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Appendix D - Ministry of Defence



Appendix D (Refer to para 22 of Chapter I) Defence OFFSET GUIDELINES The provisions in the Defence Procurement Procedure concerning offsets will be implemented as set out in succeeding paragraphs. 1. Objective of Defence Offsets The key objective of the Defence Offset Policy is to leverage capital acquisitions to develop Indian Defence industry by (i) fostering development of internationally competitive enterprises, (ii) augmenting capacity for Research, Design and Development related to Defence products and services and (iii) encouraging development of synergistic sectors like civil aerospace, and internal security. 2. Quantum and Scope of Offsets These provisions will apply to all Capital Acquisitions categorized as Buy (Global) , outright purchase from foreign/Indian vendor, or Buy and Make with Transfer of Technology , purchase from foreign vendor followed by Licensed Production where the estimated cost of the acquisition proposal is 300 crore or more.

stipulated by the Department of Industrial Policy and Promotion as applicable. 4.3 The OEM/vendor/Tier-I sub-vendor will be free to select the Indian offset partner for implementing the offset obligation provided the IOP has not been barred from doing business by the Ministry of …
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    	1 Appendix D (Refer to para 22 of Chapter I) Defence OFFSET GUIDELINES The provisions in the Defence Procurement Procedure concerning offsets will be implemented as set out in succeeding paragraphs. 1. Objective of Defence Offsets The key objective of the Defence Offset Policy is to leverage capital acquisitions to develop Indian Defence industry by (i) fostering development of internationally competitive enterprises, (ii) augmenting capacity for Research, Design and Development related to Defence products and services and (iii) encouraging development of synergistic sectors like civil aerospace, and internal security. 2. Quantum and Scope of Offsets These provisions will apply to all Capital Acquisitions categorized as Buy (Global) , outright purchase from foreign/Indian vendor, or Buy and Make with Transfer of Technology , purchase from foreign vendor followed by Licensed Production where the estimated cost of the acquisition proposal is 300 crore or more.
2 They will apply to Indian firms or their Joint Ventures under Buy (Global) procurements as explained in Para 30 percent of the estimated cost of the acquisition in Buy (Global) category acquisitions and 30 percent of the foreign exchange component in Buy and Make with ToT category acquisitions will be the required value of the offset obligations. Offset obligations may be discharged with reference to eligible products and eligible services as described in Annexure-VI to Appendix -D. The Defence Acquisition Council (DAC) may, after consideration by SCAPCHC, prescribe varying offset obligations above 30 percent or waive the requirement of offset obligations in 2 special cases. Such directions may be made applicable for a class of cases or for an individual case depending on the factors involved, such as type of acquisition, strategic importance or urgency of the acquisition, ability of Indian Defence industry to absorb the offset and any other relevant factors.
3 The offset condition will form a part of the RFP and subsequently of the main contract. A separate offset contract will be executed simultaneously with the main contract. These provisions will not apply to (i) procurements under the Fast Track procedure, and (ii) procurements under the Option clause where an offset obligation was not stipulated in the original contract. In respect of procurements under the Option clause, where an offset obligation was stipulated in the original contract, the offset guidelines prevailing at the time of signing of the original contract would be applicable. 3. Avenues for Discharge of Offset Obligations For the purpose of Defence capital acquisitions, offset obligations may be discharged by any one or a combination of the following methods: (a) Direct purchase of, or executing export orders for, eligible products manufactured by, or services provided by Indian enterprises, Defence Public Sector Undertakings, Ordnance Factory Board and private and public sector Indian enterprises.
4 The list of products and services eligible for discharge of offset obligations is at Annexure VI to Appendix -D. (b) Foreign Direct Investment in joint ventures with Indian enterprises (equity investment) for the manufacture and/or maintenance of eligible products and provision of eligible services. Such investment would be subject to the guidelines/licensing requirements stipulated by the department of Industrial Policy and Promotion. (c) Investment in kind in terms of transfer of technology (TOT) to Indian enterprises for the manufacture and/or maintenance of eligible products and provision of eligible services. This could be through joint ventures or through the non-equity route for co-production, co-development and production or licensed production of eligible products and eligible services. The investment in kind in 3 terms of TOT must cover all documentation, training and consultancy required for full TOT (civil infrastructure and equipment is excluded).
5 The TOT should be provided without licence fee and there should be no restriction on domestic production, sale or export. (d) Investment in kind in Indian enterprises in terms of provision of equipment through the non-equity route for the manufacture and/or maintenance of eligible products and provision of eligible services (excluding TOT, civil infrastructure and second hand equipment). (e) Provision of equipment and/or TOT to Government institutions and establishments engaged in the manufacture and/or maintenance of eligible products and provision of eligible services, including DRDO (as distinct from Indian enterprises). This will include augmenting capacity for Research, Design and Development, Training and Education but exclude civil infrastructure. (f) Technology Acquisition by the Defence Research and Development Organization in areas of high technology listed in Annexure-VIII to Appendix -D.
6 Foreign vendors could consider creation of offset programmes in anticipation of future obligations through offset banking as per guidelines in para 4. Indian Offset Partner Indian enterprises and institutions and establishments engaged in manufacture of eligible products and/or provision of eligible services, including DRDO, are referred to as the Indian Offset Partner (IOP). The Indian offset partner shall, besides any other regulations in force, also comply with the guidelines/licensing requirements stipulated by the department of Industrial Policy and Promotion as applicable. The OEM/vendor/Tier-I sub-vendor will be free to select the Indian offset partner for implementing the offset obligation provided the IOP has not been barred from doing business by the Ministry of Defence . 4 The agreement between the OEM/vendor/Tier-1 sub vendor and the IOP shall be subject to the laws of India.
7 5. Discharge of Offset Obligations Vendor Responsibility The Vendor of the equipment under the main procurement contract will be responsible for the fulfillment of offset obligations. The Vendor may allow his Tier-1 sub-vendors under the main procurement contract to discharge offset obligations, to the extent of their work share (by value), on behalf of the main/prime vendor. However, overall responsibility and liability for the full discharge of offset obligations shall continue to remain with the main/prime vendor. Any shortfall by the Tier-1 sub-vendor shall be made good by the main/prime vendor, failing which the vendor shall be liable for penalty and debarment as stipulated in the offset guidelines. Period for Discharge Offset obligations are to be discharged within a time frame that can extend beyond the period of the main procurement contract by a maximum period of two years. The period of the main contract includes the period of warranty of the equipment being procured under the main contract.
8 Performance Bond Where the period for discharge of offset obligations exceeds the period of the main procurement contract, the vendor will be required to furnish an additional Performance Bond to Defence Offset Management Wing in the form of a Bank Guarantee covering the full value of the un-discharged offset obligations falling beyond the period of the main procurement contract. This Performance Bond shall be reduced annually, until full extinction, based on the pro rata value of the discharged offset obligation accepted by the Defence Offsets Management Wing (DOMW). The additional Performance Bond shall be submitted six months prior to expiry of the main Performance-cum-Warranty Bond. In cases where the main procurement contract is signed on the basis of a Inter-Governmental Agreement(IGA) under Para-71 of Defence Procurement Procedure ( ) through Foreign Military Sales(FMS) by the US Government, but offset contract is signed 5 with the OEM/vendor, the OEM/vendor shall be required to furnish a Performance Bond equal to 5 percent of the offset obligation which is required to be fulfilled during the period of the main procurement contract.
9 An additional Performance Bond would be required in case the period for discharge of offset obligation exceeds the period of the main procurement contract as indicated in Para above. Mandatory Offsets A minimum 70 percent of the offset obligation must be discharged by any one or a combination of Paras (a), (b), (c) and (d). Where the discharge of offset obligations is proposed in terms of Para (d), the vendor will be required to buyback a minimum 40 percent of the eligible product and/or service (by value) within the permissible period for discharge of offset obligations. Offset Credits for ToT Where the discharge of offset obligations is proposed in terms of Para (c) the offset credit for TOT shall be 10 percent of the value of buyback during the period of the offset contract, to the extent of value addition in India. Offset Banking Only contracts for direct purchase or export of eligible products or services or investments made in eligible products or services after the signing of the main procurement contract shall be reckoned for discharging offset obligations.
10 However, pre-approved banked offset credits will be considered for discharge of offset obligations subject to a maximum of 50 percent of the total offset obligation under each procurement contract. The banked offset credits shall remain valid for a period of seven years from the date of acceptance by DOMW. Banked offset credits will not be transferable except between the main vendor and his Tier-1 sub- vendors within the same procurement contract. The main vendor will be required to submit a list of such Tier-1 sub-vendors along with the technical and commercial offset proposals. Banking of offset credits shall be permissible only in respect of offsets stipulated in Paras (a), (b), (c) and (d) of the Defence Offset guidelines. Guidelines for banking offset credits are at Annexure-VII to Appendix -D. 6 Value Addition The concept of value addition will apply only for direct purchase/export of eligible products.
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