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The procurement agent did not provide the DIR with copies of nine of the com-
panies’ bid submissions, making it impossible for the DIR to conduct a thorough
review of this procurement process. For example, the DIR was unable to evaluate
the propriety of the BEC’s decision to declare 16 of the 20 companies’ bids non-
responsive.” As a result of that decision, the BEC excluded the lowest bidders in all
but one of the bidding processes. On six of those occasions, Novartis was the low-
est bidder but was excluded for purportedly failing to submit or correctly execute
the bidding documents.”’ The lack of documentation also prevented the DIR from
understanding fully the BEC’s decision to declare that all of the bids for two con-

tracts (relating to PC1 and PC5) were non-responsive.*

The documentation was sufficient to determine that Pure Pharma submitted
bids relating to 10 of the 13 PCs and Nestor bid on seven of the PCs.” Table 7
demonstrates that Nestor and Pure Pharma quoted unit prices that were less than
one percent apart across three of the six product codes for which they competed,
and submitted identical prices for PC10.**

Table 7. Nestor and Pure Pharma Unit Prices for the 2000 Tender
(Prices in INR)

Company PC1 PC2 PC3 PC4 PC5 PC6 PC9 PC10 PC11 PC12 PC13
Pure Pharma Limited 322.11 | 589.41 | 284.31 | 473.31 | 3.06 51.66 | 12.22 1.8 | 19.71 19.71
Nestor Pharmaceuticals 584.48 | 277.24 8.84 | 51.98 | 12.22 1.78 19.98
Limited
% Difference in Unit 0.84% | 2.49% 0.62% 1.11% 1.35%
Prices

% See 2000 BER, pp. 8-33.
U Ibid., pp. 14-15.

%2 Ibid., p. 30. To ensure that the TCP would not be hampered by the failure to have certain drugs available, the
two smaller contracts for PC1 and PC5 were subsequently awarded following clarification being sought from
these companies. See MECON letter to World Bank (Oct. 14, 2000); see also BER for Pharmaceuticals and Vac-
cines for RNTCP (ICB) PCs 1 and 5.

% Citing the company’s deregistration and its failure to provide a number of required documents, the BEC

again declared Pure Pharma to be non-responsive, thereby excluding that company from consideration with
respect to all of the PCs.

% The other bidders’ unit prices for PC10 during the 2000 tender ranged from INR 10.8 to 15.38 (USD 0.24
to 0.34). See 2000 BER, pp. 17-33. Paragraph 6 of the Jul. 9, 2007, Decision of the Sanctions Board on the RCH
investigation considered as particularly compelling the evidence relating to an incident of identical pricing
between Nestor and Pure Pharma, finding that they had failed to provide adequate explanation for this incident
and that the evidence supported the conclusion that it was more likely than not that Nestor and Pure Pharma
had engaged in collusive practices.
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3. The 2001 Tender

Table 8 summarizes the bids submitted by all of the prospective suppliers under
the 2001 pharmaceutical tender (the 2001 tender, IFB-MECON-RNC-PRMT-RN-
TCP-2001-03) and illustrates the bid price range for each PC, the winning bidder,
the companies that were declared non-responsive, and individual contract values
in USD.
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The DIR did not note any indicators of collusion in connection with the 2001
tender. However, the DIR did discover that on July 17, 2001, the BEC recom-
mended Nestor as the winner of three of the six lots for which it had bid,” despite
the fact that, in a letter dated June 18, 2001, the CTD had informed MECON that
Nestor had provided substandard antituberculosis drugs to the GMSD in Kolkata,
resulting in the company being deregistered as a provider of pyrazinamide 750
mg.”® As a result, after the CTD apparently reminded the BEC of its earlier letter,
the BEC declared Nestor’s bids for PCs 1, 3, and 4 (which required pyrazinamide)

non-responsive, even though Nestor was the lowest bidder for those PCs.”

As reflected in Table 9, below, had the CTD not rejected the BEC’s initial rec-
ommendation, Nestor would likely have won contracts worth USD 3.8 million,

amounting to 60 percent of the contracts issued under the 2001 tender.

Table 9. Nestor and Pure Pharma’s Actual Versus Likely Awards in
the Absence of Deregistration for the 2001 Tender

Likely Actual
Amount of Share of Amount of Share of
Number of Number of
Company Contracts Contracts Total Value Contracts Contracts Total Value

(USD)? Awarded (%) (USD)? Awarded (%)
Nestor 3 3,829,215 60 0 0 0
Pharmaceuticals
Limited
Pure Pharma 2 1,661,439 26 2 1,661,439 26
Limited
Lupin Limited 1 426,250 7 3 4,146,364 65
Vysali 1 367,646 6 1 367,646 6
Pharmaceuticals
Limited
Novartis 1 53,860 1 1 53,861 1
Macleods 1 121,491 2
Pharmaceuticals
Limited

@ For comparison purposes, prices include taxes.

% See 2001 BER.
%  See CTB letter to MECON (Jun. 18, 2001).

7 See MECON letter to CTB (Sept. 4, 2001). MECON's letter refers to an August 30, 2001, letter from CTB to
MECON, but the DIR was unable to locate a copy of that letter.
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4. The 2002 Tender

In connection with the 2002 pharmaceutical tender (the 2002 tender, IFB-
MECON-RNC-RNTCP-2002-06), Nestor and Pure Pharma submitted bids for
PCs 1-4, 9, and 11, and Nestor also bid on PC10. Table 10 summarizes the bids
submitted by all of the prospective suppliers under the 2002 tender and illustrates
the bid price range for each PC, the winning bidder, the companies that were

declared non-responsive, and individual contract values in USD.
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As reflected in Table 11, Pure Pharma’s and Nestor’s bid prices were within
one percent of each other with respect to seven lots, and within three percent of

each other on five other occasions.

Table 11. Nestor and Pure Pharma Unit Prices for the 2002 Tender
(Prices in INR)

PC1 PC2 PC3 PC4 PC9 PC11

Company

I ] 1] v V Vi vil Vil Xl Xl XV XVI

Nestor

Pharmaceuticals

234 234 432 432 198 198 348 348 | 3594 | 3594 | 1.61 1.61

Pure Pharma
Limited

236.7 232.2 429.3 435.6 199.8 196.2 342 342 36.9 36.9 1.6 | 1.62

Average of all
Bidders

251.58 | 250.83 | 459.68 | 460.73 | 218.38 | 217.78 | 370.5 | 370.5 | 37.5694 | 37.5694 | 2.06 | 2.07

Price Variation (%)

-1.2 0.8 0.6 -0.8 -0.9 0.9 1.7 1.7 -2.7 -2.7 0.6 | -0.6

In addition to containing similar or identical unit prices, Nestor and Pure
Pharma’s bid prices would also have resulted in the splitting of lots had those com-
panies underbid their competitors. Nestor and Pure Pharma submitted the low-
est bid prices in connection with the lots associated with PCs 1-4, 9, and 11. As
depicted in Table 11, the two companies’ unit prices differed just enough to ensure
that, had the companies not been excluded because of their deregistrations, they

each would likely have won six lots under the 2002 tender.

However, the BEC excluded Nestor and Pure Pharma from competing for all
PCs except PC10 and PC11 because pyrazinamide (for which Nestor was deregis-
tered) and isoniazid (for which Pure Pharma was deregistered) were present in the
PCs for which they were excluded.”® As a result, Nestor won only two contracts, for
a total of USD 149,836, and Pure Pharma did not win any contracts. As set forth
in Table 12, had Nestor and Pure Pharma not been excluded, they would likely
have won 79 percent of the lots for which they competed—for a total of USD 4.9
million—since those companies were otherwise the lowest qualified bidder for

those lots.

% See 2002 BER Cover Letter, p. 2.
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Table 12. Nestor’s and Pure Pharma’s Actual Versus Likely Awards in
the Absence of Deregistration in the 2002 Tender

Likely Actual
Number of o Number of
Compan Product {;::J:::I Product Amount % of Total
pany Codes Awarded Codes ({857»)] Contracts
Awarded Awarded
Novartis India 0 0 0 8 4,690,655 74
Limited
Lupin Limited 2 909,920 15 2 909,920 14
Hindustan 1 518,748 8 2 518,748 8
Antibiotics Limited
Nestor 6| 2,632,231 42 2 149,836 2
Macleods 1 81,122 1 2 81,122 1
Pharmaceuticals
Limited
Pure Pharma 6 | 2,289,377 37 0 0 0
Nestor/Pure 12 | 4,921,608 79 2 149,836 2

Pharma Total

5. The 2004 Tender

Nestor’s and Pure Pharma’s deregistrations figured most prominently during
the 2004 TCP pharmaceutical tender (the 2004 tender, IFB-MECON-RNC-RN-
TCP-2004-12), which initially involved 27 lots relating to nine PCs. * Table 13
summarizes the bids submitted by all of the prospective suppliers under the 2004
tender and illustrates the bid price range for each PC, the winning bidder, the com-

panies that were declared non-responsive, and individual contract values in USD.

% These included PC1 (lots 1-5), PC2 (lots 6-10), PC3 (lots 11-15), PC4 (lots 16-17), PC6 (lots 23-24), PC7
(lots 25-26), PC8 (lots 27-28), PC10 (lots 29-39), and PC11 (lots 31-32).
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In June 2003, companies were required to pre-qualify for participation in the
2004 tender.'®

Pure Pharma’s Attempts to Bid. Pure Pharma was pre-qualified to participate
in lots 6 to 10 (PC2), 23 (PC6), 25 (PC7), and 27 (PC8). Notably—because the
MOHFW?s registry is not publicly available—the Bank gave its no-objection to
Pure Pharma’s pre-qualification, despite the fact that the company was in the midst
of a deregistration period extending from December 10, 2002, through December
10, 2005, and was precluded from providing isoniazid 300 mg during that period.

Isoniazid was an essential element of PC2 and PC7.

Nestor’s Attempts to Bid. According to the Bank’s internal documentation,'”!
Nestor was not pre-qualified to bid for certain elements of the 2004 tender because
the company was in the midst of a three-year deregistration period prohibiting it
from supplying pyrazinamide 750 mg, which was a required element of many lots

in the tender.'®

After receiving the final list of pre-qualified companies, the Bank gave its no-
objection to Nestor’s participation in lots 29 through 32 because those lots did not
include pyrazinamide,'® but refused to accept MECON’s inclusion of Nestor in
the group of companies who could compete for lots in which pyrazinamide was
required.'™ Nevertheless, Nestor submitted bids for multiple lots requiring pyrazi-
namide, and filed a writ petition with an Indian court, seeking an order requiring
the BEC to consider those bids.

The Contract Awards. The BEC’s initial conclusions—which were made while
Nestor’s court petition was pending—were ambiguous. The BEC analyzed and
chose winners for the 13 lots for which neither Pure Pharma nor Nestor submitted
bids (lots 5, 15, and 23-32).' With respect to the lots for which Pure Pharma and
Nestor submitted bids despite their deregistration, the BEC prepared two different

comparison tables (one including the bids of those companies, the other without

100 Application for Pre-Qualification of Bidders No. MECON/RNC/PRMT/RNTCP/2003/08 (Jun. 1, 2003).
Prequalification ensures that invitations to bid are extended only to those companies that have adequate capabili-
ties and resources. Paragraph 2.9 of the Bank’s Procurement Guidelines provides that “[p]requalification shall

be based entirely upon the capability and resources of prospective bidders to perform the particular contract
satisfactorily, taking into account their (1) experience and past performance on similar contracts, (2) capabilities
with respect to personnel, equipment, and construction or manufacturing facilities, and (3) financial position.”

101 Rachid Benmessaoud (World Bank) fax to CTB (Jul. 5, 2004).

122 These included PCs 1 (lots 1-5), 2 (lots 6-10), 3 (lots 11-15), and 4 (lots 16 and 17).
195 Rachid Benmessaoud (World Bank Group) fax to CTB (Jul. 5, 2004).

104 World Bank fax to CTB (Sep. 23, 2004).

1952004 BER, p. 10.
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them) and determined what the outcome would be under each scenario.'®® The
BEC recognized that accepting Pure Pharma’s and Nestor’s bids would save the
government INR 125 million (around USD 2.8 million), but ultimately did not

recommend winners for any of those contracts.'”

On January 25, 2005, the High Court of New Delhi granted Nestor’s peti-
tion, allowing the company to submit bids for all of the lots it had identified in its
pre-qualification submission.'”® On February 25, 2005, MECON sent a letter to
the Bank explaining that the MOHFW had decided to accept Nestor’s bids, and
requesting the Bank’s no-objection to the decision to award Nestor 17 of the 2004

tender’s 23 contracts.'®

Regarding lot 10, for which Pure Pharma was the lowest bidder, the Ministry
delayed a decision pending the results of tests that were being conducting in Kol-
kata. On March 5, 2005, MECON informed the Bank that Pure Pharma’s products
had failed the tests, leading to a decision to exclude Pure Pharma’s bid and award

the contract to the next lowest evaluated bidder.!?

On April 25, the Bank objected to the award of lots 1-4, 6-9, 11-14, 16, and
17, which MECON had proposed awarding to Nestor, despite the fact that that
company was not pre-qualified.’"! In light of the conflict between the court’s ruling
(that the MOHFW was required to accept Nestor’s bids) and the Bank’s objection,
the MOHFW decided simply to cancel the tender relating to those lots and to pro-
cure the items according to WHO rules."'? The Bank gave its no-objection to the

cancellation.'

In the end, Nestor won two contracts (for lots 29-32, which did not require
pyrazinamide), worth a total of USD 2.3 million. Had the additional proposed
awards not been opposed, Nestor would most likely have won an additional 14

contracts, worth a total of USD 7.8 million.
6. Overall Likely Impact of Deregistrations

There is a stark difference between the volume of Nestor’s and Pure Pharma’s

actual contract awards and the volume of contracts those companies would likely

16 Jbid.

7 Ibid., p. 11,

108 MECON letter to World Bank (Feb. 25, 2005), p. 3.

109 MECON letter to World Bank (Feb. 25, 2005).

110 MECON letter to World Bank (Mar. 5, 2005).

"1 World Bank letter to CTB (Apr. 25, 2005).

112 MOHFW letter to R. Benmessaoid, World Bank (Jul. 14, 2005).
'3 ‘World Bank letter to CTB (Aug. 18, 2005).
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have won had they not been deregistered (i.e., the instances in which the compa-

nies were the lowest qualified bidder, except for the fact of deregistration).

The situation involving Pure Pharma and Nestor might be viewed as an exam-
ple in which—despite the failure to recognize indicators of collusion—certain con-

trols may have prevented a possible collusive scheme from flourishing.

B. Review of Implementation

The DIR analyzed the project’s supply and distribution chain for indicators that
the goods were unaccounted for, undelivered, or of a lesser quality than what was
required by the applicable contracts. In accordance with its methodology, the DIR
chose a sample of locations in the states of Maharashtra, Uttar Pradesh, Karnataka,
and Chhattisgarh.

1. Review of Pharmaceuticals Supply and Distribution Chain

Using consignee lists obtained from the bidding documents and, later, revised
lists provided by the CTD and additional documentation obtained during field
visits, the DIR visited State Drug Stores, treatment units, and the other locations
described above and did not observe any significant deviations between the quan-
tities of pharmaceuticals specified in the contracts and the quantity actually deliv-

ered.

The DIR examined the internal supply chain (i.e., the project’s distribution of
drugs from the contract consignee to patients) and observed that at the GMSD,
state, and district level, adequate records were generally maintained and reflected
the proper receipt and dispatch of stock to the intended delivery points. Below the
level of the district stores (i.e., distribution from the district stores to treatment
units and DOTS centers, which are usually located in small, local primary health
centers), the quality of the recording systems varied among states and districts,
and accurate records were not always maintained. However, the DIR generally
found comprehensive patient registers and patient cards showing drugs actually

being delivered to end users as intended.
2. Quality Testing of Pharmaceuticals

During the implementation of the TCP, the procurement agents were respon-
sible for ensuring that pre-delivery tests were conducted. Although the GMSD
provided the DIR with copies of “Inspection certificate-cum-dispatch clearance”

letters from MECON, which refer to sample testing having been undertaken,
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no documentation of the tests was provided to DIR, despite a specific request to
MECON for such documentation.'*

The DIR obtained drug samples relating to contracts issued under the 2002
and 2004 tenders and commissioned SGS Nederland B.V (SGS) to conduct inde-
pendent laboratory testing of the collected samples. The DIR selected the samples
from shelves in state and district stores and from bulk storage at the GMSD in
Mumbai. With respect to the 2002 tender, samples of pharmaceuticals provided by
Hindustan Laboratories (PC5), Lupin (PC10), and Nestor (PC11) were collected
from the states of Maharashtra and Karnataka.'” With regard to the 2004 tender,
samples of pharmaceuticals (PCs 6, 7, 8, 10, and 11) supplied by Microlabs, Ajanta
Pharma, and Nestor were collected from the states of Raipur, Mumbai, Thane, and

Nagpur.''

SGS applied the India Pharmacopoeia 2006 protocol, including description,
identification, average weight, uniformity of weight, dissolution (by ultraviolet
light), and assay (by titration). All of those samples complied with the applicable

contractual specifications.

Equipment

Procurement of equipment through ICB represented only about USD 3.2 million
of the total funds spent under the TCP. It was composed of three tenders for bin-

ocular microscopes and one tender for LCD projectors, resulting in:

B A USD 1.8 million contract awarded to Light Instruments in 1999 to sup-

ply binocular microscopes

B A USD 0.8 million contract awarded to NK Jain Instruments in 2000 to

supply binocular microscopes

B A USD 0.5 million contract awarded to Olympus in 2002 to supply bin-

ocular microscopes

4 In addition, the DIR found no documented communications between TCP procurement agents and the
MSO. Considering the MSO’s important role in registering and controlling drug manufacturers, there would
almost certainly be value in the MSO receiving and reviewing test results as well as providing greater transpar-
ency in the testing process.

115 The samples were taken from the GMSD Mumbai; Mumbai District TB Control Society; Thane District Of-
fice Store; Mandya General Hospital; and Janyanagar General Hospital.

16 The samples were taken from the GMSD, the State Drug Stores, and district treatment centers and treatment
units.
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B A USD 0.07 million contract awarded to HCL Infinet Ltd. in 2004 to sup-
ply LCD projectors.

A. Review of Procurement

The DIR reviewed the bids, bid evaluation reports, and other documentation
relating to each of the four tenders. The DIR analyzed those documents for indica-
tors of collusion, bid rigging, improper exclusion from the bid process, and other
forms of fraud or corruption. The DIR did not identify any indicators of fraud or
corruption in connection with the procurement processes relating to the equip-

ment at issue.

B. Review of Implementation

Based on consignee lists and other information obtained by the DIR, the DIR
did not identify any indicators calling into question the quantity or quality of equip-
ment supplied under the TCP contracts under review. The DIR traced the delivery
of microscopes to the user level (microscopy centers). Based on an examination of
the equipment and discussions with the end users, the DIR found the equipment
fit for its intended purpose. The DIR also found that LCD projectors were deliv-

ered as stated on the revised consignee list and were meeting user requirements.

The DIR did not receive any substantial complaints from RNTCP operational
staff regarding the performance of the equipment provided under the contracts.
Problems with using the equipment were generally attributed to a difficult operat-
ing environment in which frequent power fluctuations sometimes cause equip-

ment to malfunction.

Locally Procured Contracts

Local shopping is particularly conducive to creating an environment where com-
panies can collude, because companies were invited by the DTO to submit quota-
tions, thereby limiting competition from the outset. The likelihood of fraud and
collusion is further heightened because of the relatively small value of the con-
tracts, which typically fall below the threshold for the Bank’s prior review, and
which, because of the high volume of such contracts and their geographical dis-
persion, are extremely difficult to supervise and post-review. The DIR reviewed
locally procured contracts because in the follow-up project to the TCP it is antici-
pated that a significant portion of project funds will be allowed to be spent on local

procurement.
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DIR findings in both Maharashtra and Karnataka indicate an elevated risk to
local procurement funds. This risk appears to have gone undetected by the Bank’s
traditional supervision methods and procurement post-reviews. The patterns of
indicators of collusion, fraud, and corruption discovered in Maharashtra and Karna-
taka were very similar and included indicators of collusive practices among bidders

and indicators of corrupt behavior between bidders and procurement officials.

Table 14 summarizes the number and value of the contracts reviewed by the
DIR in each district, the number and value of contracts in each district that were
associated with indicators of fraud or corruption, and the overall percentage of
such contracts in terms of both number and value, as compared with the universe

of contracts reviewed.

Table 14. Summary of DIR Review of Locally Procured Contracts

Contracts VEID %
. . Contracts . Contracts with . % Reviewed
District . Value (INR) with . Reviewed .
Reviewed . Indicators . in Value
Indicators in Number
(INR)
Pune 45 1,778,518 22 1,063,487 49 60
Bangalore City 50 1,919,867 35 1,424,662 70 74
Bangalore Rural 42 2,116,649 38 1,985,474 90 94
Bangalore KSTCS 6 589,150 5 490,300 83 83
Total 143 6,404,184 100 4,963,923 70 78

Table 15 summarizes the types of indicators observed by the DIR in the various
states and districts, and the number of instances in which such indicators were
observed in each location, followed by a more detailed discussion of the contracts

relating to each location.
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Table 15. Summary of Indicators of Fraud and Corruption in Locally
Procured Contracts

Number Total
Indicator of Number of
Districts Contracts
Strong similarities between competing bids’ language | Karnataka 3 66
and/or presentation Maharashtra 1
The unit rate of bidders is related to a common formula | Karnataka 2 17
Separate bidders, identical phone number in same Karnataka 3 15
EollEs Maharashtra 1
Incorrect method of procurement Karnataka 2 14
Endemic recordkeeping failures—missing docs (e.g., Karnataka 2 11
BER)
Separate bidders, same address Karnataka 2 7
Contract awarded to bidder who is different from the | Karnataka 2 5
lowest evaluated bidder
Bidder receives overwhelming majority of contracts it | Maharashtra 1 5
applies for
Favorable treatment of specific/winning bidder: e.g., Karnataka 1 4
winning bid received/opened after losing bids, losing
bids late
Tampering of documents (e.g., bids, BER) to favor Karnataka 1 3
specific bidder(s) Maharashtra 1
Specifications that are so general that they do not aid | Karnataka 1 3
objective review
Lack of competitive bid procedure due to insufficient | Karnataka 1 2
bidders
Bids are accepted after the submission deadline Karnataka 1 2
Maharashtra 1 2

Unreasonable delays in evaluating the bids and Karnataka 1 1
selecting the winner
Substantial recordkeeping deficiencies in contract Karnataka 1 1
administration documents
Substantial disparity between the thoroughness of Karnataka 1 1
the winning bidders’ bid package and losing bids
Narrow specifications appear to favor a specific prod- | Karnataka 1 1
uct or manufacturer
Items, not originally in tender/bids, added to winning | Karnataka 1 1
contract, increasing substantially contract value
Existence of cartel is acknowledged or reported Karnataka 1 1
Excessive time elapsed between evaluation and con- | Karnataka 1 1
tract award
Competing bids use identical terms that are not speci- | Karnataka 1 1

fied in bidding documents
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A. Pune, Maharashtra

The DIR found indicators of fraudulent, corrupt, or collusive practices in 22 out
of 45 contracts reviewed in Pune, for a total value of INR 1,063,487 (USD 23,633),
representing 60 percent of the total value of the Pune contracts. Table 16 describes

the frequency of observed indicators.

Table 16. Frequency of Observed Indicators in Pune

Frequency of

Lsieatey Indicator

Strong similarities between competing bids’ language and/or 18
presentation

Bidder receives overwhelming majority of contracts it applies for 5
Separate bidders, identical phone number in same contract 2
Tampering of documents (BER, bids, etc.) to favor a specific 1
bidder

Bids are accepted after the submission deadline 1
The unit rates of bidders is related to a common formula 1

The DIR observed multiple indicators associated with some contracts.
1. Indicators of Collusion or Bid Rigging

In Pune, the DIR identified many indicators of collusive agreements entered
into for the purpose of sharing the award of contracts. The following sections

describe specific practices and provide examples of those indicators of collusion.

Strong Similarities in Competing Bids’ Language/Presentation. One prac-
tice or event suggesting collusive bidding or price-fixing among competitors is
the appearance of identical formatting, calculations, spelling errors, or abbre-
viation form in two or more competitive bids. This indicator was present in 18
of the 45 Pune contracts reviewed by the DIR, with a total value of INR 818,072
(USD 18,179). These indicators were present in contracts for printing services;'"”

118

for civil works;"'® and for providing pamphlets and stickers,'” disposable syringes

and needles,'* eye pieces,'*' and banners.'*

117 World Bank Contract Numbers (WBCNs) 14146, 11338, 10835, 14308, 14604, 13109, 14040, 12162, and 13135.
118 WBCNSs 13025 and 12914.

119 WBCNs 10837 and 11610.

120 WBCNs 11135 and 12557.

2l WBCNSs 11807 and 12555.

2 WBCN 11379.
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For example, with respect to contracts awarded to Bhakti Enterprises to supply
disposable syringes and needle contracts (World Bank Contract Numbers [WBCNs]
11135 and 12557), > the DIR observed similarities in the bids of Siddhi Surgicals,
Bhakti Enterprises, and M.M. Suppliers. Siddhi Surgicals and M.M. Suppliers both
used an equals sign between the main amount and the decimals, e.g., “4=15" instead
of 4.15. Quotations of Siddhi Surgicals and M.M. Suppliers misspelled “disposable”
as “dispocable.” Bhakti Enterprises and Siddhi Surgicals submitted handwritten quo-
tations with an introductory sentence ending with “we quote our lowest rates” and

the same closing sentence: “Thanking you, Yours faithfully”

Separate Bidders with the Same Phone Number Bid under the Same Con-
tract. The DIR found that Tirupati Sales Corporation Mumbai and Balaji Surgical
shared the same phone number, 6239195, indicated on Tirupati Sales’ letterhead
and Balaji’s envelope. WBCNs 14214 and 10412 were awarded to Tirupati Sales
and were valued at INR 46,800 (USD 1,040), equal to 2.6 percent of the value of all

45 Pune contracts reviewed.'**

Unit Rates of Bidders Were Related to a Common Formula. The DIR observed
prices quoted by bidders that appeared to be related to a common formula. One
Pune contract awarded to Sarvesh Distributors, valued at INR 24,300 (USD 540),
showed this indicator.>® Table 17 shows that all quotations on that contract were
in the range of £INR 4 from each other (Sarvesh Distributors, INR 108; Global
Laboratories and Labline Stock Center, INR 112; and Supreme, INR 116).

Table 17. Unit Rates of Bidders

Amount
WBCN S Cont_raf:t B Companies Quoted Ranking
Date Description Amount
(INR)

14491 December | Sulfuric acid 24,300 Sarvesh Distributors 108 Contractor
27, 2000 Labline Stock Center 112 2nd lowest
Global Laboratories 112 2nd lowest
Supreme Scientific Co. 116 3rd lowest

12 World Bank Contract Number (WBCN): The DIR assigned to all contracts inputted or imported into the
DIR database a WBCN that, in combination with the project acronym, is a unique and standard identifier for
each contract.

124 The DIR also observed that these two companies were linked to another company, Star Diagnostic Vasai,
and that these companies participated in other contracts under the World Bank-funded NACP II in Nashik and
Nagpur. Refer to NACP II WBCNs 10354, 12886, and 14354.

122 WBCN 14491.
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2. Indicators of Fraudulent and Corrupt Practices

In addition to collusion indicators, the DIR found indicators of the presence
of or enhanced potential for fraud at various stages in the contract award process.

Indicators of fraudulent activity in Pune were:

Potential Tampering of Documents. The DIR found handmade corrections to
an item price on a quotation submitted by Ganesh Printers for a contract ultimately
awarded to Nandanvan Enterprises.'* The amount initially quoted by Ganesh was
INR 65, but was modified to INR 69, while Nandanvan Enterprises quoted INR 65
for this item and was awarded that contract. The lack of notations or initials by this

change indicates the possibility of tampering.

Quotations Accepted after Submission Deadline. The DIR found an instance
where quotations were submitted and accepted by the BEC after the submission
deadline. The review team identified this indicator in one contract, valued at INR
198,615 (USD 4,414), which is equivalent to 11.17 percent of the value of all 45 con-
tracts reviewed, and 18.7 percent of the 21 contracts with identified indicators.'?’
In this instance, P.P. & Company’s quotation was dated February 2, 2000, Pradeep
Satalkar’s February 4, and Dabhade Brothers’ February 5, while the request for
proposals established a deadline of February 1. No date or time stamp or register

of bid receipt was found.

Company Winning the Overwhelming Majority of Contracts Sought Con-
tract Splitting. In Pune, from 1999 to 2002, two affiliated companies, Kalyani Cor-
poration and Kalyani Associates, won the majority of RNTCP printing contracts in
Pune (Figure 3). Between November 2003 and March 2005, two companies—Max
Computers and Nandanvan Enterprises—were awarded all printing contracts.
From 1999 to 2002, 47 printing contracts valued at INR 947,714 (USD 21,060)

128 and observed

were awarded. The review team analyzed 22 of the 47 contracts
that two companies, Kalyani Corporation and Kalyani Associates, were linked
through the same principal, Galada Goutam Manikchand. Kalyani Corporation
won 24 contracts, equal to 51 percent of the total number of contracts, and Kalyani
Associates won one contract, on April 23, 2002. Combined, these two companies

won 53 percent of the number of contracts awarded.

126 'WBCN 11379.
127 WBCN 10149.

128 The review team analyzed WBCNs 11643, 12790, 11288, 10929, 14115, 12162, 14318, 13026, 10243, 11865,
12169, 10562, 11418, 12485, 13692, 10102, 13109, 13809, 10912, 12626, 13135, and 14040.
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Figure 3. Distribution of Award of Printing Contracts, 1999 to 2002
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The DIR observed that 38 printing contracts were awarded between November
2003 and March 2005, valued at INR 470,333 (USD 10,452). The DIR analyzed
these contracts and observed that two companies, Max Computers and Nandan-
van Enterprises, were awarded all printing contracts. It appears that Max Comput-
ers competed for 14 printing contracts and won all 14. These contracts were worth
INR 232,800 (USD 5,173), equal to 13 percent of the value of the 45 Pune contracts

reviewed and to 21.9 percent of the 22 contracts with indicators.

The DIR closely examined five of the 14 contracts awarded to Max Comput-
ers.’” The DTO apparently issued one request for quotations for 17 different
items. According to the evaluation sheet, Max Computers was the lowest bidder
on 14 items, equal to other bidders on two items, and higher bidder on one. Max
Computers was the selected contractor for all items, indicating the possibility of
preferential treatment. All contracts were under the Government of India guide-
line threshold of INR 25,000, the value that would have required higher approval
authority."*® Contract splitting is an indicator of the intention to avoid incurring
higher thresholds and possibly the review of higher authority. The DIR review team
also found evidence that Max Computers instructed the DTO by letter that ongo-

ing and future printing contracts awarded to Max Computers would be executed

122 WBCNs 14146, 14308, 11338, 10835, and 14604.
130 As explained by the DTO during document review on March 12, 2007.
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and paid to Nandanvan Enterprises.”*! Nandanvan Enterprises submitted quota-

tions for 13 contracts and apparently was awarded all 13.

From 2003 to 2005, none of the companies that competed in the previous pro-
curement period participated in tenders; an entirely new group of companies were
solicited for quotes. Among those solicited, only Max Computers and Nandanvan
were awarded contracts. Max Computers specifically indicated that Nandanvan
would operate on its behalf, and after July 2004 Max did not bid for any more
contracts. Nandanvan won all contracts for which it bid, and a number of other

companies competed from 2003 to 2005 but never won.'*?

3. Inability of the Bank's Procurement Post-Review to Identify Fraud
Indicators

The DIR did not analyze the contracts reviewed by the Bank’s procurement
post-review. However, the DIR analyzed one contract that was previously reviewed
during procurement post-review. ** The Bank’s post-review did not raise any
observations, while the DIR review team identified the fraud indicator of strong

similarities between competing bids.

B. Bangalore, Karnataka—Bangalore City

The DIR segmented its local contract review in Bangalore, Karnataka, accord-
ing to the three districts examined: Bangalore City (Bangalore Mahanagara Palike),
Bangalore Rural, and Bangalore KSTCS (the Karnataka State Tuberculosis Con-
trol Society). Table 18 shows that the DIR reviewed procurement documents on
98 Bangalore contracts, mostly local shopping, procured at the state and district

level.

131 A letter written by Max Computers to the Pune DTO dated March 2, 2004, may provide an explanation.

In that letter, Max Computers referred to an existing rate contract with the Pune District Tuberculosis Control
Society. The letter informs project authorities that Max Computers “will work under the name of” Nandanvan
Enterprises and that all future printing orders and payments should be made to Nandanvan Enterprises “under
the same terms and conditions of running rate contract” The fact that the Pune DTO was employing the rate
contract procurement method while attempting to comply with Bank local shopping procedures may also
explain why the DIR observed a high incidence of quotations with indicators of fraud and collusion. If the DTO
had agreed to award Max Computers all printing contracts for that year at an agreed rate, it would still be neces-
sary, under Bank procurement guidelines, to file three quotations to justify the repetitive award to Max Comput-
ers. It is possible therefore that Max Computers would have provided all three quotations themselves, or at least
had an arrangement with two other companies for them to provide higher quotes.

132 These companies were Taurus Comp. Printers, Omkar Printers, Sai Printers, Rakhi Arts, Global Enterprises,

Skypak Enterprises, Arun Printers, Ganesh Graphics, Sunrise Printers, Omkar Enterprises, A.V. Prints, Ganesh
Print, Vijay Mudranalaya, Vijay Printers, and Siddharth Printers. These companies are not represented in the
figure.

13 WBCN 13025, dated August 23, 2004, for the execution of “Upgradation of DTC,” civil works of The District
Tuberculosis Center, in the amount of INR 188,122.00 (USD 4,180), was awarded to contractor Sarang V. Dhahiwal.
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Table 18. TCP Local Shopping Contracts Reviewed in Bangalore

District TOt:L‘(’:i:c:LZCtS Amount (INR) Ec?:illjaslgnt
Karnataka | Bangalore Rural 42 2,116,649 47,037
Karnataka | Bangalore City 50 1,919,867 42,664
Karnataka | Bangalore KSTCS 6 589,150 13,092
Total 98 4,625,666 102,793

The DIR found deficient and inaccurate procurement data pertaining to Ban-
galore. The project provided incomplete or incorrect initial data with respect to
contract amount, bidder names, and winning bidders. Initially, the Karnataka State
Tuberculosis Control Society in Bangalore did not provide any data to the Depart-
ment of Institutional Integrity (INT). Later, a spreadsheet was obtained during the
DIR’s stay in Bangalore.

Meetings with project staff for Bangalore City, also called Bangalore Mahana-
gara Palike, revealed that only local shopping procedures were used to procure
goods. The team reviewed 50 Bangalore City contracts, valued at INR 1,919,867
(USD 42,664)."3* Of those contracts, 35 were found to have one or more indicators
of fraud or corruption, for a total value of INR 1,424,662 (approximately equiva-
lent to USD 31,659), roughly 74 percent of the total value of Bangalore City con-
tracts. The frequency of indicators found in the contracts with indicators is shown
in Table 19.

3 At exchange rate USD 1/INR 45.
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Table 19. Frequency of Observed Indicators in Bangalore City

Indicator Frequency of

Indicator
Strong similarities in competing bids’ language and/or presenta- 15
tion
Incorrect method of procurement (e.g., single source instead of 10
competitive)
The unit rates of bidders is related to a common formula 6
Endemic recordkeeping failures—missing documents (e.g., BER)
Specifications that are so general that they do not aid objective 3
review
Contract awarded to bidder who is different from the lowest 4
evaluated bidder
Separate bidders, identical phone number in same contract 2
Tampering of documents (e.g., bids, BER) to favor specific 2
bidder(s)
Lack of competitive bid procedure due to insufficient bidders 2
Substantial recordkeeping deficiencies in contract administration 1
documents
Items, not originally in tender/bids, added to winning contract, 1
increasing substantially contract value
Bids are accepted after the submission deadline 1
Competing bids use identical terms that are not specified in bid- 1
ding documents

Certain contracts were associated with more than one indicator.
1. Indicators of Collusion or Bid Rigging

For brevity, an exhaustive narrative of each local procurement indicating col-
lusion or fraud is not included here. Rather, representative examples of specific

procurements indicating collusion due to similarities in bids are as follows.

Strong Similarities in Competing Bids’ Language and/or Presentation. In
connection with the bidding for 15 contracts, quotations from different bidders had
strong similarities. Those contracts had a total value of INR 634,110 (USD 14,091).
These indicators were present in contracts for printing services'*, and for supply-

ing plastic cups,’*® books,'” lab consumables,"*® and office furniture.'*

135 WBCNs 12571, 10062, 10969, 10429, and 10007.
3¢ WBCN 10920.
137 WBCN 10479.

3% 'WBCNSs 11066, 13688, and 12591. Missing REQ in the file for these contracts inhibited full review by the
team.

1% WBCN 13836.
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For example, the DIR observed indicators of collusion in connection with
printing contracts awarded to P.V. Printers, V.N. Print Graphics, SS Printers, and
Padmashree Printers.'*° Both P.V. Printers, which won contract WBCN 12571, and
V.N. Print Graphics, which won contract WBCN 10062, misspelled “Quatation”
and “Practioners” in their bid documents. The DIR also found that although P.V.
Printers was the lowest bidder for certain items, V.N. Print Graphics was awarded
both contracts for all items, supplied the items, and issued cash/credit bills for pay-

ment of both contracts.

In addition, V.N. Print Graphics, HiTech Graphic Prints, SS Printers, and Mah-
ant Offset Printers used similar formats and language in their bids."*! Similarities
included misspelling “Yours” in the final salutation as “Your’s” or “Yours’s”; using
two or three different fonts in the same quotation; all bidders indicating the quan-
tity for items as “25[space]000 Cards” and two bidders describing an item 4 as “1
Set 465x 4 = 1860”; and photocopy marks indicating use of the same photocopy

machine.

Separate Bidders with the Same Phone Number Bid under the Same Con-
tract. The DIR also identified two instances where bidders were linked to the same
phone number. These contracts were valued at INR 157,465 (USD 3,500). For
instance, in the case of WBCN 13154, two companies, S.V. MediWorld and GK

Sales, shared the same three phone numbers and e-mail address.

Unit Rates of Bidders Were Related to a Common Formula. The DIR
observed instances where prices quoted by bidders appeared to be related to a
common formula, an indicator of price collusion. The DIR identified this indica-
tor in six contracts, valued at INR 257,400 (USD 5,720). One example of those six
contracts is WBCN 12341, the bids for which are summarized in Table 20.

Table 20. Summary of Bids for WBCN 12341

Item/Company Sputum Cup Role
Ramnik Plastic 1.50 Contractor
Ashok Plastic Agency 1.75 Bidder
Polyplast Industries 2.00 Bidder

140 WBCNSs 12571, 10062, 10969, 10429, and 10007.
141 WBCN 10007.
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2. Indicators of Fraudulent and Corrupt Practices

Awards without Competition. The DIR found 10 contracts awarded without
competition, with a total value of INR 457,120 (USD 10,158), equal to 23.8 percent
of the value of the 50 contracts reviewed. In this circumstance, direct contracting
is prohibited for the procurement of goods and works. Initial data indicated that
five of the 10 contracts awarded without competition were procured through local
shopping.'* Yet, the actual documentation for these contracts consisted of direct
purchase orders and sole source justifications, with no indication of competitive
procedures. These apparent no-bid contracts may have violated the provisions of

the credit agreement.'*

Awards Made without Adequate Documentation—Endemic Recordkeeping
Failures. The DIR observed four instances where key documents were missing. For
example, the data provided on a printing contract award to Viking Printers (WBCN
10322) indicate that three bidders submitted quotations for this contract. This infor-

mation could not be verified because of missing quotations from all bidders.

Broad Contract Specifications Impeding Objective Review. Bid specifications
and statements of work are intended to provide bidders and the selecting officials
with a firm basis for making and accepting bids. Carelessly written specifications
encourage overcharging and under delivery. During its review, the team found
numerous instances of general specifications that precluded objective review.
For instance, the DIR found descriptions in a request for quotation (RFQ) for “1.
Tables 10”; “2. Office Chairs 127; “3. Plastic Chairs 40”; “4. Big Steel Almarah 207;
“5. Racks 10”** No further specifications were indicated, such as measurements,
material, or color, for any of the items. The losing bidders (AS Industries and Ban-
galore Urban District Supply & Marketing Co-Operative Society Ltd.) offered
items with the same or very similar description, and the winning bidder, Sumukha
House of Furnishing, offered items with different specifications. Only the winning
bid contained copies of a catalogue showing the items offered, indicating that the

broad RFQ language did not encourage competitive bids from the other bidders.

Tampering of Documents to Favor Specific Bidders. The DIR found instances of
apparent alteration, backdating, or modification of bidding or contract documents.

For instance, unit prices for quotations submitted by A.B. Enterprises and Chro-

42 'WBCNs 12831, 13625, 13866, 12049, and 14234.

'3 In other instances (WBCNs 10777 and 10855) the review team found that only two, rather than three, quotes
were obtained prior to award.

4 'WBCN 13836.
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mographics Offset and comparative sheets appear to have been modified. Chromo-
graphics Offset’s unit rate was changed from INR 1.25 to INR 1.35 and total amount
changed from INR 62,500 to INR 67,500. Bidder Modplast’s rate of INR 1.30 was
unchanged. The rate of the winning bidder, A.B. Enterprises, was changed from INR
1.45 to INR 1.25. The DIR found a second, separate quotation by A.B. Enterprises
on file, issued on the same date as the other, but indicating a unit rate of INR 1.25.
The DIR observed a number of cancellations with whitening liquid on the original
comparative sheet, which were subsequently overwritten. Chromographics Offset’s
name was whited out and replaced with A.B. Enterprises. Also, by examining the
comparison sheet against the light to identify words whited out, the DIR observed
that the word “offset” of Chromographics Offset appeared clearly under the whited-

out section at the end of the first line of comments.'*®

Adding Items to Winning Contract after Contract Award. Adding items to
a contract post-award, particularly items that are beyond the scope of the original
award, may indicate favoritism toward a contractor and therefore may indicate
possible corruption. For example, in the case of WBCN 12017, the DIR observed
that out of the total contract value of INR 68,150 (USD 1,514), an amount of INR
19,000 (USD 422), equal to 28 percent, was spent on one item, 500 boxes of micro
slides. This item was not included in the original RFQ, or in the bidders’ quota-
tions, in the BER, or in the comparative statement. The supply order issued to the
winning bidder, Karnataka Traders, indicates that 500 boxes of micro slides were
added, at a cost of INR 38 per box, for a total amount of INR 19,000 (USD 422).
The contract documentation does not contain any document, such as the file notes,
justifying the addition of that item to the supply order issued to Karnataka Trad-

ers, nor the quantity or the price paid for such item.

Contract Awarded to Bidder Other Than the Lowest Evaluated Bidder.
The DIR found that a printing contracts award resulted from one tender for three
items.!*® P.V. Printers was selected to be awarded contract WBCN 12571 (two
items) and V.N. Print Graphics was selected to be awarded contract WBCN 10062.
Purchase committee meeting minutes suggest that two companies should have
been awarded contracts. However, V.N. Print Graphics was awarded both con-
tracts for all items tendered under these two contracts, and it supplied and issued

cash/credit bills for payment of both contracts.

' 'WBCN 10817.

146 WBCN 12571 and 10062. The review team found that these contracts also had similarities between compet-
ing bids’ language and/or presentation.
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C. Bangalore, Karnataka—Bangalore Rural

In Bangalore Rural, the DIR reviewed a total of 42 contracts, valued at INR
2,116,649 (approximately equivalent to USD 47,037). The DIR observed indicators
of fraud or corruption in connection with 38 of the 42 contracts, with a total value
of INR 2.0 million (USD 44,444) (approximately 94 percent of the total value of
contracts in Bangalore Rural). The frequency of indicators found in the contracts

is shown in Table 21.

Table 21. Frequency of Observed Indicators in Bangalore Rural

. Frequency

acreatoy of Indicator
Strong similarities in competing bids’ language and/or presentation 32
The unit rates of bidders are related to a common formula 11
Separate bidders, identical phone number in same contract 7
Endemic recordkeeping failures—missing documents (e.g., BER) 7
Incorrect method of procurement: e.g., single source instead of
competitive bidding
Favorable treatment of a specific/winning bidder: e.g., winning bid 4
is received or opened after losing bids, losing bids received after
evaluation of winning bid
Separate bidders, same address 3
Substantial disparity between the thoroughness of the winning 1
bidders’ bid package and losing bids
Narrow specifications appear to favor a specific product or 1
manufacturer
Contract awarded to bidder who is different from the lowest 1
evaluated bidder
Excessive time elapsed between evaluation and contract award 1
Unreasonable delays in evaluating the bids and selecting the winner 1

1. Indicators of Collusion or Bid Rigging

Strong Similarities in Competing Bids’ Language and/or Presentation. The
DIR identified 32 contracts with strong similarities among quotations. The total
value of these contracts was INR 1,527,946 (USD 33,954), equal to 72 percent of
the value of all 42 contracts reviewed. Many of the same similarities discussed
above with respect to Pune and Bangalore City were present in Bangalore Rural,

and indicators were present in contracts for printing services'*” and for the supply

47 WBCNs 10448, 11758, 10926, and 14059.
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of laboratory consumables,'*® a computer,'* wall paintings, computer peripherals,

and computer software.

In a contract to provide electrical works, Sreyas Electricals, Radha Enterprises,
and MER Machine & Equipment misspelled the word “Quotation” as “Quatation,’
and the word “compete” as “complet” Bidders Radha Enterprises and MER also
misspelled the word “each” as “eatch.” Sreyas Electricals and M.M. Electrical Enter-

prises each misspelled the word “fitting” as “feting”'>

Separate Bidders with the Same Phone Number and Address Bid under
the Same Contract. Many instances in Bangalore Rural showed bidders sharing
the same phone number or address.””' Examples include at least seven instances
in which companies were linked to each other by the same phone number and
submitted quotations under the same contracts, with a total value of INR 303,504
(USD 6,744).

Unit Rates of Bidders Were Related to a Common Formula. The DIR
observed instances in which the prices quoted by bidders appeared to be related
to a common formula. The DIR identified this indicator in 11 contracts, valued at
INR 585,171 (USD 13,004). An example of this indicator includes printing contract
WBCN 10396,"*2 where quotations on lab forms from the losing bidders, Sreeman
Printer, Sristi Color Process, and V.S.V. Enterprises, relate to a common formula
of £INR 0.02 per item, as follows: Vinay, INR 0.48; Sreeman, INR 0.49; Sristi, INR
0.51; and V.S.V,, INR 0.53.

2. Indicators of Fraudulent and Corrupt Practices

Missing Procurement Documents. In Bangalore Rural, the DIR observed six
instances out of 42 contracts reviewed where key documents were missing from
the file, thus prohibiting a full review of the contract documents. Specific instances
include a missing RFQ for the purchase of a Hewlett Packard computer (WBCN
12978). Specifications of the requested computer could not be verified against the
quotations. This is also significant considering that the DIR observed that the quo-

tation submitted by the winning bidder is very detailed, indicating all technical

145 'WBCN 10231.
19 'WBCN 12978.
150 WBCN 11213.
151 This collusion indicator was found in WBCNs 14101, 13484, 10396, 12226, 11367, 10926, and 14059.

152 The DIR identified three indicators in WBCN 10393: (1) strong similarities between competing bids’ lan-
guage/presentation; (2) the unit rate of bidders is related to a common formula; and (3) separate bidders’ identi-
cal phone number in same contract.
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specifications of the hardware quoted, compared with the quotations of the losing
bidders.

Failure to Solicit Quotations. The DIR observed that WBCNs 10065, 14456,
12273, and 13988 may have been procured using the direct contracting method.
Direct contracting is not allowed for goods and works under the provisions of this
project. In the case of WBCNs 10065 and 13988, the contractor, Nirmithi Kendra,
appears to be government owned and submitted four quotations for works to be
conducted in four health centers. No other quotation was sought for these con-

tracts and Nirmithi Kendra appears to have been the only bidder.

Winning Bid Received/Opened after Losing Bids. The DIR found that bidders
submitted two sets of quotations for a treatment/identification card contract.!”
Ultraprint Offset Printers’ quotation was apparently opened on May 29, 2001, AB
Enterprises’ on May 30, 2001, and Chromographics Offset’s on June 1, 2001. The
quotation of the winning bidder was the last to be opened, indicating possible
favorable treatment toward this bidder. The contract was awarded to Chromo-

graphics on June 1, 2001.

Narrow Specifications Favoring a Specific Product or Manufacturer. The
DIR found that one RFQ identified brand and make of an item to be procured,
in addition to the technical specifications describing the qualities of the item.'**
More specifically, the RFQ required quotations for “PHIL METEOR Plus Compact
Overhead Projector. . . ” The winning company, US Enterprises Pvt. Ltd., was the
only bidder using this same description (including use of upper case), while the
other two bidders, Audivision India Pvt. Ltd. and Polestar Enterprise, quoted for
“Meteo Plus” overhead projector, without specifying the brand. In addition, the
winning bidder’s quotation specifies the technical specifications, while the losing

bidders’ quotations mention only the model of the item quoted and the cost.

D. Bangalore, Karnataka—Karnataka State Tuberculosis
Control Society
The DIR met with project staff from the Karnataka State Tuberculosis Con-
trol Society in Bangalore (Bangalore KSTCS). The DIR selected six contracts for
review, for a total value of INR 589,150 (USD 13,092) based on items procured and

155 WBCN 12664 was found to have four indicators: (1) the unit rate of bidders is related to a common formula;
(2) favorable treatment of specific/winning bidder; (3) strong similarities between competing bids’ language/pre-
sentation; and (4) endemic recordkeeping failures.

% 'WBCN 11367.
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contract amount. As illustrated in Table 22, the DIR identified indicators of fraud

or corruption in connection with five out of six contracts.

Table 22. Observed Indicators for Bangalore KSTCS

Contract
WBCN Date Amount Contractor Indicator
(INR)
14683 February 97,800 | Sai Separate bidders, identical phone
16, 2005 Printers number in same contract

Separate bidders, same address

14684 February 96,000 | Green Line | Separate bidders, identical phone
16, 2005 number in same contract

Separate bidders, same address

14685 February 98,000 | H.V.B. Film | Separate bidders, identical phone
16, 2005 Maker number in same contract

Separate bidders, same address

14686 February 98,900 | Sai Separate bidders, identical phone
16, 2005 Printers number in same contract

Separate bidders, same address

14682 August 99,600 | Maithri Strong similarities between com-
19, 2005 Screens peting bids’ language and/or pre-
sentation
Total 490,300

Like other sites, KSTCS contracts showed similarities among quotations. For
instance, quotations for printing contract WBCN 14682 were submitted by com-
panies Maithri Screens, Sai Printers, and Sarika Printers and Publication. The con-
tract was awarded to Maithri. All quotations submitted by the bidders were hand-
written and all bidders mention on the envelope that they are submitting quota-
tion for “A, B, C and D” form printing, while the RFQ mentioned A, B, C, D, and E
forms. The quotation forms submitted by the bidders all have a date on the bottom,
August 17, 2005. On three out of four quotations, the date is written in the same
format “17/8/05” followed by “Bangalore.”

In addition, the DIR found two sets of two companies submitting quotes for all
four contracts, sharing the same address. As depicted in Figure 4, GRR Creation
and Govinda Printers have the same phone number and the same address while
H.V.B. Film Makers and TCB Printers have the same address.
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Figure 4. Common Telephone Numbers and Addresses among

Bidders
g
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Project Reports and Assessments

To assess the effectiveness of the Bank’s supervision of the TCP’s implementation,
the DIR reviewed supervision documents and reports provided to and produced
by the Bank. These documents and reports were reviewed for the purposes of
assessing (1) whether those documents reflect an awareness of the indicators iden-
tified by the DIR; and (2) how the Bank responded to any identified indicators. The
DIR also reviewed how the Bank addressed complaints filed regarding the TCP,
because such complaints often provide strong indicators of problems with certain

aspects of a project.

A. Supervision Documents

The TCP audit reports provided the Bank with information about a number
of problems with the TCP’s procurements and implementation, although they did
not indicate that the problems were pervasive. Despite the identification of these
problems, the Bank’s supervision documents—such as ISRs and PSRs—did not

address these issues or modify the project’s performance ratings because of them.
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The audit reports therefore suggest a deficiency in the Bank’s response to the indi-

cators of fraud and corruption of which it becomes aware.
1. Audits of Project Finances

The TCP credit agreement required annual audits of the project’s finances but
did not specify how the audits were to be conducted or the level of government
(national, state, or district) that was responsible for conducting the audits.”” The

DIR identified the following types of reports relating to the TCP:

B CTD (National) Reports. Yearly audit certificates and inspection reports
prepared by the Office of the Director General of Audit, which opine
whether “the expenditure statement/financial statements read with the
observations [contained therein] represent a true and fair view of the

implementation (and operation) of the Project for the year”'*

B State Tuberculosis Control Societies. Yearly audit reports, related opinions,
and utilization certificates, conducted by external auditors, which review
state and district consolidated financial statements and opine, in part, on

the propriety of TCP expenditures.'”’

The DIR received a total of 116 reports relating to the years 2002 through 2005.
Those included 113 state audit reports and three audit certificates/inspection

reports prepared by the Office of the Director General of Audit.

The TCP audit reports noted the following indicators of fraud that corroborate
and expand upon the DIR’ findings:

Internal Control Weaknesses. A solid internal control framework is neces-
sary to ensure the propriety of financial transactions and the reliability of financial
statements. As described in greater detail below, the TCP audit reports reviewed
by the DIR include a number of references to internal control breakdowns and

recommendations as to how to improve internal controls.'*

155 TCP Credit Agreement, art. 4, sec. 4.01.
156 2005-2006 Audit Certificate for the Revised National TCP Control Programme (undated), p. 3.

157 See, e.g., Audit Report related to West Bengal STCS (Nov. 25, 2005), p. 1; Utilization Certificate related to
West Bengal STCS (Nov. 25, 2005), p. 9.

1% See, e.g., 2003-2004 Rajasthan Audit Report, Management Letter, p. 1 (Dec. 12, 2004); 2005-2006 Jammu
Audit Report, Management Letter (Jan. 3, 2006), p. 1; 2005-2006 Tripura Audit Report, Management Letter (Feb.
27,2006), p. 1. In addition, the Bank’s project team identified the overall weakness of internal controls in corre-
spondence to the Deputy Director General (TCP) in 2005, 2006, and 2007, highlighting specific issues requiring
immediate attention. For example, in a 2006 letter, the Bank’s Senior Public Health Specialist wrote: “Internal
control issues continue to be weak in a number of cases which is evidenced by no physical verifications of assets,
bank reconciliation statements not being prepared regularly and delay in obtaining utilization certificates for
civil works, etc” Letter from Birte Holm Sorensen, World Bank, to Dr. L. S. Chauhan, Deputy Director General
(TCP), re: TCP Control Project (Credit 2936-IN) Audit Reports 2004-2005 (Jan. 2, 2006), p. 2.
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B Lack of Reconciliations and Inadequate Tracking of Outstanding Advances.
The audit reports document at least 12 instances of delinquent outstand-
ing advances' and at least eight instances of incomplete or delinquent
reconciliations, including reconciliations of claimed cash balances to bank

statements. '

B Inadequate Controls Surrounding SOEs. The reports contain at least five
references to inconsistencies between expenses recorded on SOEs and
expenses recorded in financial accounts.'®' The reports also noted delays

in the completion of SOE claim submissions. ¢

B Inability to Maintain Accurate Financial Accounts. The audit reports con-
tain at least 12 references to issues relating to poor maintenance of finan-
cial accounts, including the failure to maintain consistent account head-
ers, to record transactions in the correct periods, or to run trial balances

at recommended intervals.

B Inadequate Procedures Surrounding Handling of Cash. The audit reports
identify at least nine instances of deficient procedures surrounding the han-
dling and recording of cash. These included allowing cash payments above
approved limits, failing to record cash transactions properly, and failing to

maintain consistency between opening and closing account balances.'®®

159 See 2002-2003 Kerala Audit Report (Jul. 10, 2003), p. 3; 2003-2004 Rajasthan Audit Report, Management
Letter (Dec. 12, 2004), p. 2; 2003-2004 Uttar Pradesh Audit Report, Management Letter (Jan. 13, 2005), p. 1;
2003-2004 Himachal Pradesh Audit Report (Nov. 25, 2004), p. 2; 2004-2005 Himachal Pradesh Audit Report
(Nov. 9, 2005), p. 1; 2003-2004 Himachal Pradesh Audit Report (Nov. 25, 2004), p. 2; 2003-2004 Himachal
Pradesh Audit Report, Management Letter (illegible date), p. 1; 2003-2004 Kerala Audit Report, Management
Letter (Jul. 31, 2004), p. 1; 2003-2004 Kerala Audit Report, Management Letter (Jul. 31, 2004), p. 1; 2003-2004
Tamil Nadu Audit Report, Management Letter (Sep. 10, 2004), p. 1; 2003-2004 Madhya Pradesh Audit Report
(Oct. 3,2004), p. 2; 2004-2005 Himachal Pradesh Audit Report (Nov. 9, 2005), p. 1.

160 See 2003-2004 Rajasthan Audit Report, Management Letter (Dec. 12, 2004), p. 2; 2003-2004 Madhya
Pradesh Audit Report (Oct. 3, 2004), p. 2; 2004-2005 Gujarat Audit Report, Management Letter (Oct. 8, 2005), p.
2;2004-2005 Jammu Audit Report (Aug. 16, 2005), p. 2; 2004-2005 Meghalaya Audit Report, Management Let-
ter (Jun. 30, 2005), p. 1; 2005-2006 Meghalaya Audit Report, Management Letter (Jan. 10, 2006), p. 1; 2004-2005
Kerala Audit Report, Management Letter (Jul. 21, 2005), p. 1; 2005-2006 Tripura Audit Report, Management
Letter (Feb. 27, 2006), p. 1.

11 See 2003-2004 Meghalaya Audit Report, Management Letter (Aug. 27, 2004), p. 1; 2003-2004 Madhya Pradesh
Audit Report (Oct. 3, 2004), p. 2; 2004-2005 West Bengal Audit Report, Management Letter (Jul. 26, 2005), p. 1;
2005-2006 Jammu Audit Report (Nov. 30, 2005), p. 2; 2005-2006 Jammu Audit Report (Nov. 30, 2005), p. 2.

192 See 2004-2005 Meghalaya Audit Report, Management Letter (Jun. 30, 2005), p. 1; 2005-2006 Meghalaya
Audit Report, Management Letter (Jan. 10, 2006), p. 1; 2005-2006 Tripura Audit Report, Management Letter
(Feb. 27, 2006), p. 1.

193 See 2005-2006 Uttar Pradesh Audit Report (Feb. 16, 2006), p. (illegible); 2005-2006 Karnataka Audit Report
(illegible date), p. 2; 2002-2003 Kerala Audit Report (Jul. 10, 2003), p. 3; 2004-2005 Jammu Audit Report, Man-
agement Letter (illegible date), p. 1; 2004-2005 Jammu Audit Report (Aug. 16, 2005), p. 2; 2004-2005 Gujarat
Audit Report, Management Letter (Oct. 8, 2005), p. 2; 2004-2005 Gujarat Audit Report, Management Letter
(Oct. 8,2005), p. 2; 2002-2003 Chhattisgarh Audit Report (Sep. 27, 2003), p. 2; 2003-2004 Rajasthan Audit
Report (Nov. 22, 2004), p. 3; 2005-2006 Rajasthan Audit Report, Correspondence Regarding Notes to accounts
(illegible date), p. 1.
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B Verification of Fixed Assets Not Performed. At least 16 audit reports indi-

cate a failure to maintain fixed asset registers and/or to perform periodic

physical counts.'**

Indicators of Possible Fraud and Corruption. In addition to the internal con-

trol issues identified throughout the audit reports, the reports include a number of

indicators of fraud and corruption, including:

B Unsupported or Questionable Cash Transactions. Several audit reports

described fraudulent cash withdrawals and suggested the adoption of spe-
cific internal control measures for banking activities.'®> Another reported

bank withdrawals that were not recorded on the project’s books."*

Unsupported or Questionable Expenditures. The 2003-2004 audit report for
Himachal Pradesh referred to an “adjustment” relating to an INR 91,000
(USD 2,022) “advance” that was made to “the Resident Commissioner,
Killar (Pangi),” for which “[n]o bills and vouchers” existed and for which
“[e]ven the dates of the payments and the names of the persons to whom
payments have been made have not been given.”'¥” The 2005-2006 audit
report for Delhi indicated that certain expense items were re-categorized
as “advances” due to the lack of proper support for the use of funds.'®
Other reports noted instances where expenditures lacked proper sup-

port'® or were mischaracterized.'”

Improper Use of Fixed Assets and/or Consumables. Several audit reports

described the misuse of project vehicles, including one observation that

1% See 2002-2003 Kerala Audit Report (Jul. 10, 2003), pp. 2-3; 2003-2004 Uttar Pradesh Audit Report, Man-
agement Letter (Jan. 13, 2005), p. 1; 2003-2004 Himachal Pradesh Audit Report, Management Letter (illegible
date), p. 1; 2003-2004 Bihar Audit Report (Dec. 21, 2004), p. 2; 2003-2004 Arunachal Pradesh Audit Report,
Management Letter (Jun. 28, 2004), p. 1; 2003-2004 Kerala Audit Report, Management Letter (Jul. 31, 2004), p.
1; 2003-2004 West Bengal Audit Report (Sep. 17, 2004), p. 7; 2004-2005 West Bengal Audit Report, Manage-
ment Letter (Jul. 26, 2005), p. 1; 2004-2005 Jammu Audit Report, Management Letter (illegible date), p. 1;
2004-2005 Kashmir Audit Report (Sep. 7, 2005), p. 1; 2004-2005 Kerala Audit Report, Management Letter (Jul.
21, 2005), p. 1; 2004-2005 Arunachal Pradesh Audit Report (Jun. 21, 2005), p. 12; 2005-2006 Gujarat Audit
Report, Management Letter (Dec. 14, 2005), p. 1; 2005-2006 Uttar Pradesh Audit Report, Management Letter
(Feb. 16, 2006), p. 1; 2005-2006 Jammu Audit Report, Management Letter (Jan. 3, 2006), p. 1; 2005-2006 Tripura
Audit Report, Management Letter (Feb. 27, 2006), p. 1.

165 See 2003-2004 Assam Audit Report, Management Letter (Aug. 8, 2004), p. 1; 2004-2005 Kerala Audit Re-
port, Management Letter (Jul. 21, 2005), p. 1.

166

167

68

169

See 2004-2005 Gujarat Audit Report, Management Letter (Oct. 8, 2005), p. 2.

See 2003-2004 Himachal Pradesh Audit Report (Nov. 25, 2004), p. 1.

See 2005-2006 Delhi Audit Report (Mar. 1, 2006), p. 2.

See 2003-2004 Kerala Audit Report, Management Letter (Jul. 31, 2004), p. 2; 2003-2004 Jammu Audit

Report (illegible date), p. 3; 2004-2005 Jammu Audit Report (Aug. 16, 2005), p. 4.

170

See 2003-2004 West Bengal Audit Report (Sep. 17, 2004), p. 7.
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a vehicle was being used by a government official.'"”* The 2003-2004 audit
report for Bihar noted that certain TCP consumables were stored at an
official’s residence.'” The 2003-2004 audit report for Rajasthan noted that
one district had not disclosed any fixed assets on its balance sheet at all,

and suggested that management take steps to rectify the situation.'”

B Procurement Irregularities (Lack of Competitive Bidding). Two audit
reports noted instances in which items were procured “without inviting

quotations”'”*

Bank Response to Audit Reports. In general, because of the limited amount
of correspondence and documentation reviewed by the DIR, the DIR was not able
to determine the extent to which the Bank followed up, on a systematic basis, on
specific audit report findings.'” The DIR did note some requests for clarification
and status reports regarding issues raised in specific audit reports, such as in the
case of a USD 22,222 fraudulent withdrawal in the Kerala State TCP Society.'”
However, with respect to many of the issues raised in the audit reports, the DIR is
not aware of any documentation suggesting that the Bank took note of the issues

or took any action to address them.
2. Procurement Post-Reviews

The Bank conducts procurement post-reviews to (1) verify the procurement
and contracting procedures; (2) verify technical compliance and physical comple-
tion; (3) review contract management issues; (4) determine whether adequate pro-
curement, planning, implementation, and monitoring systems are in place; and (5)

identify remedies to correct any noted deficiencies.'”’

17 See 2003-2004 Himachal Pradesh Audit Report (Nov. 25, 2004), p. 1; see also 2004-2005 Himachal Pradesh
Audit Report (Nov. 9, 2005), p. 1; Action Taken on the Observations of the Audit of STCS 2004-05 Himachal
Pradesh, Shimla-171009 (illegible date), p. 1; 2003-2004 Jammu Audit Report (illegible date), p. 3; 2004-2005
Jammu Audit Report, Management Letter (illegible date), p. 1.

172 See 2003-2004 Bihar Audit Report (Dec. 21, 2004), p. 2.

173 See 2003-2004 Rajasthan Audit Report, Management Letter (Dec. 12, 2004), p. 2.

174 See 2003-2004 Meghalaya Audit Report, Management Letter (Aug. 27, 2004), p. 1; 2005-2006 Delhi Audit
Report (Mar. 1, 2006), p. 3.

17 See letter from Suneeta Singth, World Bank, to Dr. V. S. Salhotra, Chief Medical Officer (TCP) (Dec. 18,
2002); letter from Michael E Carter, World Bank, to Dr. Ranjit Bannerji, Joint Secretary (Nov. 3, 2003); letter
from Suneeta Singh, World Bank, to Dr. L. S. Chauhan, Deputy Director General (TCP) (Jan. 13, 2004); letters
from Birte Holm Sorensen, World Bank, to Dr. L. S. Chauhan, Deputy Director General (TCP) (Jun. 22, 2005,
Jan. 3, 2006, and Jan. 18, 2007); letter from Dr. L.S. Chauhan, Deputy Director General (TCP), to Birte Holm
Sorensen, World Bank (Feb. 28, 2007).

176 Letters from Birte Holm Sorensen, World Bank, to Dr. L. S. Chauhan, Deputy Director General (TCP) (Jan.
3, 2006, and Jan. 18, 2007); see also letter from Dr. L.S. Chauhan, Deputy Director General (TCP), to Birte Holm
Sorenson, World Bank (Feb. 28, 2007). In the case of the fraudulent withdrawal, the Kerala TCP Society identi-
fied the issue prior to the audit and took action to recover the funds.

177 A. Arauo (OCPCPR) memorandum re: “Procurement Post Reviews and Independent Procurement Reviews:
Processes and Procedures” (Jul. 19, 2001), p. 3.
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The DIR reviewed all of the TCP post-review reports that had been uploaded
to the Bank’s document management system (IRIS). Those reports related to
the Bank’s procurement team’s visits to the following states: Arunachal Pradesh,
Assam, Chhattisgarh, Delhi, Goa, Gujarat, Jammu and Kashmir, Kerala, Madhya
Pradesh, Maharashtra, Manipur, Meghalaya, Mizoram, Nagaland, Punjab, Sikkim,
Tamil Nadu, Tripura, Uttar Pradesh, and West Bengal.'”® The Bank’s post-reviews

identified a number of indicators.

Indicators of Possible Fraud and Corruption. Because procurement post-re-
views are focused on determining adherence to the Bank’s procurement guidelines,
issues and findings highlighted in those reports may sometimes provide notice of
potential indicators of fraud and corruption. The TCP post-reviews examined by

the DIR include the following indicators of possible fraud and corruption:

B Improper Procurement Method Used. The reports identified at least
37 instances across 11 states, relating to contracts with a total value of
USD 184,444, in which the incorrect procurement method was used. Of
these, 33 contracts were sole sourced; three were awarded on the basis
of repeat orders and were, therefore, effectively sole sourced; two were
awarded on the basis of state guidelines instead of competitive bidding;
and one was awarded to a company that did not even bid, effectively result-

ing in a sole source.'”

B Improper Bid Notification Procedures. The reports identify four instances
across three states, relating to contracts with a total value of USD 2,788, in
which no solicitation letters were issued and bids were provided over the

telephone.'®

W Vague Solicitation Letters. The reports indicate that in nine cases across six
states, relating to contracts with a total value of USD 19,609, solicitation
letters were too vague and failed to include required information such as

quantities, bid validity period, and delivery details.”®' Vague solicitation

178 Two separate procurement post-reviews were performed in Tamil Nadu.

17 Procurement Post Review Report—TCP, Assam (May 30, 2006), pp. 18-19; Procurement Post Review
Report—TCP, Chhattisgarh (Apr. 3, 2006), p. 13; Procurement Post Review Report—TCP, Delhi (May 2, 2006),
p- 13; Procurement Post Review Report—TCP, Goa (Jun. 2, 2006), p. 6; Procurement Post Review Report—TCP,
Jammu & Kashmir (May 15, 2006), pp. 6-8; Procurement Post Review Report—TCP, Kerala (May 25, 2006), pp.
13-14, 19-20; Procurement Post Review Report—TCP, Madhya Pradesh (Mar. 21, 2006), pp. 14-25; Procure-
ment Post Review Report—TCP, Nagaland (Apr. 27, 2006), pp. 5-6, 9, 11; Procurement Post Review Report—
TCP, Sikkim (Apr. 13, 2006), p. 9; Post Review Report—TCP, Uttar Pradesh (Apr. 4, 2006), pp. 28-29; Post
Review Report—TCP, West Bengal (Apr. 4, 2006), p. 19.

'8 Procurement Post Review Report—TCP, Delhi (May 2, 2006), p. 6; Procurement Post Review Report—TCP,
Goa (Jun. 2, 2006), p. 9; Procurement Post Review Report—TCP, Manipur (Apr. 13, 2006), pp. 12-13.

181 Procurement Post Review Report—TCP, Assam (May 30, 2006), pp. 8, 18; Procurement Post Review
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letters can result in incomplete responses from some vendors while allow-
ing others to obtain the clarification necessary to submit a more respon-

sive bid.

B Orders Placed Prior to Vendor Selection. The reports indicate that in three
separate instances in three different states, relating to contracts with a
total value of USD 7,680, vendor selection or the actual receipt of goods
occurred prior to the bid review and official vendor selection.'®? The award
of contracts prior to receiving offers may indicate that the winning ven-

dors were pre-selected.

B Bids Submitted Prior to Issuance of Solicitation Letter. The Goa review noted
a contract for USD 295 for which two bids were dated prior to the issuance
of the solicitation letters, which may indicate that the bidders were con-
tacted in advance and possibly provided advance information on bidding

requirements.'®®

B Pricing Irregularities. In two separate cases, reviewers identified pricing
irregularities within contracts. In Goa, USD 200 of bamboo sticks were
sole sourced at twice the price paid for the same item a year earlier.'® In
Chhattisgarh, several items were procured at prices higher than those
offered by other qualified bidders.'®

B Insufficient Time to Bid. The reports identify four instances across three
states, relating to contracts worth a total of USD 8,355, in which the ten-
der processes did not allow sufficient time for suppliers to submit bids.'®
Failing to allow for sufficient response times may result in interested and
competitive suppliers being unable to bid properly, and can lead to the

steering of contracts to preferred suppliers.

Report—TCP, Delhi (May 2, 2006), pp. 7, 8; Procurement Post Review Report—TCP, Gujarat (unknown date),
p- 4; Procurement Post Review Report—TCP, Jammu and Kashmir (May 15, 2006); pp. 5, 8-9; Procurement Post
Review Report—TCP, Manipur (Apr. 13, 2006), p. 5; Procurement Post Review Report—TCP, Mizoram (date
unknown), p. 5.

182 Procurement Post Review Report—TCP, Assam (May 30, 2006), p. 17; Procurement Post Review Report—
TCP, Goa (Jun. 2, 2006), p. 9; Procurement Post Review Report—TCP, Uttar Pradesh (Apr. 4, 2006), p. 30.

18 Procurement Post Review Report—TCP, Goa (Jun. 2, 2006), p. 5.

184 Ibid., p. 10.

'8 Procurement Post Review Report—TCP, Chhattisgarh (Apr. 3, 2006), p. 8.

186

Procurement Post Review Report—TCP, Arunachal Pradesh (May 6, 2006), p. 18; Procurement Post Review
Report—TCP, Jammu and Kashmir (May 15, 2006), p. 6; Procurement Post Review Report—TCP, Manipur (Apr.
13, 2006), pp. 5-6.
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3.

Contract Splitting. The Uttar Pradesh post-review report indicates that at
least one tender, totaling INR 29,350 (USD 652), was split into two con-
tracts to keep the value below the INR 15,000 review threshold.'®”

Unapproved Bid and Tender Modifications. The reports identify three
instances in which bids were modified after they were submitted. In Goa,
two bidders submitted modified bids two days after quotations were
opened for a USD 295 contract.'® The Tripura report identified three sep-
arate instances in which the same contractor submitted an alternate bid, in
the same amount, for three different remodeling contracts, each of which
was worth USD 778.'% It is not clear whether the new bid amount was

higher or lower than the original bid.

Bid Similarities. One tender file from Sikkim included three bids related
to a USD 864 contract. The reviewer noted that all three quotations “were
exactly identical in all respects except rates raising doubts about their

genuineness.”'*

Missing Documentation. In 11 instances across three states, relating to
contracts worth a total of USD 9,550, no bid documents whatsoever were
available for review."! The lack of tender documents brings into ques-
tion whether or not a competitive process was undertaken at all in those

cases.

SOE Financial Reviews

The SAR Financial Management representatives provided the DIR with five

Statement of Expenditure Financial Review reports related to TCP, for the states

of Assam, Maharashtra, Karnataka, Tamil Nadu, and Gujarat. These reviews were

performed to verify that claimed expenditures (1) were used for their intended

purpose, (2) were properly supported by adequate documentation, (3) were prop-

erly recorded in the accounting records, and (4) were eligible for financing by the

bank. Further, the reviews were performed to assess whether the projects had ade-

quate internal control frameworks to support the accurate preparation of SOEs.'”

187 Post Review Report—TCP, Uttar Pradesh (Apr. 4, 2006), pp. 34-35.

188 Procurement Post Review Report—TCP, Goa (Jun. 2, 2006), p. 5.

'8 Procurement Post Review Report—TCP, Tripura (Apr. 4, 2006), pp. 8-10.
190 Procurement Post Review Report—TCP, Sikkim (Apr. 13, 2006), p. 7.

I Procurement Post Review Report—TCP, Meghalaya (Apr. 10, 2006), pp. 7-9; Post Review Report—TCP, Ut-
tar Pradesh (Apr. 4, 2006), pp. 16-21; Post Review Report—TCP, West Bengal (Apr. 4, 2006), pp. 11, 14.

2 Statement of Expenditure Financial Review, Tuberculosis Control Project, Assam (May 31, 2005); Statement
of Expenditure Financial Review, Tuberculosis Control Project, Maharashtra (June 7, 2005); Statement of Ex-
penditure Financial Review, Tuberculosis Control Project, Tamil Nadu (Apr. 30, 2005); Statement of Expenditure
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The SOE Financial Reviews include several indications of internal control
weaknesses such as inadequate recordkeeping and failure to properly approve
SOE submitted to the Bank.!** In addition, the reports include several indicators of

fraud and corruption including:

Advances Claimed As Expenditure. The report for Tamil Nadu indicates that
advances given for certain hospital repairs in the amount of INR 56,000 were

included in SOE expenditure figures.'™*

Inadequate Handling of Cash and Fraudulent Withdrawal. The report for Assam
indicates that temporary employees were being allowed to handle banking trans-
actions, creating an opportunity for fraud. Further, at DTCS Nalbari, an embezzle-
ment of INR 112,200 was committed through a forgery. The report notes, however,

that the amount was subsequently recovered.'”

Discrepancies between SOE Amounts and Audited Financial Statements.
Each of the five reports included a finding that expenditure totals in the SOEs did
not agree to audited financial statements or the underlying books and records. The

total discrepancy aggregated INR 2,818,000."*°
4. ThelCR

Project Rating. The ICR rated the TCP’s implementation and achievement
of development objectives as “satisfactory” The ICR concluded that the project
achieved its development objective “to reduce mortality, morbidity and disability
due to TB by curing TB cases, thereby reducing the incidence of infectious TB, the
annual risk of infection, and the development of drug resistance.”*”” The ICR cited

the following statistics in support of its conclusion:

B “Initially it had been envisaged that, over the entire project period, public

sector health services in the project districts would process 1.9 million

Financial Review, Tuberculosis Control Project, Karnataka (Jan. 11, 2006); Statement of Expenditure Financial
Review, Tuberculosis Control Project, Gujarat (May 31, 2005).

195 Statement of Expenditure Financial Review, Tuberculosis Control Project, Assam (May 31, 2005), p. 7, Ap-
pendix B; Statement of Expenditure Financial Review, Tuberculosis Control Project, Tamil Nadu (Apr. 30, 2005),
p-8.

194 Statement of Expenditure Financial Review, Tuberculosis Control Project, Tamil Nadu (Apr. 30, 2005), p. 7.
195 Statement of Expenditure Financial Review, Tuberculosis Control Project, Assam (May 31, 2005), p. 7.

1% Statement of Expenditure Financial Review, Tuberculosis Control Project, Assam (May 31, 2005), p. 6; State-
ment of Expenditure Financial Review, Tuberculosis Control Project, Maharashtra (June 7, 2005), p. 6; Statement
of Expenditure Financial Review, Tuberculosis Control Project, Tamil Nadu (Apr. 30, 2005), p. 9; Statement of
Expenditure Financial Review, Tuberculosis Control Project, Karnataka (Jan. 11, 2006), p. 6; Statement of Expen-
diture Financial Review, Tuberculosis Control Project, Gujarat (May 31, 2005), p. 6.

7 ICR, p. 7.
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cases where TB was suspected, a target that was later raised to 2.4 million.

The actual estimated number was slightly over four million. . . 7%

B “Similarly, it had been envisaged that, over the entire project period, about
800,000 patients would be put on DOTS treatment in the project districts,
but the actual number was more than double this target, at almost 1.8 mil-

lion patients.”**

B “Also in 2004, a sputum positive case detection rate of 72 percent was
achieved in the project districts against a target of 50 percent in the SAR
[South Asia Region].**

B “The cure rate for cases treated in project districts in 2004 reached 86 per-
cent, slightly higher than the project’s target of 85 percent. The public sec-
tor TB cure rate nationwide before the start of the project was only about
35 percent, which shows how large a difference the introduction of DOTS
has brought*"

The ICR also concluded that the project had “developed clear operational and
technical guidelines for treatment as well as procurement, financial management

and other technical aspects of the project.”**

“The Bank’s performance in the identification, preparation, and appraisal of the
project [was] rated satisfactory,*® as was the Bank’s performance during super-
vision.””* The ICR concluded that “Aide-Mémoires were effective in alerting the
MOFHW and CTD to problems with project execution,” and that “Project Status
Reports (PSRs) realistically rated the performance of the project both in terms of
achievement of development objectives and project implementation.”®” The ICR
also determined that “[t]he Bank was . . . firm when the circumstances so required,
as demonstrated during suspension and restructuring of the project”?* “By not
canceling the project at that time,” the ICR noted, “the Bank management took a

calculated risk and in retrospect this turned out to be a good decision.”*"”

8 Ibid., p. 8.
99 Thid,
20 Ipid,
20 Thid,
22 Ibid, p. 13.
2 Jbid,, p. 16.
20 Tbid,, p. 17.
25 Ihid,
26 Ihid,
27 Ihid,
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The Borrower’s overall performance was rated “moderately satisfactory”®
The ICR concluded that, “[w]hile the government’s performance before suspen-
sion was clearly unsatisfactory, improvement after the lifting of suspension was

remarkable.”?”

Identification of Implementation Problems. The ICR identified “[t]wo aspects
of project design which became serious constraints to effective program implemen-
tation . .. (i) the centralization of decision making in the program and unclear role

assigned to the states; and (ii) weak procurement capacity of the MOHFW.2'

With respect to the former, the ICR noted that “[t]he reluctance of the MOHFW
and WHO to provide wider responsibilities to the states, proved to be a major
constraint to ensure decentralized implementation and extending the [TCP’s]
coverage”*'! The ICR concluded that the problem was adequately “addressed dur-

ing the project restructuring [in 2002] 22

With regard to inadequate procurement capacity, the ICR noted the MOHFW’s
failure to accede to the BanK’s insistence that an independent procurement agent
be appointed, which led to the project’s suspension in March 1998.>"* Although
“the GOI [Government of India] signed a contract with RITES for this purpose” in
January 2000, the ICR concluded that “timely procurement of drugs remained an

issue even after this step was concluded.”**

However, the ICR did not refer at all to any of the procurement problems and
other issues that had been noted in the various audit reports and procurement
post-reviews. Similarly, although the aides-mémoire sometimes referred to pro-
curement delays*® and an inadequate financial management infrastructure,*'° they
never noted any of the fraud or corruption indicators described in the audit and

post-review reports.

25 Ihid,, p. 20.

2 Ibid., p. 18.

20 Jbid., p. 7.

2 Ihid,, p. 14.

22 Ibid.

23 Jbid., pp. 14-15.
2 Ihid,, p. 15.

25 See, e.g., Aide-Mémoire (Jan. 24-25, 2000), p. 4; Aide-Mémoire (Sept. 4-22, 2000), pp. 4-5; Aide-Mémoire
(Sept. 27-Oct. 14, 2004), p. 4.

216 See, e.g., Aide-Mémoire (Sept. 4-22, 2000), pp. 13-14; Aide-Mémoire (Sept. 27-Oct. 14, 2004), p. 5.
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B. Complaints Management

As detailed below, the DIR reviewed a number of complaints relating to
the pharmaceuticals and equipment procured under the TCP. In a number of
instances, the available documentation was not sufficient to determine whether
the Bank responded appropriately to the complaints. However, in the cases for
which documentation was available, the DIR concluded that the Bank generally

took appropriate steps to investigate and resolve the complaints.
1. Pharmaceuticals

The 1999 Tender. With respect to the 1999 tender, the Bank received com-
plaints from two companies (Lyka Labs and Maneesh) whose bids were deemed

non-responsive. The Bank referred the complaints to the procurement agency
(HSCC) for consideration.?"’

Both HSCC and the Bank determined that the BEC properly disqualified Lyka
Labs, which failed to provide evidence of a manufacturing license for the pharma-
ceutical “combi-packs” that were a required element of the products for which Lyka
Labs was the lowest evaluated bidder (PCs 1 and 3).

According to the BER, Maneesh’s bid was deemed non-responsive because the
company failed to demonstrate the necessary volume of prior sales. The documents
provided to the DIR do not reveal how HSCC dealt with Maneesh’s subsequent com-
plaint. However, Maneesh did not submit the lowest bid for any of the three items
for which it competed, so its complaint does not give rise to concerns with the BEC’s

ultimate findings.

The 2000 Tender. The DIR reviewed three complaints relating to the 2000 ten-
der. The first such complaint, a letter from Novartis to the Bank, argued that Novar-
tis should have been awarded the contract at issue because it was the lowest bid-
der. However, Novartis acknowledged in its letter that “due to an oversight, certain
documents were not submitted” with its bid. In response, the procurement agent
(MECON) properly stood by its decision to exclude Novartis on the basis of the

inadequate documentation.

Two other complaints, addressed to the Bank and others, questioned the decision
to exclude Cadila/Zydus from competing for PC1 contracts. In response, MECON
properly pointed out that the company failed to demonstrate that it had supplied a

27 As noted earlier in this chapter, procurement was initially conducted by the MOHFW, then on an interim
basis by HSCC. In 2000, at the Bank’s insistence, an independent professional procurement agency, MECON,
was selected to oversee procurements. When the project was extended in 2005, WHO’s Global Drug Facility as-
sumed the responsibilities for managing procurement under the TCP.
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certain quantity of the drug over the past two years, as required by the tender docu-
ments. That requirement had been reviewed and approved by the Bank, which prop-

erly supported MECON'’s interpretation.

The 2001 Tender. The DIR reviewed four complaints relating to the 2001 tender.
Pure Pharma complained to the Bank about a clarification to the bidding documents
issued by MECON approximately one month before the bid submission deadline.
Specifically, Pure Pharma took issue with what it viewed as “unrealistic stipulations
sets regarding the annual turnover requirement of [International Tender Documents]
imposed at the end of the sale period” and complained that the huge bid securities
requested had financial implications for the companies. The DIR was not provided
with any other correspondence related to this matter. However, Pure Pharma was
not disqualified from this process, so this issue apparently had no impact in its abil-

ity to participate in the tender.

The Bank was also copied on correspondence from Nestor, complaining that the
company had been unfairly excluded from the bidding process because of an unjust
deregistration by the MSO. The DIR did not receive additional documentation show-
ing how those complaints were processed. However, as noted above, Nestor had been
deregistered by the MSO at this time and was not authorized to provide drugs to the
MOHFW.

I. D. Nagpal submitted a note to the Bank stating that one of the bidders, Lupin
Laboratories, had been debarred by the Ministry of Defence in April 2001 with respect
to supplying pyrazinamide 750 mg. According to Mr. Nagpal, the company sought to
avoid the debarment by merging with Lupin Chemicals, forming a new entity called
“Lupin Ltd” The DIR did not receive additional documentation regarding this com-
plaint. However, the MSO registry does not record Lupin as being deregistered, so it

appears that the company was properly included in the 2001 tender.

Finally, a complaint submitted by the Indian Society to Eradicate Corruption in
Public Spending supported Nestor’s claim that it was unfairly excluded and repeated
Mr. Nagpal’s complaint that Lupin Ltd. received a contract award for which another
company, Lupid Laboratories, submitted the bid. No documentation was provided

to the DIR to determine how this complaint was handled.

The 2002 Tender. The DIR located only one complaint relating to the 2002 ten-
der. Pure Pharma wrote to the Bank, arguing that the company should have been
awarded certain contracts despite the fact that it had been deregistered as an autho-

rized supplier of isoniazid. The DIR has not been provided with documentation
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showing how this complaint was handled. However, as discussed above, it is clear
that Pure Pharma was deregistered at the time and thus correctly excluded from all

PCs that included isoniazid.

The 2004 Tender. With the exception of the correspondence relating to Nestor’s
and Pure Pharma’s deregistrations, described in detail earlier in this chapter, no

complaints were submitted to the Bank with regard to the 2004 tender.
2. Equipment

The DIR located six complaints that were submitted to the Bank relating to the
procurement of equipment. Three of the complaints related to the interpretation of
certain bid specifications and the reasons why some companies’ bids (Carl Zeiss,
Labomed, and HD Consortium [HDC]) were deemed non-responsive. In the case
of Zeiss and HDC, the Bank sought clarification from HSCC and, after considering
HSCC'’s response, rejected the complaint. There is no documentation showing how

the Bank handled the complaint submitted by Labomed.

The other three complaints (submitted by Leica Microsystems, Darbara Singh,
and Speed Fair Co.) related to the claim that MLW Intermed (provider of light instru-
ments equipment) was not the manufacturer of the microscopes and that the micro-
scopes were not manufactured in Germany. The correspondence reviewed by the DIR
suggests that the Banks South Asia Region procurement team (SAR team) properly
handled the matter, seeking clarifications from the Borrower and demanding that
specific measures be taken to establish whether the allegations were true. Only after
these additional steps had been taken did the Bank gave its No-Objection to the con-
tract award, with the proviso that if it was later established that the microscopes were
not produced by MLW in Germany, the Bank would not finance the contract. In addi-
tion, the SAR team contacted the Bank’s Oversight Committee for Fraud and Corrup-
tion (OCFC, within which INT was located at that time) setting out the allegations.
A member of the SAR team later visited the MLW premises in Germany to estab-
lish whether the company was producing microscopes, and the findings were shared
with the OCFC. Additionally, on its website, MLW Germany claims to have provided
microscopes to India in 1998-2000 under the RNTCP and Malaria projects.

The DIR was advised by Dr. H. R. Raweendra, a WHO consultant, that he had
heard from an unidentified lab technician that the microscopes were manufactured
in China. However, he was unable to provide the source of that information and
identify the contracts related to this rumor. In short, the DIR found no indicators

calling into question the origin of the microscopes.
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Description of Product
Codes

Product
Code (PC) #

PC Short
Description

PC Description

1 Treatment box for | 24 combi-packs each with: 18 multi-blisters each with:
Category | patient | -1 rifampicin cap. 450 mg -3 rifampicin cap. 450 mg
-2 isoniazid tab. 300 mg -6 isoniazid tab. 300 mg
-3 ethambutol tab. 400 mg -4 pyridoxine tab. 5 mg
-3 pyrazinamide tab. 500 mg
2 Treatment box for | 36 combi-packs each with: 22 multi-blisters each with:
Category Il patient | -1 rifampicin cap. 450 mg -3 rifampicin cap. 450 mg
-2 isoniazid tab. 300 mg -6 isoniazid tab. 300 mg
-3 ethambutol tab. 400 mg -9 ethambutol tab. 400 mg
-3 pyrazinamide tab. 500 mg | -4 pyridoxine tab. 5 mg
3 Treatment box for | 24 combi-packs each with: 18 multi-blisters each with:
Category lll patient | -1 rifampicin cap. 450 mg -3 rifampicin cap. 450 mg
-2 isoniazid tab. 300 mg -6 isoniazid tab. 300 mg
-3 pyrazinamide tab. 500 mg | -4 pyridoxine tab. 5 mg
4 Prolongation 12 combi-packs each with:
pouch -1 rifampicin cap. 450 mg
-2 isoniazid tab. 300 mg
-3 ethambutol tab. 400 mg
-3 pyrazinamide tab. 500 mg
5 Streptomycin 750 | Vials in loose packs, each vial of 750 mg
mg
6 Rifampicin 150 mg | Blister strip of 10 tablets, each capsule of 150 mg
Isoniazid 100 mg Blister strip of 10 tablets, each tablet of 100 mg
8 Pyrazinamide 500 | Blister strip of 10 tablets, each tablet of 500 mg
mg
9 Combi-Pack 7 combi-packs, each with:
-1 rifampicin cap. 450 mg
-1 isoniazid tab. 300 mg
-1 ethambutol tab. 800 mg
-2 pyrazinamide tab. 750 mg
10 Ethambutol 800 Blister strip of 10 tablets, each tablet with 800 mg
mg
11 Isoniazid 300 mg Pack of 10 tablets, each tablet with 300 mg
12 Rifampicin 450 mg | Blister strip of 10 tablets, each capsule of 450 mg
13 Pyrazinamide 750 | Blister strip of 10 tablets, each capsule of 750 mg

mg
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Strategic Observations

The DIRS findings suggest systemic vulnerabilities in the Bank’s India health port-
folio and its operational policies. These findings prompt the following strategic
observations—some of which regard issues noted in the Bank’s paper on Strength-
ening World Bank Group Engagement on Governance and Anticorruption—that are

intended to promote best practices in current and future Bank projects:

Project Design

1. The risk assessments contained in the five projects’ design documents did
not identify fraud and corruption as a risk to project success. Despite grow-
ing awareness of fraud and corruption as a threat to the Bank’s projects,
these risk assessments were never revised to consider fraud and corruption
risks. As a result, the Bank’s project supervision teams generally were not

motivated to identify and respond to fraud and corruption concerns.

2. 'The Bank’s project designs do not give sufficient weight to risks of “critical”
implementation failures. For example, in the FDCBP, the Bank did not
identify the risk that electrical power would not be connected to newly
built laboratories, even though a lack of electricity would prevent the labo-
ratories from functioning. These operational failures may pose significant

reputational risks to the Bank.

3. In some of the reviewed projects, the Borrower—with the Bank’s knowl-
edge and consent—delegated procurement, implementation, and supervi-
sion authority to the same entity, which creates a conflict of interest for
that entity. The DIR found strong indicators that such entities failed to
report problems that the DIR identified as indicators of fraud and corrup-

tion, and for which these entities bore at least partial responsibility.

Project Supervision

4. The Bank’s supervision system does not sufficiently inspect and docu-
ment whether and how well implementation is occurring. In the reviewed
projects, supervision generally did not involve comprehensive site visits
or physical inspections, and those inspections that did occur were not
detailed in subsequent project reports. Had such comprehensive and doc-
umented reviews occurred, the Bank would have identified and addressed

implementation problems in real-time during the life of the project.
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5. 'The risks associated with the Bank’s policy of delegating supervision to
the Borrower increase when the Bank fails to independently verify Bor-
rower reports and data. The DIR found that Borrower data and reports
were sometimes substantially inaccurate: for example, in the OHSDP, the
DIR observed significant civil works problems at many hospitals that the

Borrower reported to be complete.

6. The BanK’s supervision aides-mémoire, which are the central project super-
vision documents produced by the Bank, were negotiated with the Bor-
rower. As a result, they were frequently opaque and lacked detail regarding
project supervision activities. When the reports did observe procurement
and implementation issues—many of which the DIR found to be indica-
tors of fraud and corruption—it appears that the Bank’s observations did
not trigger effective remedial action by the Borrower. This suggests that
the BanKk’s ability to take swift and decisive corrective action is limited by

additional considerations introduced by the broader country dialogue.

7. The BanK’s prior- and post-reviews of contract procurements are not
designed or conducted in a manner that identifies indicators of fraud and
corruption. The Bank reviews contracts individually for documentary
completeness and compliance with Bank procedural guidelines; fraud and
corruption indicator identification occurs only as a corollary to this task.
As a result, the Bank examines procurement materials that contain obvi-
ous “red flags” but does not identify or act on them. For example, several
Bank prior reviews identified identical bid prices but, rather than object
to the contract award because the identical prices suggested collusion,
the Bank gave its No-Objection to splitting the contract between the two
bidders. The Bank’s current procurement review methodology therefore
appears to limit its ability to identify, prevent, or otherwise remedy pos-

sible fraud and corruption problems.

8. Neither the Bank nor the Borrower sufficiently verified the authenticity of
the documents that bidders submitted as proof of their qualifications. For
example, the DIR found that many of the performance certificates submit-

ted in reviewed projects appeared to be fraudulent upon basic inspection.

9. The Bank’s financial management systems lack contract-specific payment
data, making it impossible to readily reconcile payments with contracts
and properly determine detailed project expenditures. The DIR observed

significant differences between the statements of project expenditures in
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the Bank’s Project Portal, its Implementation Completion Reports (ICRs),

and the contract data provided by the Borrower.

10. The DIR observed that, at least at the Bank’s South Asia procurement hub
(“the hub”), the Bank lacks a consistent approach to responding to fraud-
and corruption-related complaints. Complaints were reviewed individu-
ally, and the hub did not appear to be identifying recurring problems or
repeat offenders—despite the existence of a South Asia Region (SAR) com-
plaints database. Pursuant to Bank policy, complaints regarding the client
were forwarded to the client for comment, and the hub often appeared to
accept the client’s response at face value without further inquiry. Further,
the hub filed complaints chronologically along with other unrelated cor-
respondence, rather than by complaint, which severely impedes the Bank’s
ability to track complaint resolution. The Bank’s bidding documents also
do not state where to file complaints or how the Bank’s complaint system

functions, which likely deters affected parties from filing complaints.

11. The DIR was unable to identify certain key information sharing between
Bank task teams, between the Bank and the Borrower, and between the
Borrower’s project implementation agencies. For example, the Bank is not
provided with the India national and state government lists of deregistered
pharmaceutical companies. This lack of information sharing prevents the
Bank from performing effective due diligence in its procurement prior-
and post-reviews and diminishes the likelihood of the identification of

fraud and corruption, reputational, and other risks to the Bank.

Project Evaluation

12. Some projects’ implementation success ratings were inconsistent with
the DIR’s observed status of project implementation. This inconsistency
appears grounded in the Bank’s reliance on Borrower data—which the DIR
sometimes found to be inaccurate—and the Bank’s inadequate weighing

of critical project outputs in its project evaluation metrics.

Decentralized Procurement

13. The DIR found that decentralized procurement (local contracts) exhibited
pervasive indicators of fraud and corruption that repeated across projects.
The Bank is increasingly using decentralized procurement and the large
number of such contracts makes their total value substantial. However, the

Bank’s decentralized procurement review methodology is highly deficient.
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Because local contracts are geographically dispersed and low in individual
value, the Bank only conducts procedural compliance spot-checks of a
small selection of contracts. Further, the Borrower often does not even
maintain a complete list of all local contracts, which is a prerequisite for
the Bank to conduct an effectively targeted post-review. The combination
of these facts and trends indicates a major weakness in the Bank’s procure-

ment controls.
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