlion 
.of

nronthly/ quarterly rate of delivery, called delivery schedule, is not sufficient lo make

it a severable contract. However, instalments specifying exact dates' that is' 31 0

(three hundred and ten) numbers by June 20, 2016 would be amounting to a

severable contract.

The delivery cannot be re-fixed to make a contract a 'severable' contract without the

specific agreement of the supplier, if the delivery originally stipulated in the contract

was in the form of an 'errtire' contract.

9.7.4 Extension of Delivery

Suppliers shall be required to adhere to tl,e delivery scheCule specified in the

purchase order and, ii there is delay in supplies,.LD shall be leviecl wherever there is

failure by the party. Extension cf the delivery clate amounis to amendment of the

contract. Such an extension can be only done with the consent of both pari'ies (that

is, the purchaser and supplier). No extensicn of the delivery date is to be granted

suo motu unless the supplier specifically asl<s for it. I iowever, in a fettr cases, it may

be necessary to grant an extension of the delivery perio.i suo rnotu in the irrterest of

the administration. ln such cases, it is legallv necessary to obtain clear acceptance

of the extension letter from tha supplier.

No correspondence should be enter:ed into vrith the su,:plier after expiry of the

contract delivery period or towards the end .of it, wh:ch has the legal effect of

condoning the delay/breach of contract. When it is necessary to obtain certain

information regardirrg past srrppties, it should be made clear that calling for such

information is not intended to keep the contracl alive and ihat it does not vraive the

breach ancl that il is without prejudice to the rights and remedies available to the

purchaser under the terms of ttr.? conlract. 'l'he lsst line of such a cotnmunication

should therefore be "This letler is issued without any r.:reittdice ta ProcuriniT En#lj,,s

rights and remedies under lho tenns and conditions ol lhe subjec! contract and

without any commitmant or ob!igatlon."

lf al any time during the cunbncir of the con(ract, the supplier encounters conclitions

hindering timely delivery of goods, he shall prornptly inform the concerned officer in

writing. He should mention its likely duration and make a request for extension of the
scherjule accordingly. on receivino ths supplier's conrmunication, the procuring
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entity slroll {)xrinlino ilro propos5l (rofer to Annoxuro lB) anrl, on approval lrom lhe

cA, ntay agrte to oxtencl the delivery schecjule, with or wlthoul LD and with or

witltortt the clenial clause (as defined in Para 9.7.8 below), tor complelion ol lhe

contr&ctor's contractual obligations, provided:

i) That'a higher rate in the original tender vras not accepted against other lower

quotations in consideration of the earlier delivery; and

ii) That there is no falling trend in prices for this item as evidenced from the fact

that, in the intervening perlod, neither orclers have been placed at rates lower

than this contract nor any tender been opened where such rates have been

received even thougir the tender is not yet decided. ln cases of certain rcw
material supplies, where prices are linked to the pVC, extension may be
granted even in case of c failing trend in price indices, since the purchaser's
interests,are protected by ure price variarion mechanisrn. However, in such
cases it should be ensured flrat cxtensions are done with the deniar crause.

when it is dccided to extend the derivery period subject to recovery of LD for delay in
supptie.s, contractors rnust be given a warning to this effect in writing at the time.of '

granting extensions. I( is not correct to grant axtensions without any mention of the
LD if it is proposed to recover such charges eventualry. rt is arso not correct to grant.
an extension of the delivery period by merely stating that the extension is granted
"without prejudice to the rights of the purchaser uncler the terms and conditions of
the contract" as this would mean that all the options given in the conditions of the
contract would be available to the purchaser on expiry of the extended delivery
period and would not amount to exercise of the option to recover LD. To take care of
complex legalities brought out above, extension of the delivery period when granted
should only bo done in writing in.the laid down format given in Annexure 1g.

organsations may put in place a graded authorily structure whereby extension of
time for completion of contract, beyond o specified threshold value of contract, may
be granted by the next higher authority.

9.7.5 Delay ln Supplles for whlch Suppller ls not Responslble

Normally, in the following circumstances, the contraitual delivery period needs to be
re-fixed to take caro of the rost perrod, without imposing any penalty to the supprier:
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i) oasas n,hele lho nrnnrrfncluro of stores i$ cleponclont on llia approval ol lho

Qdvelloo sanrple ancl clolay occurs in approving the samplo though suhmittod

by the supplier in lime;

ii) Where extension in lhe clelivery peliod is granted on account of soms

onrission on the part of the purchaser which affects the due perlormance ol

the contract by the supplier: and

iii) Cases where the purchaser controls tho entire production'

9.7.6 Perfornrance Notice

A situation may arise where the supply/services has not been completed within the

stipulated period due to negligence/fault of the qupplier; however, the supplier has

not made any request for extension of the delivery period but the contracted

goods/services are still required by the purchaser ancl the purchaser 6o"3 116f vrant

to cancel the contract at that stage. ln such a uase, a performance notice (also

known as notice-cum-extension letter) may be issued to the supplier by suitably

extending the delivery date ancl by imposilrg LD rvith denial clauses, and so on'

along identical lines as in para 0,7.4 abcve. The supplie/s acceptance of the

performance notice and further action thereof should also be processed in the same

manner as mentioned above. The text of the performancc nctice raiill be on similar

lines to the Annexure 19.

9.7.7 Force Majeure Clattse

A Force Majeure (FM) means exh'aordinary events or circumstance beyond human

control such as an event Cescrilled ds all aut c'f God (like a natLira! c:alamity) or

events such as a war, strike, riots, ciirnes (but not inoluding negligerrce or wron0-

doing, predictable/seasonal rain arrd any other evcnts spccifically ericluded in the

clause). An FIVI clause in the contract frees both l,arties from contractual liability or

obligation when prevented by sLtch evenls from fulfilling their obligations under the

conlracl. An FM clause does not oxcuse a party's non-performance entirely, but only

suspends i!for the duration of the FM. Tho flrm has to grivo notice cf Fl,,l as soon as it

occurs and it cannot be claimod ox'posl faclo' ilroro ntly be a Flvl situation affecting

the purchasa or5lanisal.ion 6nly. ln such a sltrtatlon. the purchaso organisation is to

communicalo wilh the suppller alonS sl:nllar llnos as aho,e for frrrti:er. necesserr,

.ar:lion. lf tho porfornranco in vrholo oi in pad cr a;i obligalion rin,ler this contract is
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provctltod or clolayod by any roosoil of FM for a porlod oxcsocling 90 (ninety) days,

(,'ithor party may at its option terrninate the contract without any financial

ropercusslon orr ei ror side.

Notwithstanding the punilive provisionc contained in the contract for clelay or breach
of contract, the supplier would not be liable for imposition of any such sanction so
long as the delay aircj/or failure of the supplier in fulfilling its obligations under the
contract is tlre result of an event covered in the FM clause.

9.7.8 Denlal Clause
Since delay in dellvery is a default by flre seller, the buyer shouid protect himself
against extra experrditure during the extehded period by stipulating a denial clause
(over and above levy of LD) in the retter informing the supprier of extensio,.of the
delivery period. tn the deniar crause, any increase in statutory iluties and/or upward
rise in prices due to the pVC crause and/or anv a.dverse fluctuation in foreign
exchange are to be borne by tlre seller cluring the extended delA/ery period, while the
purchaser reserves his right to get any benefit of a downward revisions in statutory
duties, PVC ancr foreign exchango rate. Thus, pvc, other variations and foreign

'excirange crauses operate only during the originat derivery period. The format of the
denial clause is available in Annexurel g.

9.7.9 LiquidatedDamages

compensation of ross on account of rate derivery (actuaily incurred as wefl as
notionai) where loss is pre-estlmated and mutually agreed to is termed as LD. Law
allows recovery of pre-estimated. Ioss provided such a term is incruded in the
contract and there is no need to establish actual ross crue to late supply [MailaBaux
Vs. Uol (1970)1.

9.7.10 Quantum of LD

whire granting extension of tho delvery perrod, where the delivery of stores or any
instalment thereof is accepted after oxplry of the original delivery period, the cA may
recover from the contractor, as agreed, the LD a sum equivalent to 0.5 (half) per cent
of the prlces of any porflon of stores delivered late, for each weok or part thereot of
dolay. Tho total damagos sl:rall not exceod 1.0 (ton) per cent of the value of delayed
goods, Tho LD cannot oxcood tho smount silpulated ln ilre contract [Nc sanyal Vs.
Calcutta Stock Exchango (1971)1.
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Itr cotrtracls governed by any type of variation (PVc, ERV or statutory variations)'

LDs (if a percentage of the price) will be applicable on the price as varied by the

operation of the PVC. LDs accrue only in case of delayed supplies' where or in so

far as no suppties have been made under a contract, upon cancellation' recovery of

only the loss occasioned thereby can be made, notwithstandin g the lact that prior to

the cancellation one or more eitensions of the delivery period with reservation of the

right to LD are granted.

Government establishments/Departr.nents, as dlstinct from PSUs, that execute

contract work should not be dealt with as ordinary cor,tacto;s and not gen'erelly be

penalised for late delivery and clairns for loss on risk-purchase shoLrld not be

enforced against them. Serious cases of defaults shoLrld, hor,vever, be brought to the

notice of the HOD or the Government Department concerned.

Relaxations allowed to Government establishments/Departments, as aborre, will not

apply to PSUs as a matter of course. Each oase should be decided on merits and

the decision to waive the recovery of LDs or risk purchase expenditure should be

taken on merit.

ln the case of developmenuindigenisation contracts. LDs are not levierj. llowever,
the nature of such contracts shoul(l be declared at tl,e time of nlacing them.

ln case of entire (rro,r-severab, c+) io, rtiac:g, e'Jei'r ,.!h.-,,€ iteggered deliverier; lrave
been indicated, ,l rnay happer, ti.at supplies arc riot r.eceived accordirrg tc the
delivery schedule. ln such cases, kebping in mind the fact that the deliveries
indicated under the contract are non-severable, no question ol LDs or enforcement
of risk purchase wourd arise so long; as there lras been no deray in the completion of
supplies with reference tc the total delivery period.

9.7.11Waiver ol LD

There shourd normally be no systorn of waiver of l-r)s for derayeci sLrpplies in sLrppry
conlracts and it may be slrictly bo en exceptien rqtlier. lhe;r o ruls. l,-or an extension
of the deliverv date wiih weiver'oi Lt), epproval .l rrre, cA .,r,th ccnsultation cf
associaled Finance may be taken antl Justiflcailons tecorde.i.

g,T.lZHandllng Dellverlos af(or the Explry of Dellvery perlocl
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As per lew, il stores are accepted after expiry of the delivery date of a gailiculat

instalment without.extension in delivery period having being given, cluly reserving our

rights to levy LD, it amounts to voluntary abrogation of our legal riglrts under the

contract to claim LDs or other remedies.

lf tl're contractor makes supplies locally after tlre expiry of delivery period, lhe

supplies may be provisionally retained under a franking clause reserving rights and

the contractor may be asked to obtain an extension of the delivery period from an

authorised officer with or without any LD/denial clause.

"Please note that materials have been supplied after the expiry of contracted delivery

date and its provisional retention does not acquiesce or condone the late delivery

and does not intend or amount to an extensibn of the delivery period or keeping the

contract alive. '/ou may apply for an extension of delivery date from the procuring

entity. The goods are being retained ivithout prejudice to the rights of the

Government of lndia under the terms and conditions of the contract."

As regards supplies coming from outslde contractors, if the contractor dispatches the

stores after expiry of the delivery period, the consignee should, after the receipt of

the railway receipt or lorry receipt or goods consignment note or airway bill, send an

intimation to the contractor stating that the action taken by him in dispatching the

goods after expiry of delivery date is at his oyrn risk and responsibility, and that the.

consignee is not liable for any demurrage, wharfage and deterioration of goods at

the destination station and, in his own interest, the contractor should get an

extension of the delivery period from the purchosers. A copy of the communication

sent to the contractor should also be sent to the purchaser.

ln case of inlports, the contractor must not dispatch the consignment after expiry of

the delivery period without taking prior extenslon of the delivery period. ln any case,

the terms of LC should be such that if there are dispatches beyond the delivery

period, payment should bo denled wlthout levy of full LD and without formal

extension of the delivery perlod by the purchasirr.

9.8 Breach of Contract, Remedies and Termlnation

ln case the contractor is unable to honour lmportant stipulations of the contract, or

givos notlco of hls intentlon of not honouring or his inabllity to honour such a
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stipulation, I breach of conrract is said to have occurred. Mostly, such breaches
occur ill relation to the performance of the contract in terms of inability to supply the

required quantily or quality. lt could also be due to breach of ethical standard$ or any
other stipulation that affects procuring Entity seriously.
The purchaser or its authorised representative is not to.enter into correspondence
after expiry of the delivery date stipulated in the contract because such a
correspondence will keep lhe contract alive and would amount to abrogation of the
purchaser's right and remedies for delays by the contractor. This situation will not
allow the purchaser to cancel lhe conlract straight away without first serving a
performance notice to the supplier. However, even after expiry of the delivery period
of the contract, the purchaser may obtain information regarding past supplies, and so
on, from the supplier, simultaneously making it clear to the supplier that calling of
such information is not intended to keep the contract valici and it does not amount to
waiving the breach and that it is without prejudice to the rights and remedies
available to the purchaser under the terms of the contract. A rnoder communication
which may be issued by the purcr,aser to ascerrairr the sr,pply position after exoiry of
the delivery period is given at Annexure 20. As s.on as a breaclr of contract is
noticed, a show cause notice shourd be issueu to the contractor reserving the right tcr
implement contractual remedies. If there is an unsatisfactory resolution, remediar
action may be taken imnrediately, Tlte CA may terminate a contr.act in the follolving
cases.

9.8.1 Cancellation of Contract for Default

without prejudice to any other rernedy for breactr of contract, such as removar from
the list of registered supprier, by rvritten nolice of clefault sent to the supprier, the
conlracl may be terrninated in wlrole or in nart:

i) rf the supprier fairs to delive. any or a, oi ihe stores within tire time perioc(s)
specified in tho contract, or any extension thercof grarrted; and

ii) rf the supprier fails to perform any otirer ohriglatiorr uncrer_flre contract within
the period specrfiod in tho contract oi. any oxtonsron ilrereof 0ianted;

iii) lf lha contract is terminated ln whole cr ln part, recourse may be taken to any
one or moro of the following actions:

a) Forfeilure of the performance sacurlty;
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Before cancerring the contract and taking further action, it may be desrrabre to obrainlegal advice.

9.8.2 Terminatton of Contract for lnsolvency
lf t.e supplier becomes bankrupt or becomes otherwise insorvent or undergoesliquidation or roses substantiaily the technicar or financiar capabirity (based on whichhe was serecteci for award of contract), at any time, the contract may be terminated,by givirrg a written notice to the supprier, without compensation to the supprier,provided that such terminatio;r rwi, not prejudice or affect any r:ight of action orremedy which has accrued or will accrue thereafter to procuring Entity.

9.8.3 Termirration of Conlract for Convenience
After pracement of the contract, there may be an unforeseen situation comperingProcuring Entity to cancel the contract. ln such a case, a suitable notice has to besent to the supplier for canceration of the contract, in whore or in part, for its(Procuring Entity's) convenience, inter aria, indicating the date with effect from whichthe termination wi, to become effective. This is not procuring Entity,s regar right_ thecontractor has to be persuacred to acquiesce. Depencring on ,re merits of the case,the supprier may have to be suitabry compensated on mutuary agreed terms forterminatirrg the contract. suitabre provisions to this effect shourd be to beincorporatecr In tho tender cJocument as we, as in the resurtant contract.

Manual for procurcnre nt of Goocjs

l)) Upon suclr lerms onrj ln such manner as it deems appropriate, goods
si.nllat lo llrose trrrrlorrvoreirl may bo procurecl ancl rhe supprier shaI be
liablo for all a'rairabre actions agornst hlm rn torms of the contract
(popularly called risk purchase); and

c) llowever, thc supplier shall continue to fulfil tho contracl to the extent
not terminated-

9.9 Dispute Resolution
Normally, thsro shoutd not. be any scope for dispute between the purchaser andsupplier after entering lnto a mutually agreed valid contract. However, due to variousunforeseen reasons' probrems may arrse during the progress of the contract readingto a disagreement between the purchaser and supplier. Therefore, the conditionsgoverning the contract shourd contarn suitabre provisions for setrement of such
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disputss or (llffemllcos tllrrriirrp (n bolh pflrllo$. 'l'lro nroclo of sottlement of such

orbitrallon. l-lowovor' whon atiisputo,s/diiftlmrrces shoulcl bo through
tJisl:uto/tlilferunce arises, both the purchaser and
irnticobly try nrutual discussion, mediation, and
tesolve the dispute within 2.t (twenty_one) days,
the case, either the purchaser or supplier should
intention to commence arbltralion. When the cont

suppller should flrsl try to rosolvo it

conciliationTo' lf the partios fail to

then, dePending on the Position of

give notice to the other party of its

ract ls with a domestic supplier' the

applicable arbitration procedure shall bc as per the lndian Arbitration and

conciliation Act, 1996 [Amended 201500ancl 2021t)1]. While processing a case for
dispute resolution/litigationiarbitration, the procuring entity is to take legal advice, at

appropriate.stages.

9.9.1 Arbitration CIause
lf an amicable settlement is not forthccming, recourse nlay be taken to the
settlement of disputes through arbitration as Der the Arbitration and Conclliation Act
1996. For this purpose, when the contract is with a domesric sLrpplier, a standard
arbitration clause may be incrudeci in the sBD indicatin0 the arbitr.ation procedLrre to
be followed. The venue of arbitration shourd be the prace fronr where the contiact
has been lssuecl.

rbi tio a dd s te snlrrtion

i)

)ll

During operation of the contracts, issues and disputes arising due to lack of
crarity in the contract become the root ca,se of ritigation. Litigation has adverse
implications on the timelines an,l overall uosi sf the
arbitration/liiigation, rhc parties may opt fcr n rr rat :::::fft::;:::i::j;
Conciliation for the resolutiorr .rf disptrtes.

Arbitration /court awards rihourd be criticarv shourd be criticary reviewerr. lncases where there is a dscision against ,.governntet

(psE), the deiision to appeai shouid not be taken .'rt 
/ public sector elrterprise

when the case genuinerv merits qoirrs for tne appear iiT:::;:Tl;l :^:.,"JI
of winning in the couru higher court. There is a percepilon thrt sUch *0""* 

","

TeAs notified under para 16 oF OM No,f,1./1/202 t'PP0 lssuerl by Dep:
bo htrps://lawmin.gov.ln/slteslrlefaultTft,es.l'i-blrlatlonanrl:..rl*i,rl .trli'tt 

of Expeilcl!iure daled 29.10.10?1
bt httpst/ / egazette.nic.lt lWrltr:lleadD ata/'t] t- r I 2i5832,ldf
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aro sonretin)es resorled to postpone the problom and dolor personal

accountalrility. casual appealing in arbitration / court cases has resultecl in
payment of heavy damages / compensation i additional interest cost, thereby
causing more harm to the exchequer, in addiilon to larnishing the image of the
Government.

Tl'le organisation shoutd monitor the success rate of appearing against arbitration
awards' Thei'e shourd be a crear deregation to empower officiars ro accept
arbitration / court orders. A speciar board / committee may be set up to review the
case before an appear is fired against an or.rer. Arbitration /court awards shourd
not be routinery appeared rvithout duc apprication of mind on a[ facts and
circumstances including realistic probability of success. The board / committee or
otlter authoriiy deciding on the matter shall clarify that it has considered both
legal nierits and the praeticar chances of success and after considering the cost
of' arrd rising through, riligation / appear / further ritigation as flre case may be, it
is satisfied that such ritigation / appeal / fdrther rit@ation cost is rikery to be
financially beneficial comparecl to accepting thc arbitration / court award.
statistics have shown that in cases where the arbitration award is chalrenged, a
large major:ity of cases are decided in favour of the contractor. rn such cases, the
amount becomes payabre with the interest, at a rate which is often far higher thant'e government's cost of funds. This resurts in huge flnanciar rosses to the
government. Hence, in aggregate, it is in pubric interest to take the risk of paying
a substantiar part of the award amount subject to the resurt of the ritigation, even
if in some rare cases of insorvency etc. recovery of the amount in case of
success may become difficurt. rnstructions have been issued in this matter in the
pasl, but have not been fully complieri with.
The only circumstances in which such payment need not be made is where the
contractor decrines, or is unabre, to provide the requisite bank guarantee andior
fails to open a escrow account as required. persons responsibre for not adhering
to are liable to be herd personafly accountabre for the additionar interest arising,
in the event of the finat court orcler going against the procuring entitys2,

'2 As notrfrcd unrler rJrra 16.1 to 16,5 0f oM No.F.1/1/2021-ppD rssued by Departnrent of Expenditure dated
?-9 ,10 ).O?.1.

)

v)
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9.9.2 Foroign Arbltrailon ,zl
The Arbitration and conciliation Act 1gg6 has prcivisions for international commercti

arbitration, which shall ue appticaure if one of the parties has its central management

and control in any foreign country,

When the contract is with a foreign supplier, the supplier has the option to choose

either the lndian Arbitration and conclllation Act, 1996 0r arbitration in acaordance

with the provisions of the United Nations commlssion on lnternational rrade Law

(UNCITRAL) arbitration rules.

The arbitration clause with foreign firms should be in the form of seilcontained

agreements. This is true especially for large value conh'acts or those for costly plant

and machinery. The venue of arbitration should be in accordance with UNCITRAL or

arbihation rules of lnclia, whereby it may be in lndia or in any neutral country'

9.9.3 ArbitrationAwards

i) ln cases where the Ministry/ Department has challenged an arbitral award and,

as a result, the amount of the arbikal award has not been paid,75% of lhe

arbitral award (which may include interest up to date of the award) shell be paid

by the Ministry/ Department to the contracLor./ ccncessionaile against a Bank

Guarantec (BG). 'flre BG shall only be for the said 7596 of the arbikal aurard as

above and not for the intercst tvlrich nray become payanie tn the lr4:nistiy/

Departme,rt shoukj the sLbse(luent cr-.,urt order . :quir e ref.:nd of ti.e said atnount.

li) The payment may be made inlo a designated Esu;ovr Acco,lnt vrith tne vtipulaiion

that the proceeds will be used first, for payment of lsndors' dues, second, for
completion of the project and thcn fer com/etion of other projects of the sarne

Ministry/ Department as mutually agreed/ decided. Any balance remaining in the

escrow account subsequent to settlement of lenders' dues and completion of
projects of the t'/inistry/ Department rnay be allowed to be used by the conhactor/

concessionaire with the prior approval uf the lead t:anker and the Ministry/

Department. If otherwise eligiLlle and subjeci to contlactual provisions, retenticn

money ancl olher amounts withheld may also be reieased against BG.ls3

g3New 
rule 227 of 6F& 2ot7 noltied vlde oM lJo, t./1/9/202r-PPo Lsued b/ Dcpar tn.nt rf Expenditurs date., 29.10 ?021,
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9.10 Closuro of Contract
while nraking tho final payment to the contractor and before releasing the pBG, it
should be ensured that there is nothing outstanding from the contractor, because it
would be difllcult to retrieve such amounts after releasing the bank guaranleellinal
paynrent. Before the bank guarantee ls released a ,,no claim certificate, may be
taken from the contractor as per the format given in Annexure 21. At least in large
contracts [above Rs. 2s(Rupees twenty-five)lakh], it should tre ensured that before
the rerease of the bank guarantee (finar payment, if there is no bank guarantee), the
folowing reconciriations shourd be done across Departments involved in the
execution of the contract:

9.10.1 Materials Reconciliation
The stores and/or the indenter shourd confirm that alr materiars ordered in the
contract and paid for have been received in goocl condition and rhere is no shortfafl.
Full reconciriation of arr raw material, part, assembry provided to rhe contractor
should be done including wastages ancl return of scrap/off_cuts.

9.10.2 Reconciliation with the User Department
Besides materiar reconciriation, the user D.epartment shourd certify in writing that the
following activities (wherever appricabre) have been compreted by the contractor, to
the Department's satisfaction,. as per the contract:

i) Achievement of perfor:mance standards of materiar/equipment suppried;
ii) lnstallation andcommissioning;

iii) Support service during the warranty period which has ended on _;
iv) Training of operators/maintenance staff;

v) Return of a, rD cards, gate passes, documents, drawings, protective gear,
material, equipment, facjlities and assets loaned to contractor; and

vi) support duiing annual malntenance contract (if it was part of the contract)
which has endod on

9.1 0.3 P ayment Reconciliatlon

The indenting/materials management Departments may reconcile payments made to
the contractor to ensure that there ls no llablllty outstanding against the contractor on
account of:
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i) LD;

ii) Price reduction enforced on

material/equipment;

account of shortfall in perlormance of

iii) Variations/deviations from the scope of the conlracll

iv) Overpayrnents/dupllcate payrnents, if any;

v) Services availed from Procuring Entity and vacalion lhereot such as

accommodation, electricity, water, security' transport' "'nss 
3nd other

machinery, and so on,

vi) Demurrage, insurance premiums or claims' customs duties' and so on;

vii) Material reconciliation;

viii)Price and exchange rate variations;

ix) Statutory duties paid on behalf of the corrtractor by Procuring Entity; and

x) lnspection charges or loss of material in testing'

on satisfactory reconciliation and aga|nst a,no claim certificate,, from the contractor,

the bank guarantee may be released and its acknowledgement taken frorn the

contractor.

oncompletionofa|lactivitiesagainstacorrtract,lhepurchasefilesllouldbe
preservedforaperiodoffiveyearsintherecordrr.lomandthendestroye"dafter

expiryoftheapplicablemandatoryretelrtionperiodwiththeapprovaloftheCA.

However, procurirlg Entity, at its discretioni nray retain important reco:'ds for future

re'ference.

9.11 Goocls Receiving

9.11.1 TransPortation of Goods

Where crilical equipment of higl, value ls involved' sultable special instructions shall

be conveyed to the supplier about the nlode of transport, loading, avoiclance of

transhipment and, if necessary, provlslcn of escorts' ln case of chemicals, powdery
-naterials,liquid 

materials, and eo on, partles rnay be adviseC on proper pack'aging to

a,Void spilla,geen roule, so as to avold pollutlorr orohlerns and alsr'r to conlotrr to the

,O-riOOr-rtandard,In 
case transpor[ ls arrangeci [:y Procuring Entitv, stritable

'if,Jt 
rlctan" may baincorporatocl In tho kensportution contract accordingly'

Wherovsr tho items mako a l"trll truck load' the sttppllers should be advised to

'o:i":;;;; r,,;itomc tn a ful rruck cltrocr to rhe conslsneo orr a door delivery basis ro

the sito. ln such cacoa, Prootlllng lrntlty shall advl$o tho suppllor to send a
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colrsil]r'roe r.npv ol lhe lorry receipt to the consrgnee along wiilr (ho consignmenr and
the (.onsisrrlnlcnt shall be booked to procuring Entity and not ,,sell,, The supptier shall
be specifically asketl t.o dispatch the consignments to the designated consignee. Ail
dlspatch tJocuments' that is, railway/lorry receipt, goods consignment nore, airway
bill, invoices, packing list, freight memos, test certificate, and so on, shall be sent to
the Associated/ integrated Finance which wil arrangc to make the payment. rf the
payment is to be made through the bank, all original documents are lo be sent
through the designated bank.

9'1'1 '2 Distribution of Dispatch Documents for crearance/Recelpt of Goods
The supplier siia, send a, the rercvant dispatch documents we, in time to the
purchaser to enable the purchaser to clear or receive (as the case may be) the
goods in torms of the contract. Necessary instructions for this pui.pose are to be
iricorporated in the conlract' within 24 (twenty-four) hours of dispatch, the supprier
shall notify the purchaser or consignee (others concerned), the cornprete details ofdispatch and arso suppry the fororving documents by registered posu speed post/air
mail/courier (or as instructed ir) tile contract).

The supprier shourd submit five copies of his invoice. The invoices must be pre,
stamped and sha, indicate the detairs of the rorry receipt or rairway receipt number,
as the case may be, and arso the detairs of the packing rist and items dispatched.
The invoice must also indicaie the purchase order number and date, unit rate and
net totar price; the packing rist shail incrude the totar weight of the consignment anditems dispatched' A, docun)ents are to be duly signed by the supplier,s
representative. Bank charges towards processing of tho birs for payment sha, be as
per terms and conditions of the purchase order.

9.11.3 Receipt of Consignmant

At the time of the derivery at the stores, rhe storekeeper shourd receive the goods ona "subject to inspectron" basrs and shourd rssue the preriminary .u.",oi unu.^-"preriminary inspection as an acknowredgement of having received the craimecr
quantity (not tho quality) of consignment.

i) Prollmlnary lnBpocflon on Rocolpt
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on opettlng the packages (if applicable), the storekeepet should initiate

preliminary inspecrion 
"r; ;;, receiied,This should include checks for

any obvious damage in transit and other physical or visual checks specific to

the functional characteristics of the product. The quantity of the goods

received should also be verified at this stage against the purchase order and

the supplier's invoice. when goods are supplied in boxes' bundles or coils as

- in the case of tools, ,or", .Jnurr, barbed wire, and so on, each ol which is

required to contain a specified quantity, a reasonablte number of such

, packages should be opened up and checked for quantity per package ' fhe

quantity received should also be mentioned In the prelimin ary receipt lo be

given to the supplier. Any discrepancies in packages or quantity should be

mentioned therein.

ii) Detailed Inspection on Recelpt

Before accepting the ordere<I goods, the Storekeeper must qnsure that the

goods have been manufectured as per thc reolrireil specifications and are

capable of performir,g'the furrctions as specified in the contract. -l-o achieve

this, the tender document and the subsetluent contr-act shor.rld include

references to standards or specifications that saecify lhe details of inspection
and tests to be carried out end staoes and nLannei of carrying out these tests.

The required inspections and tests should be carrie<l out by technically qualifled and
competent .personnel. lf the procurement agency cioes not have such qualified
personnel, it may engage competent professionals from other Departrnents or even
outside agencies.

9.1 2 Quality ...ssurance antl lnspection

ln the context of procurement o[ goods, the Qualily Assurence (eA) prccess is
needed to provide adequate confidence that a pr( cured p'oduct vrill satisfy the laicj
down standards of quality and serve the purposo tbi which it is being procurecl. eA
consists of three comPonents:

i) Defining quallty standards:

ii) Planning assurance of qtiality; and

iii) Measurement of qualitY'

rhe deecription and TS doflne the oualilv standards expectecJ from the l>roduct.
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l)lnr)nil)p for tiA is dolle t)y way ol speclfylng tho qualificatlons crileria lor the

strpt:)lloN to ensrro lhol lhey (to have lhe techntcal, lnfraslfueluf' and linancial
onpobilities to meot the required quality standarc.is. Specificailons also lay clown
qttolity control requirenrents to irrdicate parameters, target values, tolerances and
method of measurement of various parameters that constitute the standareJs of
quality' This also invorves raying clown the type of inspection, agency for inspection.

Measurement of quality is d,rne though a serreme of inspections at rhe contract
management stage and laylng down lhe actual process of inspection.

9.1 2.1 Inspections _ Measurlng euatity Standards
The stages and modes of inspection may vary depending on the nature of the goods,
total value of the contract, rocation of the supprier, rocation of the user, and so on.Depending on the naturo of goorls being procured, usually, the following types ofinspsction may be adopted:

9.12.2 types of Insfection

i) Pre.dispatchlnspection

A pre-dispatch inspection may be conducted e
the procluction proces. (wirich is known.as.rrr:T[:i:1;::::t ::ffiJof the finished producls, but before dispatch of tn. gooo. from the supprier,spremises' stage inspection may be used for highry technicar goo<Js whosequality of the manufacturing process is likery to have considerabre effect onthe final quality and durability of the goods. Even after pre_dispatchinspections' these materiars shourd be inspected again on receipt, as a matterof abundant precaution.

rnspection of the materiars before drspatch sha, be carried out by theinspection agoncy nomrnated in the contracr or by rts representative at thepremises of the suppror rn accorcrance with the in.p""ron procedure raiddown and incorporatod In tho purchase order.
The testing charges for sampros shourd be borne by the supprier and thisshourd be mado crear at the enqurry stage itsett to avoid craims at a laterdatolor B'foct on hrs pos*on rn compararvo statument of ofters. Any speciarlool.ln67 lnvolvlng flnanclal ln
orrrr:r ancr euch coer ,,,.,,r,,[|f [::;Tll:il::f*prior 

ro prqcemenr or the
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f tr case of offshoro supplies, the inspection clause shall be incorporaled ln the

purcltase order wherever required:

a) Procuring Entity may depute its representative or a lhird parly

inspection agency to the supplier's manufacturing premises lo carry

ouUwitness inspection and testing, performance testing at its discretion;

b) Alternatively, Procuring Entity shall relain an option to waive the above

and accept the material based on the supplier's inlernal test report,

guarantee and fitment certificate. ln this regard, the written approval of
the HOD of the lndenting Department shoulrj be obtained recording the
reasons for it; and

c) Whenever the insoection is carriecl oLt aL the supplier's rnanufacturing
premises, an inspectioir on ,-eceipt clf gcoJs st procuring Entity shall
also [:e carried out by an officer of the lndenting Deparlrnent or a thircj
party inspection agency, as the case may be, on receipt of the goods.

d) lt has been brought to the notice of Department of Expenditure that in
the contracts signed with suppriers by some of the Ministries/
Departments have clauses of pre-inspection at the fir.rn,s prenrises,
lrrhere there is a provision that the suppliers or the vendors _, , ,., i""the traver. sta1" hospitaritlr anrl 0ther expenses of the Inspecting
officials. This is nr)t ir, keef,irr! v;iti: neeo to safeguarrJ the
independence of tit,, irrspectin! teams. .elch provisiorrs wirr cr:nt:"acts
need to be discouraged. so that lnspeclicris

Necessary steps,-nay be take:i tr: stric'y 
"r",r1lJ'"r:;1il:'ffi"1contracts with suppliers/ vendors .

ll ) lnspection of Goode on Reccipt at ConslgneelUser,s Sito

post_delivery inspection is carried out on receipt of goocls befor.e accepting
them. This should bo typically done for goods that an

and areBls marked. All fina! goocrs that moy t,o,t:rucre 
avallable ofr-the-shelf

on delivery (exctuding machln.qry tnstallaticns, .rr "J""Il']ff;, 
ffi:l

tA Notified vlde AM llo,f .17b312017'l'PD lssu3d by l)epart'ncn( df Expen.rlture datrcl 2rl. 10. 2017
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cletailer:l inspeotiot'l ol tllo lllnntllR ctr:ring procoos is not required and only a

phy516*; lttspectiott regnrcling tlteir physlcal charactsrlstics is required' may be

irrspoclcrl using this method. On recelpt of goocls at storos' lhe storekeeper

shoulcl immediately notiiT the officer nominated for inspoclion, raquesting to

schedule an inspection. The inspecting offlcer should then fix a dale lor

inspection.

Ihe consignee has the right to reject the goods on receipt during the final

inspection on delivery everr llrough the goods have already been inspected

and cleared at the pre-dispatch stage by Procuring Entity's inspector.

However, such rejection should be strictly withln the contractual terms and

conditions and no new condition shoulcl be adopted while rejecting the goods

during fl nal inspeclion.

Goods accepted by the purchaser at the initial and final inspections, in terms

of the contract, shall in no way dilute the purchaser's right to reject them later,

if found deficient in terms of the warranty ctause of the contract.

ln case of rejection of goods at this stage, the material rejection
advice/rejection memo should be issued. ln case of pre-inspected goods, a
joint inspection of the rejected lot of goocls should be held with the pre-

inspecting agency and firm. ln case of failure of the firm to associate with a
joint inspection, it shouid be held with the pre-inspecting agency.

ln case of rejection of the pre-inspected supply of goods at the consignee

end, the malerial rejection advice/rejection memo should be sent to all
concerned, which is, thg firm, purchaser, pre-inspecting agency, paying

authority, associate bill paying authority, and so on, without fail. The
concerned paying authority as per the contract and associate bill paying

authority should note the rejection advice details in its recovery register for
. effecting recovery of payments made, as the case may be. ln case of
replacement supply agalnst the reJected lot of goods, the process should
remain exactly the same in terms of sequence of pre-inspection/inspection as
Iaid down in the contract, prior to acceptance by the conslgnee. ln case of
acceptanco 0f the replacement supply/rejected supply after rectificalion, the
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iii)

Cha pter 9: Controct Mrnngonrorrt

eal'licr issuo(i ntntorigl rojoclion advico/ rojection

ttndor odvico to nll concerned.

Manufacturer,s euality self.ce rtif lcatio n

ngmo should be wilhilawn

Reputed manufacturers could be relied upon with respect lo certain Ooodl 
,lor

quality produc,r. ;;; may not be subjected to physical inspection *o 
:l'

materials may be ....;; ,r* *r'firm's iluality selt-cedificalion' The

physical inspection clause stipulating the inspecti on aulhorily and inspecting

officer in such cases shoLrld not be included in the conlracts entered into'

. Waiver of pre-dispatrir inspection arrd acceptanc e of mat'erials under the

firm's quality.self-certification may be considered where;

a) The user Departments indicate, in their indent, that physical inspection is not

necessary and that the materials can be accepted on the firm's quality self-

certification;

b) The user Department requests for a waiver of lnspection to meet urgent

requirement and where the firm is agreeable to 100 (hundred) per cent

payment against the consignee's receipt and acceptance. In such cases, the

user Departments themselves shr,uld be responsible for ensunng the quality

of goods supplied;

c) ln case of goods to tre irnported fron r abroaJ, pr'e-dispatch inspection of

goods at the supplier's premises in'olves oonsiderable expenditure to the

purchaser. ln such a situation. the nurchaser rnay substitute pre-dispatch

inspection by its own inspectot'with maDirfauturer's ir,-house inspection report

and warranly. However, before adopling this procedure, the nature and cost

of the goods ordered, the reputatlon of lhe strpplier, and so on, should also be

kept in view and appropriale declsion taken. For chocking the reputation and

background of the suppllor, lhe ptlrchase organisation may also request the

lndian ombassy located in tltat counlry fcr a report o,r the technir;al and

financial competencc rf the fin'" Flrthe" trustrvortl'y r"b!:*aticns stlch as

Thomas Register, Jun ar'd Brad streot Potilsie''' a''d so uit, are algc arrailable

in the usA and Europo which provlclp auiilorr[ic, tschnieal and flnant:ial data

and dotaitsof tho manLrfacturlno corDpanlos locate.l ln those ccurrtries. Such

Jri,,.u"on' may also bo rollod rl1:on fnr lhl$ pLirnosoi un(i
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iv)

cl) l'ltrrvnvor, lho ljghl of wAiv0r ol itr3pactlon nfiy f)a raservod only for specific

rcquironlol)ts.,Jrrslifit:Rliolrforlllav/aivershoutclboracarded'Also'asuitable

nlRuso rrtny l)c illoorporate(l in the concJitions of contract'

lnspection on lnstallation and Commlsslonlng

This nrethod is adopted to check the performance and output of equipment or

machinery after it is commissioned and operational at site.

9.12.3 Types of lnspection Agencles

Normally, inspection modalities or agencies for inspections specified in the contract

should not be changed. ln rare cases, when this becomes inescapable, it should be

done with the approval of the CA, justifl,ing the rarc circumstances, ensuring that no

undue benefit accrues to the contractor.

i) Internal lnspectlon Authorities

wherever there is technical expertise available in-house, an internal officer of the
lndenting Department is nominaled for inspection. The consignee should be the
final authority for acceptance of goods.

ii) External lnspecting Authorities

ln case Procuring Entity does not have technical experlise or for other
relevant reasons, inspecflon may also be entrusted to a third-party inspection
authority. The procuring entity, however, retains the right to reject the
consignment, even if it is cleared by third party inspection authorities.

Sometimes, it becomes necessary to conc.luct a type test, acceptance test or
special test at external laboratorles, when facilities for these tests are not
available in-house with the supplier or carrying out of confirmatory tests is
considered desirable before accepting the goods. The procuring Entity should
draw up a list of approved raboratorres for this purpose, to which the sampres
drawn from the rots offorod by tho zuppler can be sent for tests. The rist
should also contaln approvod laboratorles, which can be used as
relerrallappallato Iaboratories for retest, when samples testecl at one
lahoratory ar:s docicied to bo ro-testod. rho fo[owrng guicrerines shourcr appry
1o 6uch casoe:
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('llal)t(\l Q, ('ot)l I ncl N4 i! [i.tll0 n)o Il

&) Exrornnr testing rnay invariabry be donc by nallonal *:'ult',u,1 o'

rpliablo laboratories, preference being given to National Test Houso

(NTH). For testing the samples drawn from the lots offered by the

supplier, an inspoction agent qualifled to conduct random :i':l"n ''
accordance wit6 Quality Assurance requirements should do the

selection of samples;

b) Test reports must contain the values obtained in the tests besides

fail/pass results. The laboratory must preserve the sample and test

records for a period of three yearsi

c) The Department should lay dovrn a liability statement for costs

expended on tests, dispatch of samples, transportation costs' test

charges, and so on., in respect of samples tested at outside

laboratories as may be applicable; and

d) ln cases where the samples are tc' be tested at the supplier's cost

because of non-availability of his. own testing arrangements, the

responsibility of depositing the testing fees would rest wlth the supplier.

e) Normally unless otherwise intended in the contract, clrarges of routine

testing prior to dispatch of materials are tr.r l.,e h)erne by the supplier and
charges of testing of nraterials after receipt by consignee are to be

borne by the procuring agency. contract shourd 'be crear aboLrt

responsibility of cost of materials expended in tests and charges of
special tests e-g- type test or tests at external labs. Even where
procuring entity is responsible for testing charges, if the material fails in
the test, the charges w'ould become the responsibility of the seller.

iii) Joint lnspectlon on Complalnt

ln case a written complaint ls rocelved from the supprior disputing the rejection of
goods by the Procuring Enlity's lnspectlng officet, it shoulc be jointly inys"qirrl*4
by a team consisting of an authorlsocl rept'eserrtatlvo of the prccurtng 

e ntity, u

:::::ffi:,1#["oIJnIJ#f" 
"#'-,':n" 

'' 
oonversent w*h the soods

9.12.4 lesuo of lnsPoctlon RoPort
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After satislactory lnsDectlon an(l tests, the acceptablo goods shall be stamped'

labelled, llarl(ecl or sonl6d, ln srtclr a way os to mako subsequant identiflcation and '

tallv with tlru llrspecllor') roport of acc€lpted lots oasy for the consignee/user' The

follo\villg guiclolines shoulcl be used for inspection reports to be issued:

i) Each inspecting officer shall be supplied wltlr acceptanco stamps, lead seals,

pliers, rubber stamps, .stencils, labels, stickers, holograms, and so on,

according to requirements, for sealing and marking the inspected goods in
terms of the contract. He will be responsible for safekeeping of these articles
and shall ensure that they are not misused by unauthorised persons.
Unserviceable seals, pliers, stamps, stickers, holograms, and so on, shall be
returned to the concerned issuing oflicial. The procuring entity shall lay down
detailed guidelines covering a[ these aspects. For reasons of security and to
avoici irregular or incorrect issue, ihspectrorr rlotetrooks shourd be machine
numbered and, wherever possibre, different coroured copies marked for each
usei'. An account of the inspection noles issued with seriar number-wise
details shall be maintained in an appropriate register. procuring Entity shourd
also develop a fool proof system to avoicl any fraudulent and unauthorised
use of the inspection notes:

ii) There should not be any initial provisional acceptance at a lower level. A time
rimit shalr be fixed for the issue of inspection documents. The inspection note
sha, arso indicate the varidity period, by which period the supprier must
dispatch the accepted goods to the consignee in terms of the contract. The
number of copies of the inspection notes and their distribution for different
types of inspections wiil be as prescribed by the procuring entity/indenter
Department;

iii) Inspection reports shourd be prepared detairing the inspection done, sampres
examined, requirements as per the relevant speciflcation/contract and the
observations jointly with the representative of the firm. Each inspection note
copy issued shourd invaribbry bear the individua|s name, stamp arong with his
designation and code number of the officer authorised to sign and issue
inspection documents. Facsimiles of the inspection stamps and their position
shourd be put on tho inspoctod materrar to herp rdentify the inspected goods at
the consignes'e ond. rnspocuon note copies meant for payments shourd be
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Rtrosrod wirh rur sisnarure in ink by the inspectins.:tffi:,"::"ri":::i:

HTl:.ill :Hr:[:Tf,: ;:il';ffi ; .","'n"' a o::'''
authenticated by the officer issuing it. similarly, 

-ul'n 
tontin'ution sheet' if

attached to the inspection note, shourd be r,gnuoiy the inspecting oflicer al

the relevant places and any correctlon duly authenticated;

iv) Departmental instructions should lnvariably prescribe that paylng authorities

will keep a record of specimen signatures of authorised inspecting authorities

for verification with the signature in th3. inspecticn note while authorising

payment;

v) A separate inspection report must be preparecl for each consignment' ln the

case of large consignments, the issue of ihe inspection report rnay not be held

up until the inspection of the full consignment is iompleted' These must be

issued for lots inspected every day or every two days' lf the contract is in

terms of 'sets' or 'number' and materials ate such that they comprise a

number of components or accessories, the inspection report should be issued

only when all parts, components and accessories forming a set are inspected

and acceptecJ. When plant and eqtlipment are ordered rvith spares, the

inspection report for spares should not be issued before acceptance of the

main equipment. ln the case of contracts for imported materials that involve

initial inspection in the country of oi'igin ard final inspection itr lndia, the final

inspection note should be issued giving r'eference of the certilicale issued

vi) ln respect of materials which have been rejected by tf'e inspecting officer, the

rejeclion inspection report shottld be isstted immediately following the

completion of inspection. ln case of total rejections, no copies meant for

payments or the accounts office should be lssued. All the reasons for rejection

and devialions agalnst the governing specifications, drallngs or other

particulars should lnvariably be noted ln detall ln tlre "romarks" column of the

reiection inspection noto, Tho roJoctod malorlal should be given a yellow paint

m,art< to avoid it bolng submltted agnln for lrrspectlon or stroplied to other

customers. such copias should be cancellecl across by the inspecting otficer

n-4,

abroadi
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\vith his r:iQr)nluro nl)(l tolnitl0(l in lll0 inspecti an lile along with the office copy

ol llrn rci$dioll ir)sl)n()lion ttolo; nnrl

i'ii)Nn !':ctlifiorl lrirrl criDy'ol tho lost original payment cnpies should be issued

rrrilil o 'nc,n-payrrrent certificate' has been receivccl lram tha accaunts officer

' u'ottcorned or staiing lhal paynrent has not lleen macJe and shauld nol be

nrade against the original inspecrion report even if received subsequenlly'

Tlris cop,y must be endb'seci as ',ccrlified copy". This endotsemenl should be

attested in full in indolible ink by tlre o{ficer proving a cross reference to the

accounts oificer's non-payrnent certiflcate wilh the narre stamp with the

desigttation and corje tirrinber of ilre otiicer iilsuing tlie duplicale copy.

9'12.6 Material put up for lrrspectioir towards the End ol Dalivery
As far as ;:ossible, tho ihspection sl1ould bo commenced and flnished and the
inspectioir report issued during tire validity period of ilre contract. ln cases where the
supplier ofrers rnaterials for inspection cluring tlre tast few clays of the contract
delivery period or even on the last day .r 15s contract clelivery perioci, efforis should
be tnade by the inspecting otficer to commence the inspection before rhe expiry of
the delivery periocl.

ln cases where it is not possibie to cornmence or concrucie the inspection before the
expiry of the derivery period, tho inspecting oificer sriould, immeciiately, on receipt of
the intimation or request for inspection of ihe materials, bring this to the notice of the
supplier orally as well as in wriung; He must mention that the materials have been
submitted for inspection dt a very late stage and that it is not possibre to
commence/conclude the inspection before the expiry of the delivery period.
-rhe supp[er should ars<.r be inibrmed that the goods offered for inspection shourd,' however, be inspected untir ilre compret;on of ilre inspection which can be after the
expiry of the delivery period and that such an inspection conlinuing after the expiry of

-the dprivery period is neithor intonded nor to be construed as condqning the deray or
' keeping the contract alive.

rn such cases, the inspection note, whelrrer accepting or rejecting the goods, shourcr
be duly franked ds por the frairking clauso glven below:'
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Chaptar 0i Cr.rn11nc1 Mana6e ment

..TheissueofthiSinSpection/rejectionreportdoeSnotaCquiesceorcondono

clelivory and does not intend or amount to an extension of the delivery peti.?d ot

keeping the contract alive. The goods are being pagsedi rejected without preiud.icelo

tlre rights of the Government of lndia under the terms and conditions of the contracl'"

This clause may also be incorporated in conditions of the contract'

?.,12

9.12.8 Approval of Acceptable Deviations
Under no circumstances will the inspecting officer have the authority to modify the

governing specifications, approvecl drawings or samples during inspection without

reference to the CA that approved the tender. For all cases cf acceptance with

deviation, the nature of deviailon along u,ith a justifi:ation for acceptance against

such deviation should be duly documented. Tlre CA that approved the tender should

have the final decision on deviations.

Deviations from the contract specifications or requirements not affecting price,

quality, performance and other terms of the contract may be allowed at the level of
the cA in consultation with the user Department on merits or nature of deviations.
ln all other cases, the goods should be rejected giving all reasons by issuing a
rejection inspection report. Rejections should nct be made in a piecemeal manner.

9.13 Storage and lssue cf lnspected Goods

After satisfactory inspection anrl tests, tl'ie accepied materiats shoulcj be stamDed,
labelled, marked, <.,r saaled arrd stored itt a svster, retrc ffranne.-. Tlrrs 'c to faciiitate
easy retrieval at a later stage..As all goods nee.lerj c,'l.1'ocured cannot be consumed

il :ffi ::;i,T H;:?.T I H^:;:: : J'.,, *' ; T::l:t::.il I, H I I :
goods are stored in such conditions that they are protected against unauthorised

removal and deterioration'

9.14 Accounting and Payment of Received Materials

9.14,1 Goods Recelpt and lnspectloll Report

].::: J;T : i:ilI'".:',,"T Ti:il,, :"::T j' ; J i:' :1. :: : 
" 
:J i]"":f :::

lnspection Report (GRIR) (Annextlre 21) prepareci after inspeclon .no u.*0,.,,".
of the material which wlll be signod by tho concerned olflcers. rni= in.tr,rur-"lsu,,



l\4arrtr,rl lrrr Irr)r utoll,tot,tl ol (ioocls

ln case the received materiar fairs to pass quantity and guarity checks, a rejection
GRIR is issued, noting the reasons for rejection. lf feasible, a yellow paint markshould be put on the rejected materiar to prevent its resubmission by the supprier.The associated Finance/ FA shourd be asked to recover any advance payment orfreight charges paid for the rejected quantity. The rejection GRrR containsinstructions for the supprier to take back the rejected goods within a stipuratednumber of days (usuary 21). such removar snouto ue permitted onry after theadvance paymenvfreight paid is recovered. Lots that are under inspection, accepted,or rejected should be properly tagged, segregated and identified.

9.14.2 passing of Supplier,s Bills
After the GRIR is issued, the invoice is received
relevant documents evidencing award of ,rr"nurutto' 

the supplier, supported by

materiars/services. Based on contractuar terms wher 

orders/contracts and receipt of

proof of dispatch against a purchase order, birs 

re payments are-made based on

based on rhe cRrR of approved mareriars. rn","*,I1.L"-::t:"0 
and accounted

rilff:,::l# THJ 
the n de n t n s orr ce r' a n d fi :T:J'I]H';::"',T,H 

Ii :
off i cer a u thori,uo ro,r g n ll ffi :Ti .tJ,[:J."J:r ;l m;*,.r;l ;:handled by procuring entity Department.

The documents' which are needed from the supprier for rerease of payment, are to

ffi:fl:ffi["j 
inrthe contract' rhe pavins authority is arso i" ,",,r, ,n"

cantractbofore rsroasinr,fir;::[r 
with corresponding stipulation. ,n"o-u',n ,nu

whr.'re payment is made to the supplier on proof of clispatch, for which inspection at

tho suppliers' premises is'conducted by an authorisecl officer of Procuring Entity prior

to dispatch by suppliers. This excludes cases of imported materials where
accounting will be done on completion of certain further formalities as per regulations
and practices. While preliminary receipt is orrly an acknowledgement of quantity
received, GRIR is an acknowledgement of receipt of the correct quantity as well as
qttality of goods. GRIR is a voucher which forms the basis for the supplier to claim
payment as per the contract. lt also'is a voucher for accountal of the received
material in the inventory accounts. Arong with the GR|R, materiar is handed over to
the warehouse where it is to be stored.
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l\(ls(\tr sigtlillg tlte ittvoice' and so on, to claim the payment'

Irr r.'irst-. of part supply, the payment wlll be released by deducting 10 (ten)per cenlof

tlre bill value which will be released once the entire supply is made' Decluction of

irpplicable taxes at source from payments to suppliers will be done as per lhe

existing law in force during the currency of the contract'

9.15 Contract Management ' Risks an d Mitigations

Rlsft Miti 0tion

Advance PaYments: This is an area of

rrsk
and
contractor, which vitiates the
selection criteria.

original

Contract changes and renegotiations: Co ntract mod ifications and

This is also a risk area, where the renegotiations should not substantially
alter tl.re nature of the contract. lt should
not vitiate the basis of the selection of
the contractor. lt should not give undue
or unintended benefits to the contractor.
However, for any changes caused by the
procuring entity, the contractor should be
adequately and timely compensated
within the contractual terms.

Cha pter 9: Contract Management

While claiming the payrnenl, the strpplier

payntetri Lieirlg clnirtreti is strictly itt ternts of

his part for t:lairltittll tltis pnylttntl( lrnve boen

Thele slrr'rrtlrJ irlso [lr-' rr sr:itablo provislon fo

musl also certify on the bill that the

the corttract and all the obligations on

fr-rlfillerJ as reqr.rirecl under the contract'

r verif ir:ation of the authen licily of lhe

A contract management manual or
operating procedure should be prepared
for large value contracts. There should
be inbuilt systems of checks and
ba!ancos.

All largo contracts should be formally
reconcllod for closrrre to ensure that the
scope of the work and warranty/defect

in public Procurement with
unintended benefits to

undue
the

procuring entity may not get what 
- 

it

contracted and paid for or may pay for
what it has not received. On the other
hand, the contractor may not get timely
or proper amendments due to changes
asked by the Procuring entities.

Supervising agencies/individua
uncjuly influenced to alter the con
their rePorts so changes in
performance, equiPmenl
char aclerislics go u n noticed.

ls are
tents of
quality,

and

Contractor'a clalms aro false or

inaccurate and ara protoctod by that ln-

charge of revising the m.

be released in not less than two stages
depending uPon the Progress of the
contract. Advance should be
progressively adjusted against bills
cleared for payment. lnterest should be
charged on delaYed recoveries
irrespective of the reason stated.

cnd aaIo hIot nob aSomnA v
na dnbe flae+ re tneb sU dhS otnmavp
eS Scarfoo nbh uo d v
heoh U dse Sd nch acUo feT rm

dlbTNn hdatS tX I SSe vp
amm nan vda ahT e p v

2,14

i

I

justifiable

docu me nts.
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9'15 Corrtracl Mnrtngontertl - Rlskn nnd MltlqatlonB

Paynrent to the contractor is delayed
intoltt ir)l'tiilly or otherwise.

contractor geti tinal-paynre;a bu
L:r)ntract closure has not been formally
done. As a result material/assets loaned

r10hi m are not accounted for.

RisA

very dispute lands up in arbitration or
since the procuring entity is
grant compensation for its

to the contractor.

Ml!lefill0tt
ij;'rriiiiv p",i",r is comPleterl
include the disPute resolut

. This should
ion forum for

i*

resolving disputes in a lixed timeframe

with provision of escalation level'

All payments/recoveries should also be
reconciled. lt should also be ensured that
material/assets loaned to him including
security passes are accounted for.

Agents/
chosen
unaccou
bribes.

Sub-con
in a non
ntable or

tractors and partners,
-transparent way, are
are used to channel

Agents should only be as per the terms
of the contract. Sub- contracting of the
contract should normally not be allowed
in procurement of goods.
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