Draft Defence Production Policy 2018- Invite for Comments

Govt of India has announced in the General Budget 2018-19 that the
Govt will bring out an industry friendly Defence Production Policy 2018
to promote domestic production by public sector, private sector and
MSMEs. In pursuance of the above, the Govt. has formulated a draft
Defence Production Policy 2018 which is placed below.

It is requested to provide your comments on the draft policy at dirpnc-
ddp@nic.in latest by 30.03.2018.




DRAFT

DEFENCE PRODUCTION POLICY 2018

1. Preamble

1.1 Self-reliance in defence production has been the goal of India’s defence production

1.2

1.3

strategy since 1960s. Government has also announced a Defence production Policy 2011.
Significant progress in domestic defence production has been made. India defence
production has progressively increased from Rs. 43,746 crores in 2013-14 to Rs. 55,894
crores in 2016-17. Defence PSUs like HAL in aero, MDL, GRSE, GSL and HSL in naval,
BDL, BEML, MIDHANI and OFBs in land systems and BEL in electronics have emerged
as significant players in the defence production ecosystem in the country. Several
platforms like Air Defence Missile System ‘Akash’, Light Combat Aircraft ‘Tejas’, Main
Battle Tank ‘Arjun’, Ballistic Missiles like ‘Prithvi’, ‘Agni’, Multi Rocket Launcher
System ‘Pinaka’, Central Acquisition Radar have been designed and produced
indigenously and several others like Fighter Aircraft Sukhoi Su-30 MKI & T-90 Tank
have been produced based on transfer of technology. However, it is also true that despite
some salient achievements of our defence production ecosystem, a significant part of our
defence requirements continue to be dependent on imports. India has become one of the

largest importer of defence goods and services in the world. This needs to change.

A vibrant defence industry is a crucial component of effective defence capability, and to
achieve national sovereignty and military superiority. The attainment of the same shall
ensure:

1.2.1 Strategic independence

1.2.2 Sovereign capability in selected areas

1.2.3 Cost effective defence equipment

1.2.4 Collateral benefits ensuing from the endeavours of the defence industry

R&D and innovation are important determinants of defence production capabilities. The
technology change in the information arena, the biological arena and the nano-technology
arena is not only going to have a profound impact on military operations, but will also
require a much more responsive defence industry, especially in light of the decreasing
predictability of future needs. DRDO has 52 labs across all domains of defence for R&D

in defence related requirements and has played an important part in new technology
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1.5

1.6

1.7

development in the country. However, we continue to manufacture several technological
platforms under licensed-production. World over defence has been a major reason and
determinant of technological growth and development. We need to develop cutting-edge

technologies to be able to achieve leadership in defence products.

India has emerged as a top destination for R&D Centres in the world, ahead of US China
in 2015 and the trend continues. The R&D strength of India needs to be channelized for
creating domestic IPR for defence needs. With the launch of Start-Up India program,
India has also become the hotspot of start-up activity in the world, having the third-
largest start-up ecosystem globally. These strengths need to be leveraged to catapult

India as a developer of next level of frontier defence technologies in the world.

New and emerging technologies like Artificial Intelligence and Robotics are arguably the
most important determinants of defensive and offensive capabilities for any defence force
in the future. Most leading countries are working frantically to achieve leadership in
these technologies. Cyber space has opened the fourth domain of warfare, beyond Army,
Navy and Air force. India, with its leadership in IT domain needs to use this technology

tilt to its advantage.

Government has as part of its ‘Make in India’ programme has given a new impetus to
development of defence production in the country both for its need and also for exporting
to friendly countries. Several initiatives have been taken in the last three years to
promote greater participation of industry. These include revision in Defence Procurement
Procedures to introduce ‘Make-I’ and ‘Make-1I" processes, introduction of Strategic
Partnership Model, increase in FDI through automatic route to 49%, restricting licensing
requirements for critical items, denotifying several items previously produced only by

OFBs for production by industry etc.

Defence Production Policy 2018 attempts to further build on these initiatives and
provides a focussed, structured and significant thrust to development of defence design

and production capabilities in the country.




2. Vision

To make India among the top five countries of the world in Aerospace and Defence
industries, with active participation of public and private sector, fulfilling the objective of
self-reliance as well as demand of other friendly countries.

3. Goals and Objectives

The policy has the following goals and objectives:

3.1 Create an environment that encourages a dynamic, robust and competitive defence
industry as an important part of the ‘Make in India’ initiative.

3.2 To facilitate faster absorption of technology and create a tiered defence industrial

ecosystem in the country.

3.3 To reduce current dependence on imports and to achieve self-reliance in development
and manufacture of following weapon systems/platforms latest by 2025:-
3.3.1 Fighter Aircraft.

3.3.2 Medium Lift and Utility Helicopters.
3.3.3 Warships.

3.3.4 Land Combat Vehicles.

3.3.5 Autonomous Weapon Systems.
3.3.6 Missile Systems.

3.3.7 Gun systems.

3.3.8 Small Arms.

3.3.9 Ammunition and Explosives.
3.3.10 Surveillance Systems.

3.3.11 Electronic Warfare (EW) Systems.
3.3.12 Communication Systems.

3.3.13 Night Fighting Enablers.




3.4 To achieve a turnover of Rs 1,70,000 Crores (USD 26 Bn approx) in defence goods
and services by 2025 involving additional investment of nearly Rs70,000 Crores

(USD 10 Bn approx) creating employment for nearly 2 to 3 Million people.

3.5 To achieve export of Rs 35,000 Crores (USD 05 Bn approx) in defence goods and
services by 2025.

3.6 To make India as a global leader in Cyberspace and Al technologies.

4. Strategies

The Policy is centered on following pillars:
4.1 Fostering a competitive, innovative and robust defence industry.

4.2 Encouraging collaborations to acquire latest technology, manufacturing processes,
skill-sets and R&D.

4.3 Providing a boost to MSMEs and Start-ups.

4.4 Strengthening infrastructure, including QA/QC/testing labs, both within public and
private sector.

4.5 Enabling ease of doing business.
4.6 Enhancing defence exports.

5. Ease of Doing Business in Defence Production

5.1 To make it easier to do business with defence, particularly for innovators, small and
medium-sized enterprises and non-traditional defence suppliers, the following is

proposed:

5.1.1 Necessary enabling provisions will be brought in to enable Startups and MSMEs to
participate in transparent and fair manner, without having restrictions of turnover,

prior experience as they meet technical and functional requirements.

5.1.2 The stipulation that the value-addition for IDDM should be done by one unit will be

done away with. The IDDM requirements of value-addition can be met if said
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5.2

5.3

5.4

5.5

5.6

5.7

value-addition is done within India by multiple units within India. This will enable

Startups and MSMEs working in part of the value-chain.

Undertake ‘Competency Mapping’ of private defence industry including MSMEs, to
establish their core competence/ability to absorb various technologies. Towards this, a
new Portal will be opened shortly on DDP website to improve engagement with industry
and to facilitate collection/updation of requisite inputs directly from the Indian
industry/suppliers. The Portal will also be used to flag new procurement opportunities, as

well as explaining new policies and processes.

Defence Investor Cell in Department of Defence Production will provide handholding to
MSMEs and other investor in defence production, as also to resolve issues with Central,

State and other authorities.

Technology Perspective Capability Roadmap (TPCR), which lists out the
platform/weapon systems being considered for procurement in the next 10 year
timeframe by our Services will also be hosted on Department of Defence Production
website to provide our private industry greater visibility into the likely opportunities in
the defence sector. Understanding future capital priorities will allow industry to position

themselves in an optimal manner to compete at the appropriate time.

The Simplified Make-11 process of DPP 2016 will be streamlined to make it easier for

industry to enter in defence production sector.

Simplified Make-11 process provides for proactive suggestions from industry for
consideration by services. Services would be encouraged to consider such proposals

received from industry.

Sample survey shall be carried out involving industry units in defence clusters to identify
bottlenecks in doing business in defence. Policies will be streamlined based on these
feedbacks.

Licensing Process

6.1

Licensing process for defence industries will be liberalised. The list of items requiring
licenses will be reviewed and pruned. Except a small negative list, other items will be

taken out of purview of licensing.




10.

6.2 All applications for licenses will be disposed off in 30 days. NOCs/Comments from all

agencies must necessarily be received within two weeks.

6.3 Favourable consideration will be given to the track record of companies for purpose of

renewal or additional license.

The practice of ex-ante capacity assessment of industrial units will be done away with, in
general. Suitable safeguards will be ensured in the RFP through EMDs and performance
Guarantees. Only in exceptional cases, involving big value of extremely critical projects, ex-
ante capacity assessment will be undertaken.

Open Competition

8.1 Open competition, besides maximising returns on money, is the greatest driver for
innovation and productivity, and therefore will remain at the core of defence

procurement.

8.2 Revenue procurement and outsourcing of services will be progressively made

competitive through increased participation of industry.

8.3 Only niche/core products will be manufactured by OFB. Several non-core items have
already been de-notified from the OFB list and Ordnance Factories are competing with

industry for supply of these items. This list of items will be progressively reviewed.

EDI

9.1 FDI regime in defence will be further liberalised.
9.2 FDI up to 74% under automatic route will be allowed in niche technology areas.
Offsets

10.1 New investment linked avenues for discharge of offset obligations will be made

available which will also enable certainty and quick discharge of offsets.

10.2 The end-to-end offset process will be made digital to ensure speedy, transparent and

efficient management of offset obligations.

10.3 Offsets Ombudsman will be set up to resolve issues arising from claims of offset in a

fair, speedy and transparent manner.




11. Tax

11.1 Tax regime will be rationalised to make domestic manufacturing attractive by ensuring

there is no tax inversion.

11.2 Taxes on import of capital goods and services, inputs and components used in defence

production will be rationalised in this regard.

12. Market Creation

12.1 Aggregation of demand over medium to long term will be the accepted broad policy for
attracting investment in major defence production areas. Aggregation of such demand
will help attract greater investment interest and reduce prices of identified goods and
services. Wherever feasible, aggregation of such demand will also be done across non-
defence sectors including the needs of internal security, civil aviation sector, shipping

sectors etc.

12.2 Wherever applicable, life time support for large platform will be included while inviting
bidders to set up production facility. This will enable setting up adequate facilities for
spare, repair and maintenance during the life-cycle of the platform.

13. Vendor Development and Outsourcing

13.1 OFB and DPSUs will focus on system integration, design and development, and will
actively engage domestic vendors in the private sector for other assembly work.

13.2  Similarly, private defence majors will also be encouraged to play the role of a System
Integrator and setup an extensive eco-system comprising development partners,

specialised vendors and suppliers, particularly from the MSME sector.

14. Infrastructure Development

Success of the policy is dependent upon a genuine partnership with industry, which

helps to build a robust defence eco-system and creates jobs across the country.

Towards this, following steps are envisaged:

14.1 Defence Industry Corridors: Two Defence industry Corridors will be set up in
collaboration with States to provide state-of-the-art infrastructure and facilities

for setting up defence production facilities.

14.1.1 These Defence Corridors will be built on existing defence production

facilities and will set up new industry clusters to create a synergistic
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supply chain of MSMEs and OEMs with necessary testing and
certification facilities, export facilitation centres, technology transfer

facilitation etc.

14.1.2 Govt of India will contribute 50% of assistance subject to a ceiling of Rs
3000 Crores to the SPV set up for development of each defence
corridor. The SPV will take up projects for creating necessary eco-

system for defence production in these corridors.

14.1.3 In each Defence Corridor, one major cluster of defence production units
around an anchor unit will be developed in one of the Nodes of the

Defence Corridor.
14.2 Testing Infrastructure

14.2.1 The existing with Defence organizations will be made available for

private industry use.
14.2.2 Government will also set up testing facilities for industry use, and/or

14.2.3 Create a scheme for providing 75% assistance to industry to set up
common testing facilities subject to a ceiling of Rs 100 crores per

facility. Detailed scheme will be notified later.

15. Boosting OFB and Public Sector

15.1 Government will support infusion of new technology/machineries in OFB/DPSUs to
enable them take up advanced manufacturing/development of futuristic weapons and

equipment.

15.2 OFB/DPSUs will be encouraged to increase productivity and timely execution of orders
by addressing issues of high inventory handling, greater vendor outsourcing, improving
skill levels, overall program management etc. Greater use of IT based systems including
systems for supply chain management customer relationship management, data

analytics, etc, will be adopted.

15.3 Ordnance Factories will be professionalized to make them competitive and improve their
productivity.




16.

17.

15.4 Disinvestment of minority stake in DPSUs will be pursued.

15,5 DPSUs/OFB will explore acquisition of technology through mergers/acquisitions
globally.

15.6 Cyber security framework will be put in place for DPSUs and OFBs to prepare them for

leveraging capabilities of cyber space in their respective functions.

Standardization and Quality Assurance

16.1 The quality control process will be reviewed and aligned with the best global practices.

16.2 Simulation based testing will be encouraged and greater emphasis will be laid on
acceptance of certification from accredited laboratories.Towards this, DGQA will
promulgate a detailed list of environmental tests, which are supportable by

certification/simulation, for reference of industry.

16.3 Third-party and self-certification will be promoted across all platforms and throughout

value chain.

16.4 Pool of test beds/firing ranges/QA-QC labs will be mapped in the country and wherever
required new QA/QC and testing facilities/labs will be setup both in the Govt
departments as also the private sector.

Export Promotion

17.1 Defence Expo and Aero Expo will be positioned as major global events to showcase

India’s capabilities in defence manufacturing, as also to encourage exports.

17.2 Subject to strategic considerations, domestically manufactured defence products of both
public sector organisations and private industry will be promoted through Govt to Govt

agreements and Line of Credit/Funding.

17.3 Indian Offset Partners will be encouraged to take up export of parts and accessories
developed as part of offset process.

17.4 DPSUs/OFBs will set up export offices in countries having such potential with the

objective of promoting exports actively.




18.

17.5 Defence Export Organisation will be set up jointly with industry to promote export of

Indian defence products abroad.

17.6 The end-to-end export clearance process in the Department of Defence Production will

be made online and time-bound.

Innovation and R&D

18.1 While promoting the public sector based R&D ecosystem developed through DRDO
labs, efforts will be to create an active and healthy innovation and R&D ecosystem for
Defence technologies in partnership with the industry.

18.2 A High Level mechanism with involvement of Service organizations and HQIDS will be
set up for identifying capability voids and defining critical technologies required for
indigenous research/manufacturing in consultation with industry and academia. They
will provide advice regarding technology platforms, which should be developed in the
country in the medium and long term. Wherever required, Government will provide

support for development of such platforms.

18.3 R&D capability mapping will be done to identify defence related technologies. This
mapping will cover DRDO labs, other public sector laboratories, academic institutions

and industry.

18.4 Support will be given for speedily indigenising components/sub-assemblies from foreign
OEMs, which are used for manufacture of final products under licensed production in
the country.

18.5 Services/DPSUs/OFs have worked out formal arrangements for research with top end
technical institutions in the country. This initiative will be encouraged and will be
further spread to other academia/higher learning institutions to spur R & D in select
fields as well as to build indigenous capacities to undertake substantial technology

upgrades.

18.6 Centres of Excellence with industry participation and with Government support, will be
set up in niche areas to enable development of frontier technology areas with active

involvement of academia and R&D institutions.
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18.7 Competitive funded prototyping will be pursued during the design process to address the
multiple challenges of technical feasibility, affordability, producibility and
supportability.

19. Start-ups

19.1 Start-ups will be involved in the technology development in aerospace and defence

sectors.

19.2 Hackathons will be conducted on specific problem areas. Department of Defence
Production and DRDO will announce challenges for major defence R&D requirements
for institutions to participate with well-defined outcomes. An amount of Rs 1000 crores

will be allocated for this purpose for period 2018-2022.

19.3 A scheme entitled Innovation for Defence Excellence (iDeX) will be formulated which
will set up Defence Innovation Hubs throughout the country to provide necessary
incubation and infrastructure support to the start-ups in defence area. Wherever required,
private venture capital into the defence sector, especially for start-ups will be

encouraged.

19.4 Government will come up with appropriate policy for Start-ups in strategic areas to
monetise the newly developed technologies. The policy will, inter-alia, provide Right of
First Offer to Government to acquire the technology through appropriate market based

acquisition process.

19.5 An Intellectual Property Cell will be set up in Department of Defence Production for
promoting creation of Intellectual property in the sector. The Cell will, inter-alia,
provide legal and technical assistance for identifying and registering intellectual

property in aerospace and defence related sectors.

19.6 Priority will be given to registration of intellectual property involving national security

and defence and aerospace related technologies.

20. Aerospace

20.1 DDP will consult all stakeholders and explore possibility of a setting up an autonomous
National Aeronautical Commission, in line with Nuclear or Space Commissions tobring

focus onto following important areas:
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20.1.1 Leverage mutually beneficial links between military and civil aviation for

expansion and, importantly, indigenisation.

20.1.2 Bring together diverse agencies for synergies in technology development, basic

and fundamental research and production.

20.1.3 Create a scenario in which the benefits of a competitive environment are felt in

all areas of the economy as a whole and the defence economy in particular.

20.2 An Aeronautical University will be set up as an autonomous institution to promote
design, development and manufacturing industry in the country on a 50:50 cost-sharing

basis between Government and HAL.

20.3 Automotive component manufacturers and other similarly relevant industries will be
encouraged, through appropriate skill development and technology upgradation

initiatives, to transition to aerospace component design and manufacturing.
20.4 Financial and fiscal incentives will be provided for promoting MRO in aerospace sector.

20.5 Leveraging the design and manufacturing capabilities developed in the country for
developing various flying platforms, Government will develop civilian aircraft of 80 to
100 seats over the next 7 years.

20.6 Capacities to produce various platforms, including Light Combat Aircraft (LCA),
Advance Light Helicopter (ALH), Light Combat Helicopter (LCH), Light Utility
Helicopter (LUH), Dornier 228 will be augmented to meet the requirement of forces as
well as export. Appropriate models, including joint offshore manufacturing, will be

explored for global market.

20.7 Global majors will be encouraged to set up manufacturing capabilities of their platforms

in India, both to cater to domestic needs and export from India.

21. Electronics and Cyber Space

21.1 To leverage India’s strength in IT/software area and a program to incentivise

development of specific technologies relating to cyberspace will be formulated.

21.2 A Task Force involving experts from Industry, Academia, DRDO, and Government has
been set up to chalk out the strategic roadmap for Defence in the area of Artificial
Intelligence and Robotics has been set up recently. Necessary mechanism will be set up

to implement the recommendations.
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22.

21.3 Support will be provided to strengthen cyber security infrastructure for defence related

systems in the country.

21.4 Secure communication devices, secure microprocessors and secure mobile phone

development will be supported.

21.5 Viability of chip-level fabrication (Silicon, GaN, etc) will be supported in collaboration

with similar efforts being taken up in Ministry of Electronics and IT.
Governance

22.1 Department of Defence Production (DDP), Ministry of Defence will be the nodal

department for implementation of the Defence Production Policy 2018.

22.2 Legal framework will be put in place to ensure that technology and other sensitive
information shared with industry is safeguarded and put in place. Trusted supply chains
will be encouraged in defence production ecosystems.

22.3 All AoNs involving domestic production will be reviewed by HQIDS in a time-bound
manner and their implementation expedited. Those AoNs where further progress is not

likely, will be appropriately closed and necessary steps to issue fresh AoNs initiated.

22.4 Awards and Recognition are currently available for DPSUs and OFBs. DDP will institute

similar awards and recognition for well-performing private industry and start-ups.

22.5 As far as possible, all requirements of forces will be manufactured domestically. Where
the capability to manufacture does not exist in Indian industry, transfer of technology or
enhanced FDI will be considered to enable domestic production. Imports will be

resorted only in exceptional situation.

22.6 The Government e-Marketplace (GeM) will be used for those items, which are repeatedly

required for needs of the forces and for which adequate supplier base exists.

22.7 State Governments will be encouraged to come up with State specific aerospace and
defence related policies to attract investment in this sector. Some states have already

taken the initiative in this regard.
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22.8 Department of Defence Production will hold regular interactions with all stakeholders,
including industry, to foster a partnership model for growth of aerospace and defence

sector in the country.

22.9 All stakeholders; DDP, Services, DRDO, DPSUs will conduct regular Outreach
Programmes in various parts of the country to interact with industry, especially
MSMEs, to spread awareness about the potential opportunities, as also understand the
challenges being faced by them. Setting-up of Zonal Liaison/Development Nodes will

also be considered.

22.10 Services will also be encouraged to hand-hold defence industry through continuous
interaction, sharing of information and arranging visits to repair establishments/field

depots for better understanding/appreciation of the requirements.

22.11 Public Procurement Order will be made applicable for procurement of those items in

Defence sector for which tenders are global and domestic production capability exists.

22.12 Institutional data collection mechanism regarding Aerospace and Defence industries in

the country, including production, export, import, will be put in place.
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