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INTRODUCTION 

If the Chairman, Committee on Public Undertakings, having been 
authorised by the Committee to submit the Report on their behalf, 
present this Forty-Eighth Report on the Action Taken by Govern-
ment on the recommendations contained in the Thirteenth Report of 
the Committee on Public UntIertakings (Third Lok Sabba) on 
Management & Administration of Public Undertakings (Planning of 
Projects) . 

2. The Thirteenth Report of the Committee on Public Undertak-
ings was presented to the Lok Sabha on the 10th December, 1965. 
The replies to the recommendations contained in the Report were 
received on the 2nd February, 1968 and 31st March, 1969. Replies 
of Government in respect of 49 recommendations had not been re-
ceived till the 22nd April, 1969 when the Committee finally consider-
eti the replies. 

3. The replies of Government to the recommendations contained 
in the aforesaid Report were considered and approved by the Com-
mittee on the 22nd April, 1969. The Committee authorised the Chair-
man to finalise the Report and present it to Parliament. 

4. The RepGrt has been divided into the following five Chapters:-

I. Report 

II. Recommendations that have been acceptetl by Government. 

III. Recommendations which the Committee do no1; desire to 
pursue in view of Government's reply. 

IV. Recommendations in respect of which replies of Govern-
ment have not been accepted by the Committee. 

V. Recommendations in respect of which replies from Govern-
ment are still awaited. 

5. An analysis of the action taken by Government on the recom-
mendations contained in the Thirteenth Report of the Committee on 
Public Undertakings (Third Lok Sapha) is given in the Appendix 

(v) 



(vi) 

VIn. It would be observed therefrom that out of the 68 recommen-
dations in the Report, 22 per cent have been accepted by Govern-
ment and the Committee do not desire to pursue 6 per cent of the 
recommendations in new of Government's reply. Replies to 72 per 
cent of the recommendations are awaited. 

NEW l>J:Lm: 
April 22, 1969. 
Vauakha 2, 1891 (Sua):' 

G. S. DHIT..LON, 
Chairman, 

Committee On Public 
Undertakings. 



CORRIGENDA 

Forty-eighth Report on the Action ta.:en by Government 
on the recommendations contained in ;he lliirteenth 
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CHAPTER I 

REPORT 

The Thirteenth Report of the Committee on Public Undertakings 
iThird Lok Sabha) on Managem,ent and Administration of Public 
Vndertakings (Planning of Projeds) wa_s presented to Parliament 
sn the 10th December, 1965. Government were requested on the 
14th December, 1965 to furnish replies to the recommendations con-
-tained in the aforesaid Report as early as possible, preferably ht six 
months' time. 

2. Though a period of more than three years has elapsed, Gov-
-Emment have furnished replies to only 19 out of 68 recommenda-
tions and that too after repeated written reminders. 

3. The Committee are unhappy to note that there has been a 
delay of over three years by Government in replying to most of the 
lecommendations contained in the Report. Such delay.s defeat the 
nry purpose of the report!; of the Committee. The Committee hope 
that there would be in future greater awareness at the higher levels 
in the Government of the need to effectively implement the recom-
mendations of the Committee within a reasonable time. 



CHAPTER U 

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED BY" 
GOVERNMENT 

ReeommendatiOD (Serial No.1) 

The Committee recommend that at the time of setting up or • 
public undertaking. Government should in'<licate the specific objec-
tives for which it is being set uP. the precise targets which it has t(1 
achieve and also indicate the time schedule for cOlllPletion andtlae 
cost estimated. Although it might not olways be possible to 8J»eIl 
out in great details some of " these matters at the initial stages of the 
undertakings, nevertheless some broad indications of these could be" 
given 'at that stage supplemented by further instructions and tlirec-
tions as the project progresses. It is not the intention of the Com-
mittee that Government should take the initiative in this regard. 
That initiative should rightly be vested in the undertaking. The Com-
mittee feel that from time to time Government should indicate what 
the undertaking should attain in a prescribed period. This would 
not only serve as an incentive to the undertaking but also give Gov-
ernment a yardstick to measure its performance. The Committee-
hope that Government would issue suituble Instruments of Instruc-
tions to all the public undertakings as and when they are set up. 
(Paragraph 8) 

Reply of Government 

The objects for which the undertakings is being set up are broadlf" 
indicated in the Memorandum of Association in the case of the.-
undertaking incorporated as a company. The time schedule for 
completion of the project and the cost estimotes as well as the targets-
of production are given in the detailed project reports as approved 
by the Government. The progress of the project '<luring the construc-
tion period as also the progress of production programmes are watch-
ed by the Ministries concerned and also the Bureau 01 Public Enter-
prises. For this purpose the profonnatlce of quarterly returns hP 
been recently prescribed. Detailed technical and fiooncial review .. 
on the working of the selected enterprises are also being made. 

Government accept the suggestion regarding the issue of instru-
ment of instructions to all public sector undertakings at the time of 
their being set up. Since the Administrative Reforms Commission 
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has also Ill:ade certain recommendations regarding the question of 
laying down the objects and obligations of public sector under--
takings, appropriate instructions will be issued by the Bureau of 
Public Enterprises taking into account Government's decision on-
these recommendations also. 

[Ministry of Industrial Development, Internal Trade and Company-
Mairs (Deptt. of Industrial Development) a.M. No. Pr.C.16 (14) r 
65, dated the 31st March, 1969J. 

Recommendation (Serial No.3) 

The Committee would stress the utmost need for closely scrutinis-
ing the figures and data supplied which form the basis for embark--
jng 'on a project. It is worthwhile considering how in the case of 
Phyto Chemical Project of Indian Drugs and Pharmaceutjcals Ltd." 
wrong data came to' be supplied. It should also be borne in mind 
that in their eagerness to have the project located in their territories, 
it is possible that the State Governments may not give the same 
care anti attention to basic data as is necessary. The Oommittee 
would, therefore, recommend that the Central Government should, 
exercise a close and independent check on any data supplied by the 
State Government. (Paragraph 17). 

Reply of Government 

It may be mentioned that the matter has already been engaging 
Government's attention and instructions have been issued on ce:rtain; 
aspects of civil works estimates. Copy of Ministry of Finance Cir-
cular No. 687-Adv(c)Cir!21167 dated 9th August, 1967 is enclosed. 
(Appendix I). The instructions issued envisage the cl-ose scrutiny 
of the 'basic data including the data supplied by State Governments 
while examining the detailed project report. 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) a.M. No. Pr.C.16 (14) l 
65, p.ated the 31st M~rch, 1969]. 

Recommendation (Serial No.4) 

It ~ppears that there is no clear understanding as to the various 
aspects that a techno-economic feasibility study should cover. The 
Committee feel that absolute uniformity in this respect is not possi-
ble and some variation according to the nature and size of the under-
taking to be established is inevitable. Information such as demand: 
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projections, raw meterials, size and technology of the project loca-
tion, earning estimate (profitability) is, however, basic and ~hould 
be included in all techno-economic feasibility studies. As it is on 
the basis of such a study that a project is approved or embarked upon 
it would be worthwhile undertaking a detailed study of what should 
be included in the techno-economic feasibility studies. Since the 
techoo-economic feGsibility study is the only basis on which the 
Cabinet approves a project and subsequent reports do not usually 
go to it, it is but proper that when a proposal goes before it all its 
technical and economic aspects are placed before it. The Commit-
tee would, therefore, recommend that a check list of all the aspects 
that 9 teebno-economic feasibility study should include should be 
drawn up for the guidance of all those whose have to deal wjth the 
planning of projects. (Paragraphs 18-20). 

Reply of Government 

Please see the requirements laid down in the "Manual of Feasibi-
1ity Studies" and the instructions issued which have been referred 
to in the reply to S. No.2. 

,[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr.C.16 (14) I 
65, dated the 31st March, 19691. 

Recommendation (Serial No.5) 

The Committee hope that suitable programme for expansion of 
<the activities of public sector undertakings in the matter of conduct-
ing techno-economic feasibility studies will be drawn up and imple-
mented. (Paragraph 23). 

Rec:ommendation (Serial No.6) 

The principal diftlculty of developing our own agencies tor feasi-
bility studies and Detailed Project Reports is the absence of suitably 
trained Indian engineers. The Committee note that in a few cases 
Indian engineers have been associated with foreign agencies in con-
tiucting fCitQsibility studies. This has not been done in every caSe. 
The Committee would recommend that as long as we have to depend 
upon foreign agencies for preparation of these studies the Govern-
ment should inv8flably insist that a group of our own engineers and 
technicians be associated with the foreign agencies to learn the 
preparation of the techno-economic feasibility studies. (paragraph 
23). 
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Recommendation (Serial No.7) 

. At. present no advance feasibility studies for the setting up of pro-
Jects In the public sector were undertaken, except for the steel plants 
,and a few other industries with the result that considerable time had 
. to be spent on preliminary investigations before deciding on them. 
The Committee feel that Government should set up an agency with 
a continuous programme for conducting feasibility studies in the 
various industrial spheres So that it may have a large number of 
such studies in hand and as soon as the resources are available the 
more promising among them may be chosen for preparation M De-
tailed Project Reports. (Paragraphs 24-26). 

Reply of Government 

For developing expertise for the preparation of feasibility studies 
and detailed project reports, a number of organisations have been 
set up, e.g. Technological Consultancy Bureau of the NIDC, Engineer 
(India) Limited, the Planning and De,velopment Division of 
Fertilizer Corporation, Central Engg. and Design Bureau of Hindu-
stan Steel Limited, etc. To the extent, expertise is available in such 
organisations, a number of project studies, designing and engineering 
work is entrusted to them and foreign agencies are contacted only 
in those fields where specialisation is yet to be built up. The 
ultimate aim, however, is that reliance on the foreign agencies is 
reduced to the minimum possible. 

Specific instructions covering certain aspects of this matter have 
already been issued vide Planning Commission's letter No. I&M14191 
2 i 66, dated 10th October, 1966 (Appendix II). In regard to the re-
commendation for having a continuous programme of conducting 
feasibility studies, instructions have been issued vide Ministry of 
Finance letter No. 1942-DPMI67, dated 3rd August, 1967 (Appendix 
III) . ': "1'" .~ 

_' .J .... 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr.C.16 (14) I 
65, dated the 31st March, 1969]. 

Recommendation (Serial No.8) 

There is no uniformity at present about the information included 
in the note submitted to the Cabinet seeking approval for a public 
sector project. In certain cases, e.g. Hindustan Photo Films Ltd., Oil 
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Refineries Ltd., t~e Cabinet ap~roval has been taken on \Twy mea&re: 
da1Ja such as capital cost, foreign exchange savings or only the de-
mand for the products. The Committee recommend that Govern-
ment should lay down the form and the manner in which the Cabi-
net'. approval to projects is sought. For this purpose a list of all the 
buic iDformation to be included in the note should be drawn. It 
should be ensured that nothing of importance from the technical or 
eeonomic point of view is <1mitted. The Committee would further 
suggest that every proposal which is put up to the Oabinet for ap-
proval should invariably contain indication of the investment output 
ratio, so that economic viability of the project is also clear. (Para-
graphs 28-30). 

Recommendation (Serial No.9) 

While appreciating the possibility of exceptional circumsbances,. 
the Committee recommend that since it is only the techno-economic 
feasibility studies and no other reports pertaining to a project go be-
fore the Cabinet. this rule sh.uld be made unexceptionable. (Para-
graph 33). 

Reply of Government 

As has been already indicated in Government's reply to the 
recommendation 9t S. No.5 of the 35th Report of the Estimates Com-
mittee (3rd Lok Sabba) on Heavy Electricals Ltd., Bhopal, by the 
very nature of things, the information available about the details 
while seeking the approval of Cabinet in such cases would vary frem 
project to proje.ct. This would be largely covered by the instruc-
tions con~ined in the Bureau of Public Enterprises O.M. No.2 (75) I 
68-BPE (GM), dated 23rd April, 1968 (Appendix IV). 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs( Deptt. of Industrial Development) O.M_No. Pr.C.16(14)! 
65, dated the 31st March, 1969]. 

~ommendation (Serial No. 11) 

The Committee noticed that in the case of a number of projects. 
project reports were prepared twice, because either the prodUct-mix 
of the project wes revised (e.g. National Instruments Lt.d.) or the 
target of production was revised (e.g. Coal Mining Machtnery Pro-

ject of HEe) or the assumptions on the basis of which the first pro-
ject report was prepared were later found to be not correct (e.g. 
Panna Diamond Mfuing Project' of the N.M.D.C.) o~ the report was 
not found satisfactory (e.g. Mining Project of Pyrites " Chsmicals 
Developmen\ Co. Ltd.). The Committee feel concerned at the man-
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ner in which the project reports have been commissioned, without 
first having a definite idea of the product-mix or the quantity to be 
produced. Such incomplete reports necessitate supplementary pro-
ject reports. Apart from the amount spent in getting such further 
reports, the delay they cause in launching of projects is also a matter 
of concern. Except in the case of Eokaro, the Committee do not feel 
that a second project report was unavoidable. They feel that with 
some ioresight anti proper planning in each case, this could have 
been avoided and considerable infructuous expe~iture and time 
c()uld have been saved. They hope that necessary steps would be 
taken to prevent recurrence of such shortcomings. (Paragraphs 
39-45). 

Reply of Government 

'The requirements of preliminary project evaluation hRs already 
been covered. Both on the. question of product-mix and on the ques-
tion of targets of production, the instructions issued vide Bureau of 
Public Enterprises O.M. No. 2(75}/68-BPE (GM) , dated 23rd April, 
1968 (Appendix IV) envisage proper scrutiny of these aspects of the 
detailed project reports. 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr.C. 16 (14) I 
65, dated the 31st March, 1969]. 

Recommendation (Serial No. 12) 

From the study of the Detailed Project Reports of the various 
projects, the Gommittee noticed that the. aspects covered in the 
Detailed Project Reports varied from project to project. In the 
opinion of the Committee, though some variations in the aspects to be 
included in such reports might be occasionally necessary, no Detail-
ed Project Report should lack basic information such as the cost and 
profit estimates, manpower requirements, source, cost and consump-
tion of raw materials etc. To obviate the chances of omission of 
important aspects from the Detailed Project Reports and also in the 
interest of proper execution <1f the projects the Committee would 
recommend that Government should envolve a standard check list 
of items which should invariably be included in all the Detailed 
Project Reports. It should not be difficult to compile such a ch~k 
list in view of the experience so far gathered in the matter of settmg 
up of public sector project. The Committee recommend that a team 
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eomposed of Government Officers who have been closely connected 
with the preparation of detailed project reports, senior executives who 
have been entrusted with the execution of, setting up or operation 
ef projects together with technical experts should be appointed to 
evolve a standard check list. (Paragraphs 46-49). 

Reply of Government 

The check list as suggested is indicated in Government's instruc-
tions contained in Ministry of Finance letter No. 1942-DPMI67. 
dated 3rd August, 1967 (Appendix III) and also in Ministry of Finance 
(BPE) O.M. No. 2 (75) 168-BPE (GM) , dated 23rd April, 1968 
(Appendix IV) 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr.C.16 (14) r 
65, dated the 31st 'M\lrch, 1969). 

Recommendation (Serial No. 13) 

The Committee appreciate that if a fairly detailed report is avail-
able in anticipation of aid, the time to be spent on the preparation of 
a Detailed Project Report could be shortened. In the opinion of the 
Commiteee the moral of the Bokaro Steel Project Report is that a. 
Detailed Project Report should not be prepared until the source of 
foreign assistance is located. The Committee, therefore, recommend 
that in cases where the implementation of a project is dependent on 
foreign assistance, being assured, Government should have only a 
techno-economic feasibility study prepared in detail giving enough 
basic infonnation to the aid giving country to detennine its feasi-
bility. (Paragraph 53). 

Reply of Government 

Noted. Necessary instructions have been issue.d to all the Minis-
tries!Departments of the Government of India vide Ministry of 
Industrial Development and Company Affairs (Deptt. of Industrial 
Development) O.M. No. Pr.C. 16 (14) [65-1, dated 5th January, 1968 
(Appendix V). 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr.C. 16 
(14) /65, dated the 31st March, 1969] 
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• R~ommendation (Serial No. 14) 

The time taken for the preparation of Detailed Project Reports has 
varied from 1 year to 1 year 7 months. While appreciating the need 
for adequate investigation at the preliminary stage and also the 
divergence of practices in this regard in the East European and the 
Western countries in the nature and contents of the Detailed Pro-
ject Report prepared by them the Committee feel that the longer time 
taken in the preparation of the Detailed Project Reports in the past 
has not been solely for these reasons. It is not clear to the Committee 
how in the absence of a study of the time taken for the preparation 
of the Detailed Project Report in foreign countries-a fact which was 
admitted by the representatives of the Ministries during evidence-
the Government was able to determine the reasonableness of the time 
reqUired for preparation of a Detailed Project Report. Further, it is 
understood that though a certain time limit was stipulated in the 
agreements with foreign consultants for the preparation of the De-
tailed Project Reports quite often the actual time taken exceeded the 
time agreed upon. The delay in drawing up the Detailed Project 
Report by Foreign consultants was also due to our delay in supplying 
the required data. In view of the above, the Committee recommend 
that Government should take necessary measures to avoid any loss 
of timE' in the preparation of Detailed Project Report in future. In 
this connection a study of the normal time taken in the preparation 
of Detailed Project Report in foreign countries should prove help-
ful to the Government. (Paragraphs 58-59). 

Reply of Government 

In certain cases a suggestion of the kind referred to is not always 
avoidable. However, necessary instrUctions have been issued in this 
regard to the various Ministries/Departments vide Ministry of Fin .. 
ance letter No. 3213 S (IPF) 67, date.d 5-8-1967 (Appendix VI). 

[Ministry of Industrial Development, Internal Trade and Company 
Aftairs (Department of Industrial Development) O.M. No. Pr. 
C. 16 (14) /65, dated the 31st March, 1959] 

Recommendation (Serial No. 15) 

Regarding the supply of essential data to the consultants the Com-
mittee would suggest that as soon as Government decision is taken 
to set up a project, the collection of data normally required by the 
consultant should also be proceeded with. For this purpose Govern-
ment should also prepare a list of information generally sought by 
the Consultants, for the preparation of the Detailed Project Report. 
(Paragraph 60). 
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. Reply of Government 

Instructions contained in the Ministry of Fina~ce' ~iter N~. 1942-
DPM/67, dated 3-8-67' (Appendix III) meet th~ requirements made 
in this recommendation. . 

{Ministry of Industrial Development, Internal Trade and Company 
A1!airse (Deptt. of Industrial Development) O.~ No. Pl'. C. 18 
(14)/65, dated the 31st MaTch,' 1969] J.' 

Recommendation (Serial No. 17) . 

The Committee are glad to know that the future policy of the 
Government is to set up organizations such as the P1~ning and De-
velopment Division of the Fertilizer Corporation of India Ltd., in all 
the projects. But they cannot help remarking that tbe progress in 
setting up such organisations has been rather slow. For instance, 
the Committee cannot understand why in the field of heavy engi~ 
neering and electrical engineering industries, no planning and Deve~ 
lopment units have so far been set up. The. Committee are of the 
opinion that in view of the large sums paid to the consultants for 
drawing Detailed Project Reports and preparation of working Draw-
ings, the need fOl' setting up agencies, for drawing of detailed Pro-
ject Reports. in all the undertakings need hardly be emphasised. 
Such organisations will not only help in the development of know~ 
how within the country which would avoid dependence on other 
-countries but would also help in the pooling of experience and build-
ing up of necessary knownedge which woUld be available for the 
future projects. The Committee trust that necessary steps would 
be taken by Government to develop Planning and Design Organisa-
tions in all the industries. (Paragraphs 66-67). 

Reply of Government 

Agencies are being developed in the public sector projects for 
this purpose besides the Technological Consultancy Bureau establish-
ed in the NIDC which undertakes studies of this kind, In the Private 
Sector also there are a number of approved consultancy firms which 
are competent to take up this work, Some of the larger public sec~ 
tor undertakings have sufficient know-how and are actually in a posi~ 
tion to undertake designing. Planning and Development work is 
being looked after by the appropriate Planning and Development 
Organisations like the Central Engineering and Design Bureau of 
Hindustan Steel. Government have also set up organisations like 
the Central Machine Tool Research Institute at Bangalore, the" Cent-
ral Mechanical Engineering Research Institute at Durgapur, Organi~ 



II 

sations have also been set up in the Public Sector like (1) Engineers 
India Ltd., (2) National Industrial Development CorpOration Ltd. 
with its Technologic~l Consultancy Bureau etc. which are specifi-
cafiy charged with the responsibility of attending to the development 
of design and planning programmes in the specific industries con-
cerned. 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr. C. 16 
(14) /65-, dated the 31st March, -1969]. 

Reco~endation (Serial No. 60) 

A number of public undertakings particularly those in the Sou-
thern Region suffered from power cut upto 50 per cent, during cer-
tain months. The Committee hope that the deeisions to set up Sou-
thern Regional Grid would be implemented as scheduled so that the 
problems of these undertakings along with other industries in the 
private sector are solved. When each a grid comes into being it 
would be necessary to ensure that no State is deprived of electricity 
by others and that the rate at which electricity is supplied by one 
State to the other is not discriminating (Paragraph 192-195). 

Reply of Government 

The Southern Regional Grid has since been planned and is under 
construction. The grid will comprise of the following inter-State 
link lines:-

(i) 220 KV Single-circuit line between Cuddapah and Singa-
rapet. 

(ii) 220 KV Single-circuit line between Madurai and Sabri-
giri. 

(iii) 222 KV Single-circuit line between Singarapet to Banga-
lore. 

The line at (iii) above was charged on the 24th November, 1965 
and enabled transfer of substantial amount of power into 160 MW 
from Sharavathi Power System of the Mysore State to the Madras 
system during the year 1966-67 when there was a serious shortage 
of power in Madras State due to failure of monsoon rains. The re-
maining two interstate links between Madras and Kerala and Andh-
ra Pradesh and Madras are expected to be completed during 1968-69. 
With the completion of the above three lines, the first phase of the 
SOuthern Regional Grid would be completed. In order that the trunk 

618 (Aii) L.S.-2. 



tranmnission lines are constructed expeditiously, the Central Govt. 
has decided to provide 100 per cent loan assistance for the Construc-
tion of trunk transmission lines to the States. The following inter-, 
State transmission lines in the Southern Region are covered under 
thil scheme of Central assistance:-

(a) Andhra Pradesh: 

(i) Singarapet-Kaipadi-Chitoor-Cudapah 220 KV SIC 
308 Km. 

(ii) Munirabad-Hampi 110 KV SIC 22 Km. 

(b) Kerala: 

(1) Madurai-Pamba 220 KV SIC 157 Km. 

(c) Madra.t: 
(i) Madurai-Pamba 220 KV SIC 157 Km. 

(li) Singarapet Katapadi-Chitoor-Cudapah 220 KV SIC 
808 Km. 

(d) Mysore: 

(i) Munirabad-Hampi 110 KV SIC 22 Km. 

With the completion of the above inter/State lines, it would be 
possible to ensure the exchange of large blocks of power between one 
State and another in the Southern Region. 

The power position in the States of Southern Region is now satis-
factory. As regards the power tariffs for inter-State supplies of 
power, a Committee was appointed to suggest the principles and 
guide lines which may be followed by the States. The Committee 
has since submitted its report detailing its recommendations of va-
rious types of inter-State power supplies like long term, temporary 
power supply, seasonal power supply exchange of power leading to 
integrated operation of systems, distress power supply etc. The re-
commendations of the Committe along with the views of the Govern-
ments have been communicated to the State. Governments and State 
Electricity Boards and are being followed up further. 

(Ministry of Irrigation and Power O.M. No. EL-II-34 (22) 167, dated 
the 2nd February, 1968.] 



CHAPTER m 
RECOMMENDATIONS WHICH THE COMMITTEE DO NOT 

DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLY 

Recommendation (Serial No.2) 

The Committee consider that since the techno-economic feasibility 
:study and'the preliminary project report contain almost similar in-
formation, it should not ordinarily be necessary to have both the 
techno-economic feasibility study as well as the preliminary project 
report before deciding upon a project because preparation of both 
led to delay in the execution of the project and increase in cost. 
"There might of course be cases where collabol'aters who offer foreign 
eredit want for their own satisfaction, a second report (although a 
techno-economic feasibility study has been made) to determine the 
technical and economic soundness of a project. The Committee con-
sider that such occasions would be few and far 'between and if the 
techno-economic feasibility study was carried out in a reasonably de-
tailed manner there would be no need for a preliminary project 
report. (paragraph 11). 

Reply of Government 

The matter has been receiving constant attention of Government 
:and copies of instructions issued in this regard are attached herewith-
Ministry of Finance (BPE) O.M. No. 2 (75) /68-BPE (GM) dated 
23-4-68 (Appendix IV). Government, therefore, do not consider it 
desirable to prescribe as a general policy that either a techno-econo-
mic feasibility report (lr preliminary project report should be obtai-
ned and not both. 

{Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pro C. 16 
'(14) /65, dated the 31st March, 1969]. 

Beeommendatioa (Serial No. 10) 

Detailed Project Reports had not been. prepared in the case of 
certain projects. It was explained during evidence that in the above 
eases, there were certain other reports which were considered equi-
valent to Detailed Project Reports. The reports of the Estimate 
Committee ,and the Committee on Plan Projects, however, show that 
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the absence of such reports bad led to delays, scbedWe stoppages. 
eost overruns etc. The Committee are, therefore, of the view that no 
project should be approved unless a Detailed Project Report has been 
prepared. (Paragraphs 35-38). 

Beply of GoV8l'IlIIleIlt 
The Manual of Feasibility Studies and other instructions issued 

to which a reference has been made in the reply to S. No.2 cover 
these requirement&. 

[Ministry of Industrial Development, Intemal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pro C. 1& 
(14) /65, dated the 31st March, 1969]. 

BeeODllDeDdatiOD (Serial No. 16) 

From the information furnished, the Committee notice that quan-
tum of fees paid to the Consultants for the preparation of the Detai-
led Project Report has varied from project to project even in the 
same group of Industry. While understanding the business interests 
of the consultants, the Committee feel that the difference of fees in 
the case of projects of a similar nature should not be great. Fees 
paid to the earlier consultants should be kept in view as a yard stick 
while negotiating with the consultants for future projects of similar 
nature. The Committee hope that these aspects will be borne in 
mind while entering into agreements with the consultants in future 
(Paragraphs 61--63). 

Beply of Government 

The nature of consultancy problem differs from project to project 
even though the projects may be in the same industry. Moreover,. 
the Consultants are drawn from various countries, who have their 
different procedures for collaboration arrangements, and accordingly 
having regard to the merits of each case, the fees payable would 
very much depend on what is acceptable to the consultants who are 
entrusted with a particular job. It is, therefore difficult to lay down 
any norms for fees for the consultants for preparation of a Detailed 
Project Report even in the case of projects in the same group of 
Industry. Nevertheless fees paid on the past for similar projects are-
normally taken into consideration when setting terms for new pro-
jeets. 

[Ministry of Industrial Development, Internal Trade and Company 
Affairs (Df.ptt. of Industrial Development) OM. No. Pr. C. l' 
(14) /65, dated the 31st March. 1969}. 
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Recommendation (Serial No. 18) 

While appreciating that the time spent on studying the Detailed 
Project Report should not be unduly shortened because that might 
lead to much greater wastes later, the Committee consider that the 
time taken in the case of some of the undertakings was too long and 
cannot be justified. The Committee would recommend that a time 
table shotLd be prescribed for the completion of the scrutiny by an 
Gd hoc Committee appointed to examine a Detailed Project Report. 
Further, with a Viiew to save time, the Detailed Project Reports 
should be simultaneously circulated to the various concerned agen-
.cies so that they might· be in a position to give their views as soon 
as a reference is made to them. (Paragraph 70). 

Reply of GoverDDlent 

Instructioms issued recently and referred to in the reply to the 
Tecommendation at serial Nos. 2 & 3 require simultaneous furnishing 
-of sufficient copies of the feasibility studies and project reports to 
the various agencies concerned, viz., administrative Ministry, Asso-
-<:iated FiIl&Ilce, Bureau of Public Enterprises and Plan Finance Divi-
sion of Ministry of Finance, for simultaneous examination of the 
project proposals. This is expected to reduce the time taken for the 
-scrutiny of project proposals. It will be appreciated that in view of 
the different types of cases involved, there could be no standard 
time-table laid down for, the Completion of the scrutiny of the De-
tailed Project Reports. In view of the procedure for the simultane-
ous examination of the Detailed Project Reports by all agencies con-
cerned, which is usually followed by a joint discussion among the 
<officers concerned, it would not be necessary to set up any ad hoc 
Committee for the examination of the Detailed Project Reports. 

'{Ministry of Industrial Development, Internal Trade and Company 
Affairs (Deptt. of Industrial Development) O.M. No. Pr. C. 11 
(14) /65, dated the 31st March, 1969]. 
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CHAPTER V 

RECOMMENDATIONS IN RESPECT OF WHICH FINAL REPLIES 
OF GOVERNMENT ARE STILL AWAITED. 

R~ommendation (Serial No. 1.9) 

Ancillary and auxiliary industries have been set up around very 
few undert.akings and that too recently. During evidence, it was ex-
plained to the Committee that Government's vit-~w was that consis-
tent with their desire to promote small-scale industries wherever 
any large industry was established, growth of ancillaries should also 
be stimulated. From the information furnished to them the Com-' 
mittee, however, do not feel that enough attention has been given to 
setting up of such industries so far although some of the public 
sector projects have now been established or have been working 
for more than a decade. This is also confirmed by the Memorandum 
on the Fourth Plan. In view of the tardy growth of such industries 
and what has been stated by the Praga Tools Limited, the Committee 
feel that a study of the procedure for setting up such industries 
should be made with a view to rationalize and simplify it. (Para-
graphs 71~76). 

Recommendation (Serial No. 20) 

The Committee observe that while at least some steps have been 
ta :·:en or are proposed to be taken towards setting up ancillary indus-
t.ries practically no efforts have been made towards setting up auxi-
liary industries. The Committee consider that there is considerable 
scope for development of auxiliary industries based on the main and 
by-products of the public sector projects. In the absence of auxi-
liary industries the by-products are being wasted or not put to 
proper use or sold at a low n1'~<:,e thll~ resulting in loss to the under-
takings. As we industrialise further this loss would become even 
greater in view of this, suitable programme for development of these 
industries is essential and it should be drawn up. (paragraphs 77:-
'18) • 

Beeommendation (Serial No. Zl) 

Considering the urgency and advantages of Betting up of aneflIary 
and auxiliary industries on the one hand and near abseDce of ncb 
industries OIl the other band. it appears to the Committee that the 
.. e IIlnent made by the Central Small Industries Organlzatlon of the 
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need and scope of the ancillary and auxiliary industries for all public 
.ector projects has not been useful, or taken any concrete shape as 
yet. The Committee would, therefore recommend that a Team on 
the lines of Ships Ancillary Industries Committee appointed for the 
Hindustan Shipyard Limited. should be appointed to assess the re-
quirements of ancillary and auxiliary industries in the public sector 
projects and to suggest measures for expeditiously setting up such 
industries. This team should suggest which ancillary and auxiliary 
induatries should be set by the Plants themselves and which should 
be farmed out to the private sector, with or without assistance from 
the project. The items which could be farmed out should be pro-
perly publicized. (Paragraph 80). 

Recommendation (Serial No. 22) 

The Committee noticed that in the case of a large num her of under-
takings like the Bhilai Steel Plant. Coal Washeries Project of the 
Htndustan Steel Limited, Heavy Engineering Corporation and the 
projects of the Indian Drugs and Pharmaceuticals Ltd. etc., no indi-
cations regarding their ancillary and auxiliary industries were given 
in their Detailed Project Reports. The Committee consider that 
suitable principles regarding inclusion of ancillary and auxiliary in-
dustries in the Detailed Project Reports should be evolved by all the 
projects. They feel that if the parties who are entrusted with the 
task of preparation of the Detailed Project Reports are instructed to 
that effect, it should be possible for them to give enough data and 
indications in the Detailed Project Reports about the setting up of 
such ancillary industries. They hope that in the check list of items, 
to be included in the Detailed Project Reports, recommended in 
para 49 ancillary industries would also be added. (Paragraphs 81-
8S). 

Recommendation (Serial No. 23) 

So far as auxiliary industries are concerned, the Committee visua-
lise that though it might not be possible in the Detailed Project Re-
ports to indicate the auxiliary industries which could be established 
on the basis of the main product of the undertaking, it might be 
possible to give some broad indication thereof in the techna-economic 
feasibility studies. By making a study of the auxiliary industries 
established abroad it should be possible to make an accurate assess-
ment of the possibilities. Furthermore, whenever we go in for 
foreign collaboration we could ask the collaborators to n:ake pro-
vision or give us the knov.·-how about establishment of SUItable au-
-xiliary industries. (Paragraph 84). 
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Recommendation (Serial No. 24) 

The Committee observe that a large number of projects have been 
.et up on turnkey basis, which according to the representatives of 
the Ministries cost more but there was saving in time of say 6 months 
to 1 year. The Committee consider that the saving in time in the 
completion of projects must be. weighed against the disadvantage of 
Indian engineers not being able to learn the setting up of such pro-
jects and the extra expenditure that has to be incurred on the pro-
ject as a whole. The Committee therefore recommend that setting 
up of plants on turnkey basis should be confined to cases where time 
is of essence or where we lack the necessary technical skill and know-
how. (Paragraphs 87-92). 

Recommendation (Serial No. 25) 

The Committee notice that in the case of the Heavy Power Equip-
ment Plant and the Boiler Plant of the HEL the consultants, Mis. 
Techno-export (Czechoslovakia) prepared, besides the outlines for 
all auxiliary shops (e.g. carpenters shop, oxygen house) and wood 
storage coke yard, garages and fire station, locomotive shed, kitchen 
and dining room, cycle stand car parking garages, parking places and 
bus stand. Similarly, in the case of the National Coal Development 
Curporation Ltd., Collaborators prepared Detailed Project Reports, 
designs, working drawings. In the case of Heavy Engineering Cor-
poration contracts were entered into with USSR and Czech Consul-
tants for for organisation manuals at ? total cost of Rs. 27.24 lakhs. 
Further in the case of the Nangal Unit of the Fertilizer Corporation 
of India Ltd., the consultants were asked to prepare a design of 
storage silo. LikeWise, in the case of Gujarat Refinery, the drawings 
for the workshop buildings were obtained from abroad. 

During evidence it was explained that it was now Government's 
policy not to encourage foreign collaboration if it can be avoided 
except in the cases of turnkey jobs. According to the Secretary, Min-
istry of Industry and Supply "Even where a turnkey job is given, 
there is nothing to prevent us from telling them that in regard to 
these items they need not do anything more than give out a site 
plan indicating locations sO that they may not interfere with the 
flow of goods in and out of the main factory" Government is under-
stood to have requested all Ministries to issue instructions to this 
effect to all the public undertakings. 

The Committee hope that the instructions issued to the Ministries 
in this 'regard would be strictly followed. They would suggest that 
the Committee of Secretaries appointed to negotiate and scrutinise 
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IOI'eIgn collabol'ation proposals should pay special attenion to this as-
pect. '~'o assist the Committee of SecretariL'S in the above job a 
review of consultancy arrangements should be conducted to prepare 
a list containing items on which foreign consultan-::y should not be 
allowed, This list should be revised from time to time in the light of 
further progress in technical know-how and availability of plant and 
machinery in the country. (Paragraphs 93-96). 

Recommendation (Serial No. 26) 

While the services to be rendered by the Consultants are bound to 
differ from undertaking to undertaking according to the nature and 
extent of collaboration sought, the Committee noticed that in ce.r-
tain basic matters viz" rights of project authorities and obligations 
of the consultants there also existed diyersities. Apart from these 
diversities, certain shortcomings in the contracts have also come to 
the notice of the Committee. The Committee would, therefore, re-
commend that a review of all the past consultancy agreements enter-
ed into with foreign collaborators should be made with a view to 
draw up suitable model terms for future guidance of all the public 
undertakings. Such a review may also include agreements with 
foreign consultants entered into by large private undertakings. 
(Paragraphs 98--100). 

Recommendation (Serial No. 27) 

The Committee observe that fees paid to the consultants have 
.aried widely between various undertakings. The Committee con-
sider that although it might be difficult to lay down detailed prin-
ciples to determine the reasonableness of the fees to be paid to the 
Consultants, some guidelines for those who negotiate with collabora-
tors must be drawn to determine the fees. (paragraphs 101-103). 

~mendation (Serial No. 28) 

The Committee. would in this connection further add that the 
um of our representatives who negotiate with foreign collaboratol'l 
and most of our consultancy arrangements have been settled in this 
mumer rather than- by inviting tenders lies in obtaining collabora-
tion on favourable terms. If Ii very high percentage of th~ foreign 
cndlt is to be repaid u fees to the eo11aborators or the consultants. 
the advantage of foreign collaboration to the extent is diminished. 
The Committee would suaest that greater emphasis should be laid 
III future durtDI ~tloDs towards 1'eIllIciDI the COD8D1tancy fee. 
'1e till JlllniPPPP (PIrapph 101). 
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~ommendatjon (Serial No. 29) 

It is noticed that in the cases of a number of undertakings, the 
consultants/collaborators were not required to submit any report re-
garding progress of work. The Committee consider that reports from 
consultants at regular intervals are very necessary to enable manage-
ment to attend to any difficulties that the consultants might have 
and to remedy them. F'urthermore if the consultants have to submit. 
reports, in writing they would be more careful to comply with the 
provisions of agreement than otherwise. By reducing such matters 
to writing, the chances of there being difference of opinion later on 
in case the time schedules etc. are not kept will also be minimised. 
The Committee would, therefore, suggest that in the terms of agree-
ments, there should invariably be a provision that the consultants 
will submit reports on the progress of work to the undertakings at 
prescribed intervals. A copy of such reports should also be forward-
ed to the Government so that the latter can watch the progress of the 
Project and give directions, if necessary. (Paragraphs 105-107). 

Recommendation (Serial No. 30) 

The Committee noted that apart from the construction of Pro-
jects, the duties of the Consultants also included the preparation of 
Detailed Project Report, supply of working drawings, preparatlon of 
tender documents, supply of plant and machinery etc. In the ab-
sence of a provision in the agreement relating the payment of fees 
to the progress of work, it would be difficult to ensure that the. per-
formance of the consultants is satisfactory. In case the contract with 
the consultants does not stipulate payments to be made to them 
according to the progress of erection/establishment of the project 
but only links them with the passage of time, as is the case with 
[Ministry of Industrial Development, Internal Trade and Company 
the Alloy Steel Project, payments have to be made to the Consultants 
at the stipulated time whether the Projects make any progress or 
not. The presence of such a provision in the contract in respect of 
other projects such as Instrumentation Ltd., Khetri Copper Project 
of N .M.D.C. would itself prove the utility of such a condition. The 
Committee, therefore, suggest that payments should be linked to 
the performance of the Consultants. The representatives of the 
Ministries agreed to the suggestion. (Paragraph 10). 

Recommendation (Serial No. 31) 

A Dumber of projects or their unite which had been eompletedt 
...,mj-oDed bad been delayed. Besides a Dumber of projects UIlder 
ecmatruCucm (such u Alloy Steel Project) were abro likely to be-
delaJed. The Committee realize 1bat • eertalA JDCIIUR o! 4dq 
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4n the commissioning of the projects might be inevitable due to 
-dependence on foreign help or the nature and size of the projects or 
.the shortages of materials. The Committee also appreciate the steps 
taken to meet the fundamental needs of the projects such as cement, 
fabricated Steel etc. But they are not convinced that the Ministries 
have punNed the progress of the projects under them as closely as 
they should have done. In fact the Secretary, Department of HeaVy 
Engineering admitted that the scrutiny of the reports sent by the 
project authorities was not as sufficient and detailed as he would 
have liked them to be. The Committe.e consider that in the forma-
tive stages of the project, the responsibility of the Ministries should 
not cease after sanctioning the project and or entering into agreement 
with collaborators, but they should also see that they progress accor-

·ding to the schedule and whatever difficulties are likely to arise in 
their implementation are foreseen and attended to. In their report on 
the Fertilizer Corporation of India Ltd., the Committee have already 
emphasized the need for setting up Technical Planning Cells in each 

"Ministry at an early date as recommended by the Planning Com-
mission. It should be the responsibility of these Cells to analyse 
the reports received from the projects systematically and suggest re-
medial action in time. (Paragraphs 111-115). 

Recommendation (Serial No. 32) 

The Committee were informed that instructions had been issued to 
all the undertakings to draw up a time schedule, if not s.lready done, 
covering all their construction programmes relating to the different 
DepartmentsfWings of their project. They trust that Government 
would ensure that the Instructions are implemented and if there are 
any difficulties the same are attended to promptly. The time sche-
dules drawn up by the consultants/project authorities should be fairly 
detailed to enable the management to keep a close watch over the 
progress of the projPct. (Paragraph 117). 

Recommendation (Serial No. 33) 

The Committee would further recommend that project authorities 
should be asked to prepare subsidiary time schedules, within the 
broad time schedules worked out in the Detailed Project Reports as 
has been done in the cases of the Alloy Steel Plant (separate pro-
~e for each shop); Neyveli Lignite CQrporation Ltd.-Mining, 

"Thermal Power, Fertilizer and Briquetting & Carbonising schemes 
(detailed erection schedule for civil works etc.). and Instrumentation 
Ltd. (detailed subsidiary time-schedules for the training programme 
and the construction programme). Such schedules would be he~pful 

":ill achieving the over-aU time schedules. (paragraph 118). 
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Recommendation (Serial No. 34) 

The C'Ommittee would also recommend to the project authorities~ 
the adoption of one of the latest methods of time scheduling prevalent. 
in the Western countries such as PERT. (Programme Evaluation 
and Review Technique). (Paragraph 119). 

Recommendation (Serial No. 35) 

The Committee noticed that in the cases of some projects viz.,. 
H.M.B. & C.M.M. Projects of the Heavy Engineering Corporation Ltd.,. 
National Instruments Ltd. etc., time schedules for the completion of 
the Projects were not included in the Detailed Project Reports, where-· 
as in others like the Alloy Steel Project, Neyveli Lignite Corpora-
tion Ltd., Heavy Electricals Ltd., these were included in the Detailed 
Project Report. The Committee consider t~ preparation of time' 
schedule as most essential for the timely completion of projects. As 
far as possible such a schedule should be in the Detailed Project 
Report itself but if for any reason it is not possible to dQ so, it 
should at least be worked out and laid down immediately after the 
receipt of the Detailed Project Report. (Paragraphs 120-122). 

Recommendation (Serial No. 36) 

There is no easy solution to the problem of scarcity of foreign 
exchange. But so far as the plant and machinery and spares requir-
ed by the undertakings at their initial stage are concerned, the Com-
mittee feel that since most of our projects are based on foreign credit, 
the problem could be largely met by proper advance planning. The 
Committee have already in para 53 ante recommended that as far as 
possible the source 'Of foreign assistance should be ascertained before-
preparing the Detailed Project Report. 

In order that this salutory principle achives its purpose it is im-
perative that the estimates of foreign exchange reqUirements are· 
made most accurately and no item requiring foreign exchange is 
left out. Once the ootimates are prepared and foreign exchange· 
is made available., public undertakings should exercise the 
utmost discipline in the use of imported material and machinery. 
The Committee feel that with better estimation of the requirements' 
of foreign exchange before the project is sanctiond and strict discip--
line in the use of imported material etc. some of the difficulties men--
tioned in para 123 could have been avoided. (Paragraph 124). 

KcoJJlDllendation (Serial No. 37) 

It has not been possible for the Committee to examine the pro--
eedure regarding sanctioning of foreign exchange but from the ins-
tances cited (in paragraph 125), it is obvious that the existing pro--
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cedure has hindered the timely completion of projects. The Com-
mittee understand that the procedure for release of foreign ex-
.change has been enquired into by the V.K.B.V. Rao. Committee on 
the Utilisation of Foreign Aid and the Study Team on the working 
-of the D.G.T.D. They trust that in the light of the recommendations 
made by these bodies, the procedure dealing with the sancti.:>n of 
foreign exchange for public undertakings will be Simplified. (Para-
rgraph 127). 

Recommendation (Serial No. 38) 

Apart from the foreign exchange difficulties SOme undertakings 
are also stated to have experienced difficulties in the matter of eus-
toms clearance and of import licenses. In a note furnished to the 
Committee after the evid~nce, the Government have stated that the 
procedures in this regard are constantly reviewed. The experience 
-()f some of the undertakings would suggest that the procedures leave 
much to be desired and cause delays. The Committee trust that in 
'the light of the recommendation of the Mathur Team it will be possi-
ble for the Government to simplify the procedure regarding import 
1icences and customs clearance in the case of the public undertak-
ings. (Paragraphs 128-129). 

Recommendation (Serial No. 39) 

The orientation of the Plan itself is stated to be to secure indi-
genous sources of supply of raw materials, spares and components. 
Furtl}er the D.G.T.n. was also stated to be continuously keeping in 
view the question of import substitution. The Committee, how~ver, 
'noticed that in a few cases the undertakings or the Ministries had. 
'not taken any concrete step in this direction. Considering the large 
foreign exchange expenditure incurred on imports of raw materials 
-etc., the Committee cannot but too strongly recommend the need 
for contin~ous survey of raw materials, spares and components with-
in the country and the need for a systematic effort to promote indi-
genous industry for producing these items. It should be constant 
-endeavour of the Government and the public undertakings to achieve, 
as far as possible,' self-sufficiency in the matter of procurement of 
raw materials, spares and components. The Committee have in 
para 80 suggested the appointment of a Team of experts to assess the 
requirements of ancillary and auxiliary industries in public sector 
-projects. When such ancillary industries are set up, it might be 
possible for the indigenous industries to produce more components, 
Ispares etc. (paraeraphl 130-133). 
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ReeGllllllendation (Serial No. 40) 

Along with such measures Government should also ensure that 
where indigenous supplies are available, undertakings are not allow-
ed to import. Some undertakings have created agencies for promot-
ing indigenous industries e.g. the Spares Co-ordination Committee 
set up by the Oil and Natural Gas Commission and the Indigenous 
Procurement Committee set up by the Department of Iron and Steel 
for HB.L. the Committee welcome such efforts and would urge that 
similar .teps might be taken by the other major undertakings in con-
sultation with D.G.T.D. (Paragraph 134). 

Recommendation (Serial No. 41) 

The Committee would also suggest that it would be desirable if 
the Annual Reports of the undertakings indicate the percentage of 
imported raw materials and components used by them in the manu-
facture of equipment so that the extent of indigenous raw materials 
and components used by them is known from year to year. (Para..; 
graph 135). 

Recommendation (Serial No. 42) 

Our dependence on imports is more in the case of plant and 
machinery than in the case of raw materials, spares etc. The pro-
gress in setting up of indigenous industry for manufacturing various 
types of the plant and machinery has been slow. The Committee 
learn that Government have recentlv taken steps to set up industrial 
units in the public sector which "';ould reduce our dependence on 
imports for the above items of imports. A Committee had also been 
set up to take stock of the requirements of capital goods in cement, 
mining, sugar, industries and steel plants. 

While welcoming these measures, the Committee hope that neces-
sary lesson would be drawn from the experience of the Third Plan. 
As plant and machinery constitute the major sh3re of the capital out-
lay of the project and also of the foreign exchange expenditure, say-
ing on this account would ultimately lead to economy in setting up 
of projects which in turn will lead to reduction in our cost of produc-
tion and also save valuable foreign exchange. The Committee rea-
lise that to develop indigenous sources of plant and machinery, a 
great deal of technical know-how is necessary. It would be prefer-
able to buy this know-how than to continue to buy the plants. 
The Committee hope that this would be borne in mind while finalis-
ing the public sector projects to be included in the Fourth Plan. 
(Paragraphs 136-138). 
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ICeeommendation (Serial No. 43) 

The Committee realize that the scope for standardization may be 
limited in some undertakings. Even so, effort should be made when-
ever possible to standardise plant, machinery, spares, components 
etc., if indigenous industries are to be fostered. The Committee con-
sider that it should be one of the responsibilities of the Planning and 
Development Units set up in various projects to evolve such standards 
and to give them wide pUblidty. (Paragraph 140). 

·Reeommendation (Serial No. 44) 

The Committee noticed that in their anxiety to have adequate 
spares, components and imported raw materials, the projects, often, 
at the very initial stages acquired heavy inventories, thus blocking 
up large amount of valuable foreign exchange. Often these heavy 
inventories were also unbalanced in the sense that there was too 
much of some items and too little of others. Such unbalanced in-
ventories caused loss of production through inadequacy of particu-
lar item of raw material and spares and components, although there 
was no overa]] inadequacy. It has been explained by Government 
that there were difficulties in restricting the inventories to the re-
quired quantity because norms for the inventories have not been 
laid down. In support of thi .. it was argued that the very fact that 
some undertakings do have large stocks illustrate the difficulties in 
establishing norms. The Committee are not convinced by these 
arguments. In the opinion of the Committee it should be possible 
though not with absolute accuracy to determine the requirements of 
raw materials. spare. construction material and equipment etc., at 
the initial stages of the. project. just as it is now possible to deter-
mine the requirements of raw materials etc., of operating units in 
terms of months of consumption. The Committee would therefore 
suggest that norms in regard to inventories should be worked out 
and after working out such norms. stricter control on the acquisition 
of such materials should be exercised in future. (Paragraphs 141-
143). 

..Rec:ommendation (Serial No. 45) 

The Committee notice from the Report of the Company Auditors 
of HSL for the year 1963-64 that in the case of the Durgapur Steel 
Plant construction material and equipment of the value of Rs. 71 

-;Rt:pl;' nf'-no~';"~~~~- Recomm~~~k,~- at Serial No: 44 was received after 
adoption of thi~ Rcpon by tl'e Committee (See Appcrdix VII) . 

•• Reply of Government to Recommendation at Serial No. :ts was received 
after adoption of this Report by the Committee (See Appendix VII). 
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Jiakhs was lying in stock. Similar stocks may be found in other un· 
dertakings. The Committee would suggest that the possibility of 
utilizing it for expansion of the units or of lending it to other public 
~W1dertakings should be examined. The Committee would further 
suggest that the position of inventories in projects under construc-
'!ion should be included in the 'Annual Report on the working of the 
"Industrial and Commercial Undertakings' published by the Ministry 
0f Finance, which at present confines itself only to inventories of 

'il1IIInning . concerns. (Paragraph 144). 

Recommendation (Serial No. 46) 

The actual expenditure incurred exceeded original estimates by 
-:more than 50 per cent in several projects. In some cases (e.g. the 
steel plants) the rise has been as high as 80 per cent. From a few 
explanations offered for rise in estimates it is clear that apart from 
the increase in cost of construction and addition to factory buildings 

:and plants, omission of certain basic items from the project estimates 
is responsible for subsequent revisions. These are: consultancy fees, 
customs duty, training of personnel, townships, financing charges, 

-working capital, enabling works etc. 

The Committee understand that a check list of project estimates 
-mas been prepared by Government for guidance of project authori-
"ties and financial advisers in 1959 an.d has been in vogue since then. 
'1t is surprising that in spite of such a check list, the project ~stimates 
~ntinued to be incomplete and unrealistic. (Paragraphs 148-149). 

Recommendation (Serial No. 47) 

The Committe.e note that the Estimates Committee in their re-
'ports of H.E.C., H.E.L. and H.S.L. have repeatedly recommended 
that project estimates should be prepared as realistically as possible 
and should include total commitments before they are made avail-
able to Government for sanction. This Committee also in their re-

-port on Fertilizer Corporation of India Ltd. and Rourkela Steel Plant 
-deprecated revisions of estimates because they vitiate the basic as· 
sumptions on which the project was sanctioned in the first instance. 
'They recommend that project estimates should be prepared realisti-
eally and efforts made to adhere to them. The Committee would 
"like to further recommend that with a view to avoiding incompJete 
-estimates being prepared government shOUld immediately conduct 
-a post review of the reasons for under-estimates in the past. Based 
'on the findings of such a review suitable instructions should be is· 
!SUed to authorities concerned with the preparation of project esti· 

ti18 (Aii) L.5.-3. 
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mates, fot their guidance. If the review reveals that the existing: 
check list of project estimates omits certain items, the same should 
be added. (Paragraph 150). 

Recommendation (Serial No. 48) 

The Committee consider it a matter of serious concern that in 
most of the projects the foreign exchange component should have 
ranged between 30 to 50 per cent of the total capit~l outlay. In a 
number of cases it exceeded fifty per cent of the estimated cost of 
the project. The Committee have already referred to the scope for 
reduction in consultants fees. As regards the raw materials and 
components, it has been admitted in a note submitted by the Minis-
try of Finance that due to difftcultiee in establishing norms of raw 
materials and spares and components, their requirements were not 
always correctly estimated and tended to be over stated. The same' 
thing could be said to some extent about certain plant and machinery. 
The Committee would therefore recommend that to meet the foreign 
exchange shortage which the country has been faced with for some' 
time past, the estimates of foreign exchange expenditure should be 
prepared more rea'istically and while scrutinising them a thorough 
exal'Qination should be made of the import of raw materials, plant 
and machinery etc. to be imported with a view to determining their 
necessity and non-availability in India. The fact that in most cases 
the foreign exchange is assured by the collaborators should not in 
the opinion of the Committee make the Government relax proper 
scrutiny of the foreign exchange expenditure in public sector pro-
jects because the larger is the amount of foreign credit the greater 
is the liability towards servicing of such foreign loans and their re-
payment, which has ultimately to come from our free foreign ex-
change resources. (Paragraph 155) . 

• Recommendation (Serial No. (9) 
The Committee also consider that the projects set up with high 

t)roportion of foreign exchange should be under an obligation to earn 
foreign exchange for the country when they go into production. 
Therefore. while deciding on the feasibility of the project the period 
within which the foreign exchange expenditure on the capital cost 
and the recurring cost (spares. raw materials etc.) of the project 
will be redeemed by the reduction in imports and earnings from ex-
ports should invariably be considered. The representative of the-
Ministry of Finance has agreed with the suggestion. (Paragraph 157) . 

• R(~'y(\fGo\wnnent to ReI:;)mm~nd.'\tio" 3t Serial No. 4~ W8-" recr:\"ed after 
adop.illn of this Report by the Commi;;ee (See Aprendix VII). 
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Recommendation (Serial No. 50) 

The Committee consider that in public undertakings like Heavy 
Electricals Ltd., where production and expansion take pbce' simul-
taneously, profitabi'ity and economy of working should be tc:>ted 
from time to time. otherwise the capital invested during the course 
of expansion is mixed up with the capital invested for the original 
capacity and there is no means to determine the return on the invest-
ment originally made. Mistakes made in the initial stages could 
also be concealed through mid-term expansion. The Committee re-
commend that in such cases there should be a separate computation 
of production cost and profit with respect to the completed units of 
the'industry so that it would be possible for the management and the 
Government to watch the performance of the project. (Paragraph 
159-160). 

*Recommendation (Serial No. 51) 

The Committee observe that barring a few instances where the 
debt is slightly more than the equity capital, in all othg.r cases, the 
equity was more than the debt. While appreciating that in capital 
intensive plants, it might be necessary to have higher proportion of 
equity, the Committee do not feel that the present ratio of 50 :50 
between equity and loan is conducive. to bringing about cost consci-
ousness in the management of the publ~c undertakings. Unlike a 
private enterprise there is no compulsion in the public undertakings 
to declare divirlends on the equity capital. A larger proportion of 
equity (and lower proportion of debt) can also enable the manag-e-
ment of pub'ic undertakings to artificially show lower cost of pro-
duction and hence lower prices. But if the loan capital is more. the 
management is bound to be vigilant because it has to pay interest 
on the loan. The Committee would therefore recommend that the 
present equi'ty debt ratio which was fixed in 1960 should be review-
ed with a view to raising the proportion of debt. In the opinion 0;' 
the Committee a ratio of 1 : 2 could be safely adopted, as it was also 
the ratio obtaining in industry generally. The representative::; of 
the Ministries agreed with this view. (Paragraphs 162-165). 

Recommendation (Serial No. 52) 

The Committee note with satisfaction that Government appre-
ciate that there should not be any time lag in the appointment of 
Project Officers and Financial Advisers/Chief Accounts Officers nor-

-Reply of GrWl'rnment to Recommendation at Serial No. SI wr~ r~cciv!'d after 
adoption of this Report by the Committee (See !\ppmdix vln. 
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mally. They trust that Project Officers and Financial Advisers will 
j n future be appointed as early as possible after the Government have 
decided to set up a project and in any case before the receipt of the 
Detailed Project Report as delays in this respect are bound to prove 
detrimental to the expeditious execution of the projects. (Para-
graph 170). 

Recommendation (Serial No. 53) 

In their report on the Rourkela Steel Plant, the Committee have 
taken exception to the frequent changes in the post of General Mana-
ger during the crucial formative years of the Plant. The Committee 
view with concern similar changes that have taken place in so many 
other projects. With a view to ensure continuity of management 
the Committee would recommend that once a person is posted as 
General Manager or Project Officer, he should not ordinarily be 
~hanged until the project has reached a certain stage where the 
change would not affect the smooth progress of the Project. The 
Committee do not intend that the individual so posted should suffer 
in any way if promotion is due to him in his parent department. At 
the same time the interests of the' project cannot also be sacrificed. 
Government should, therefore, examine the feasibility 6f extending 
the benefit of promotions to such persons in the project itself, so 
that they may be enabled to continue to serve the projects. (Para-
graph 174). 

Recommendation (Serial No. 54) 

The Committee observe that in a number of projects expansions 
were decided upon by Government even before the plants achieved 
the original rated capacity, resulting in delays and extra expeadi-
ture. The Comt;nittee realise that advance planning must be done 
to meet future shortages but the proper occasions for such planning 
is before the project is sanctioned and not afterwards. The Com-
mittee are not ab!e to appreciate as to how the demands could sud-
denly increase within one or two years of the approval of the origi-
nal Project Report by nearly 100 per cent e.g., in the case of Heavy 
~ginee.ring Corporation (H.M.B.P.) from 45,000 tons to 80,000 tons. 
This only proves that the earlier estimates of demand were gross 
under-estimatcs. Ours is a developing economv where demands are 
always e~pected to rise and hence it is safer to· provide a cushion for 
future increases in demands rather than be conservative. The Com-
mittee therefore recommend that as far as possible a realistic and 
firm production programme of a project should be decided upon in 
advance, after making a thorough study and keeping in view the 
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future demands and no change, diversification of expansion should 
normaUy be thought of till the project has been commissioned, un-
less it is technically possible to change the capacity etc. without dis-
turbing the original production schedule. (Paragraphs 175-] 79). 

Recommendation (Serial No. 55) 

The Committee would also reiterate the recommendation of the 
Estimates COmnlittee made in their 51st Report on Heavy Engineer-
ing Corporation Ltd., that Government should examine all cases of 
revisions of capacities cf projects during construction with a view 
to assessing the delays in commissioning and the consequent loss to 
the national economy apart from any infructuous expenditure invol-
ved in such revisions. The Committee believe that such a review 
would reveal valuable lessons for planning of future projects. (Para-
graph 180). 

Recommendation (Serial No. 56) 

The Committee noticed that in some Detailed Project Reports in-
dication about the future expansion was given while in others it was 
missing. It was explained to the Committee that where no specific 
mention ,vas made in the Det.'liled Project Reports, technical details 
did indicate the possible ex~ansion. In some other cases like National 
Instruments Ltd. (Opthalmic Glas~ Project) and Instrumentation 
Ltd. since the targeted capacity would meet the requirements of the 
country upto the end of the Fourth Plan it was not considered neces-
sary to include these in the Detailed Project Report. The Com-
mittee consider that irrespective of the requirements of the Fourth 
Plan, it would be advanta~eous to have some indication in each De-
taHed Project Report of the lines of future expansion so that if even-
tually (whether in the Fourth Plan or later) it was decided to ex-
pand its provision in the Detailed Project Report might be economical 
and would help facilitate matters. (Paragraphs 181-183). 

Recommendation (Serial No. 51) 

The Committee were informed that under the :rules of procedure 
every case of expansion of an existing project was not put up before 
the Cabinet. Only important cases went up to the Cabinet. The Com-
mittee consider it desirable that uniform procedure should be evolved 
in this regard. They feel that after setting up a project where sub-
sequently there are departures from the original line of production 
or expansion is embarked upon involving considerable fresh invest-
ment such cases should be put up to the Cabinet for approval. (Para-
graphs 185-186). 
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Recommendation (Serial No. 58) 

The Committee consider that proper selection of location of a 
project is of utmost importance. A careful scrutiny is essential of 
technical matters such as climatic and geological considerations, raw 
material availability and economic factors like availability and cost 
of utilities and transport. The Committee, therefore, recommend 
that Plant Location Committees composed of experts in technical and 
economic matters should invariably be formed which should con-
sider in detail the suitability of various locations of all the future 
industrial projects. (Paragraph 188). 

Recommendation (Serial No. 59) 

So far as the advice of Consultants for location of a project is 
concerned, the Committee have no objection to Indian Consultants 
being utilised for this matter. But the Committee are definitely 
concerned about foreign consultants being engaged for deciding loca-
tion of project etc. The Committee consider that circumstances in 
which the advice of the foreign consultants should be sought for 
location of the plants should be exceptional. We have t-nough ex-
perience by now in setting up public undertakings. The functions of 
the Planning and Development Units that have been set up in some 
of the projects also include studies in location. Occasion for seeking 
the advice of the foreign consultants should therefore be confined 
only to such projects for which we have no experience at all. The 
Committee hope that this would be borne in mind in the case of 
undertakings to be set up in future. (Paragraphs 189-191). 

Recommendation (Serial No. 61) 

The Committee hardly need emphasize the importance of timely 
movement of plant and machinery to the project sites. Failure to 
meet transport need. has resulted in delays in several projects. The 
Committee feel that while deciding the location and working out 
the time schedules of the project, the transport Tequirernents shc/uld 
also be properly assessed and as soon :ts the location of a project is 
decided upon, advance aetion towards meeting its transport needs 
should be undertaken. Further during the constnlction ~tagl'; there 
should be a close liaison between the project authorities on the one 
hand and the RailWRYS. Port authorities and State Departments in 
charge of Roads etc .. on the other. (paragraph 198). 

Re4:0mmendation (Serial No. 62) 

The Committee arc surprised that instructions to compile comple-
tion reports as rec::ommended in the Third Plan should have been 
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Issued more than 3 years after the commencemen of the Plan. The' 
Committee consider the suggestion for the preparation of completion 
Report made in the Third Five Year Plan as very important for the 
proper execution of future public sector projects. They recommend 
that Government should ensure the preparation of complete re-
ports in case of aU the projects which have been recently completed. 
In the case of projects under construction the Committee would 
suggest that as far as possible attempt should be made to prepare 
such reports to the extent possible as the construction of the project 
progresses, (Paragrcph 202). 

Recommendation (Serial No. 63) 

The Committee further suggest that in order that the future 
public sector projects benefit from the experience of planning and 
construction of various projects suitable instructions should be issued 
for their guidance. So far as the apprehension about making it pub-
lic is concerned the Committee feel that the same could be prevented 
by k~cph:g the completion Reports confidential. (Paragraph 203). 

Recommendation (Serial No. 64) 

It was mentioned during evidence that the Completion Report on 
'Gauhati Refinery had been written in a very subjective manner and 
"needed sound editing". The Committee feel that if the reports are 
written in this fashion, according to Ministry's own admission, the 
purpose of such reports would be defeated. The Committee recom-
mend that Government should issue suitable instructions in this rf!-
gard so that the reports are written in an objective manner and pre-
sent a true picture of the past events. (Paragraph 204). 

Recommendation (Serial No. 65) 

There is an intimate relationship between the quality of planning 
.and execution that attends in the setting up of a project and the 
subsequent operational phase. Project planning is the foundation 
on which the edifice of the operational phases or the project rests, 
Any wrong decision taken at this stage, be it in the matter of laying 
down on objectives for the undertaking, its viabiHty or the details 
to be given in the project report or the time schedules or the capi-
tal outlay or the import of plant and machinery are bound to effect 
the timely execution, operational efficiency and economy of the pro-
ject. Considet:ing the comparative inexperience in the matter ot 
setting up industrial enterprises, it cannot be said that our puollc 
undertakings have fared badly. The time in which some of ot'r ':Iub-
lic enterprises have gone into production can compare well -.,r;~th 



IImilar industriel in other countries. The Committee also noted with-
satisfaction that some of the undertakings even in the construction 
stage bad started manufacturing items/materials which. were being: 
used for their own set up. This not only expedited their construe--
tion but also resulted in utilisation of their men and overcoming of" 
certain bottlenecks. However, many of the present uneconomic le-
gacies of our undertakings can certainly be related to inadequate at-
tention having been paid to various aspects at the planning stage· 
01 the projects. (Paragraph 205). 

Recommendation (Serial No. 66) 

The Committe~ have indicated the measures necessary to remf>dy 
the shortcomings (given in para 206) at appropriate places in the 
report. They are glad to notice that there is increasing aw~reness 
in the public undertakings towards the need to plan proj~ts in' 
gr~ater details than hitherto. Some of the public undertakings have 
set up regular agencies to attend to better planning and execution 
of future units and the expansion of the present units. There are 
however some matters e.g. a suitable financial structure, setting up 
of dncillary and auxiliary industries, determining the extent of 
{oleign collaboration where decisions must be taken by Govern-
ment. The Committee trust that decisions taken by Government in 
the~e matters wir be such as would leave no scope for th~ tY!)es of 
shortcomings mentioned above. (Paragraph 207). 

Recommendation (Serial' No. 67) 

One aspect of the subject of 'Management and Administration of 
PubHc Undertakings' about which the Committee feel particularly 
con~erned is our extreme dependence on foreign consultant~ lind 
conaborators for setting up .projects. There is hardly any industrial 
public undertaking in the country which has been set up without· 
the help of foreign consultants and collaborators. The Committee 
feel that by now we should have acquired enough technical know-
ledge as to be able to set up sonie of the plants ourselves. but it' 
~eCTT\S no conscious effort has been made in this direction. The hhoit 
of seeking the help of foreign consultants and callaborators con-
tinues. The Committee feel that it is time that we make efforts let 
stand on our own legs. In this connection the Committee would 
also recommend that some study of the industrial development of 
the countries which like us struggled to industrlalise should be r 

made. Such a stUdy would be of immense help for our own efff)N-
towards self-reliance. (paragraph 208). 
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Recommendation (Serial No. 68) 

While planning and execution of projects is essentially the res-
ponsibility of the undertaking and the Government, the Committee-
also feel that since the execution of these projects involves huge 
sums of money and is also part of national planning, Government 
which keeps itself informed of the execution of progress of various 
projects should also keep Parliament so informed. Not unoften in 
the past serious difficulties/revisions of estimates etc. have come to· 
light only when some Members raised the matter on the floor of the 
House .. The annual reports of the projects and the Audit Reports 
which are supposed to contain such information are no doubt placed· 
on the Table of the House but Parliament knows of these difficulties 
at a late stage or ex post facto. The Committee feel that if Parlia-
ment is kept informed periodically it will prOvide an institutional. 
check against any rush-decisions being taken on the one hand and 
care and caution being exercised on the other. (Paragraph 209). 

Comments of the Committee 

Please see Chapter I, Paras 1-3. 

NEW DELHI; 
ApTil 22, 1969. ---

G. S. DHILLON, 
Chairman, 

Vaisakha 2, 1891 (Saka). Committee on Public Undertakings •. 



APPENDIX I 

(Vide reply to Recommendation at Sr. No.3) 

No. 687-Adv (c)-Cir. 21/67 

GOVERNMENT OF INDlA, 

MINISTRY OF FINANCE (DEPARTMENT OF EXPENDITURE) 

BUREAU OF PUBLIC ENTERPRISES. 

Dated New Delhi, 'the 9th Aug. 67. 

OFFICE MEMORANDUM 

:SUB: Initial estimated cost of land 01 public sector projects and .mb­
sequent increase thereof. 

It has been observed that cost of land intimated by the State 
'Governments at the time of consideration of location of Projects had 
increased considerably subsequently after a decision has been taken 
to locate the Projects in the States concerned. This had led to the 
-need for revision of estimates and also effected the profitability of 
the concerns. The Committee on Public Undertakings has suggest-
ed that the study of the land costs in various Projects should be 
undertaken to find W3YS and means by which the price of land could 
be limited to a ceiling at the outset. 

2. The Ministry of Industrial Development and Company Affairs 
etc. are requested to examine the cost .of acquisition of land of the 
Public Sector Undertaking.; under their control in the light of the 

.observations made by the Committee on Public Undertakings and 
to ensure in respect of Projects to be taken up in the future that 
such large variaUons are avoided by haVing a proper understanding 
at thc'outset with the State Governments concerned in this regard. 
When preparing the estimates of projects in future it is requeste~ 

:a1so that specific details be given on this point, i.e. that the cost of 
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the land has been checked to be reasonable and an understanding 
reached with the State Government on the estimates cost, so that 
there is no likelihood of any appreciable escalation at a later stage. 

Sd: P. GOVINDAN NAIR, 
Secretary to the Govt, of In.dia. 

Director Gen.eral, Bureau oj Public 
Enterprises. 

'To: All Ministries!Departments of the Govt. of India. 

AU F. As in the Department of Expenditure. 

Dy. Adv (E), 



APPENDIX D 

(Vide reply to Recommendations at Sr. Nos. 5, 6 and 7) 

Copy of D.O. letter No. I&MI41912166 dated 10.10.1966 from Secre­
tary, Planning Commission to the Secretaries of CentraL Ministries. 

The importance of developing and encouraging indigenous con-
sultancy organisation in the country has been well recognized as an 
important measure towards achieving self-reliance. As you are 
aware, a Committee under Member (Industry), Planning Commis-
sion is examining the matter and is expected to ftnalise the recom-
mendations shortly. In the meantime, I would like to draw your 
attention to the following extract from the Draft Outline of the 4th 
Plan which expresses the view of the P.anning Commission on this 
matter: 

"The efforts towards achieving a measure of self-reliance in 
basic industrial items and basic goods have to be supple-
mented by a parallel progress towards developing indigen-
ous design, engineering skills and knowhow. Some progress 
has been achieved by developing a number of design and 
consultancy organisations, both in the public and private 
sectors, such as in the field of iron and steel, mining and 
fertilizers. The Technical Consultancy Bureau of the 
NIDC has also built up technological experience and skills 
in different fields of industrial enterprises. These organi-
sations will have to be strengthened and their scope en-
larged. It will be a policy as a general rule to utilise the 
technical consultancy services built up indigenously in 
both public and private enterprises to the maximum and 
to avail of such services from abroad only when unavoi-
dable. The measures required to give a practical shape 
to this policy are currently under examination". 

Your attention is invited to the penultimate sentence of this quo-
tation and it is requested that the views expressed therein may 
kindly be taken into account in any action taken in your Ministry 
including any arrangements under consideration, but not yet finalised 



APPENDIX III 

(Vide reply to Recommendation at Sr. Nos. 5, 6 and 7) 

DEPUTY PRIME MINISTER, 
INDIA, 

NEW DELHI, 
No. 1942-PPM/67 
1\,ly dear ............ . August 3, 1967. 

The question of improving the planning of industrial and mining 
project" L'1 the public sector, and of streamlining the procedures for 
examination and sanction in my Ministry, has been engaging my 
attention for some time. The criticisms that have been vOIced in 
many quarters, of the low returns earned by public sector plants, 
could have been avoided to a considerable extent if there had been 
a better understanding of the economics of investment proposals at 
the time the approvals were given to them. Inaccurate and gene-
rally exaggerated estimates of demand, lack of attention to the pro-
blems of economic location, plant size and product-mix, inadequate 
appreciation of the importance of estimating outlays and incomes 
over time, and the ab~;encp (If :my r~Hl :lnalysis of the benefits and 
costs of a project to the economy as a whole, are some of the defi-
-ciencies in project-planning and appraisal. 

2. With a view to eliminating these deficiencies and ensuring a 
thorough study of all factors relevant to project selection, the Plan-
ning Commission issued a Manual in May, 1966 for the preparation 
of Feasibility Studies for industrial projects in the Public Sector. 
Th~ ;\lanual in its final form was issued after discussion with the 
Ministries concerned, and I am informed that there was broad agree-
me!1t on the need for such studies. 

3. I am sure demand studies, studies of alternative plant-size and 
prc.duct-rnix, estimates of fixed and operating costs, and of the phas-
ing: of investments-and summing up these factors by way of profita-
bility and cost-benefit analyses-are essential pre-requisites for wise 
im'estment decisions. Since all these studies have to be undertaken 
in any case, rather than doing these piecemeal, it should be an ad-
\":;ntage in every case to prepare a full Feasibility Study on the lines 
indicated in the Manua1. Such a Feasibility Study would help not 
only the Administr:lt'·.:eMinistry in project selection but would also 
speed up consideration of the project by the Finance Ministry, since 

39 
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all the data necessary for an economic appraisal would be available' 
at the same time. 

4. Althou~h the Manual was issued more than a year ago, it is 
noticed that project reports which are being received not only do not 
cover the requirements prescribed ill the Manual but lack even I?asic 
essential data. The result would be a repetition of the mistakes we 
have made in the past, apart from the very considerable dday that 
would ensure due to references and cross-referencs between the 
Ministry of Finance, administrative Ministries, and project authori-
tif'S concel'npd. 1 would therefore, .ike to ulldcrli.!u: the absolute 
need for the prepl'Irntion of proper Feasibility Studies as indicated 
in the Manual-even if it is not possible to adhere strictly to the 
letter of the Manual, maximum effort should be made in this direc-
tion. I shal be ~ateful if you could kindly look into this matter per-
sonally and impress this need on the officia s in your Ministry and 
the project authorities concerned. An Annexure is attached which 
summarises the main pOints to be covered iil the Feasibility Study. 

5. It is my intention that the Feasibility Study should normally 
be the basis on which an investment decision can be taken by Gov-
ernment. Prior to the approval of the Study by the Finance Minis-
try, no expenditure should be incurred on a project other than the 
outlay on preparing the study itself. After an investment decision 
has been taken, and even prior to the preparation of C\etailed cost 
estimates, if there is urgency, administrative Ministries would be 
able to obtain Finance's clearance to specific items of preliminary 
expencliture, such as land acquisition and the site preparation etc. 
Budget provision for the new p!"oject would al1':o normally be made 
only after aproval of the Feasibility Study. 

6. The Feasibility Study will be followed by the preparation of a 
detailed project report or of detailed cost estimates based on fuU 
process design and engineering. Formal expenditute sanction to the 
projesct as a whole will be given after examination of the detailed 
project report/detailed cost estimates. Once such sanction has been 
given, the project authorities can incur expenditure according to the 
approved estimates without further reference to Government. At 
present, it sometimes happens that projects are commenced before 
the detailed cost estimates have been approved. In such cases, the 
project authorities are unable to exercise their powers to sanction 
expenditure and have to come up to Government for approval of in-
dividual items. Apart from the fact that such piecemeal sanctioning 
defeats the objective of cost control and hinders any overall view or 
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t~e entire project, it also means procedura'l delays in the Adminis-
trative and Finance Ministries. 

7. The procedure that I have outlined here for feasibility studies 
and detailed project reports should not only help Government to 
avoid the sort of mistakes in planning projects that have occurred so 
far, but also leSSOlJ administrative delays among the various Minis--
tries. As a corollary I should like to emphasize that once the outlines 
of the sectoral programmes in the Plan are settled, the Ministries 
should take up the formulation of projects immediately. As soon as 
there is general agreement with the Planning Coimmision and the 
Finance Ministry on the need for a project, the administrative 
Ministry should undertake or commission the preparation of feasibi-
lity studies. For most of the projects likely to be undertaken during 
the Fourth P;an period, approvals and financial sanctions hnve bef.:n 
issued. For the few projects which remain. it is desirable that fe;t-
sibility studie:; should be completed, and appraised by the Ministry 
of Finance as soon as possible. On account of the constraint on re--
sources, investment on new projects has had to be slowed down some-
what in 1966~67 and 1967-68. The shortfall in agricultural produc-
tion and slowing down of the rate of ~rowth in the economy generally 
make it necessary for us to undertake fresh assessments of the de-
mand for most commodities, including capital goods. This reassess--
ment of demand should not be restricted to the period upto 1970-71, 
but should be projected forward beyond the Fourth Plan period, to 
enable Ministries to formulate investment proiects for the Fifth Plan, 
on which it may be necessary to undertake ~omp outlay befClre-
1970-71. 

With kind regards. 

Yours sincerely. 
Sd/ - MORARJI DESAI~ 

Addresses of DPM's letter dated 3rd August, 1967. 

1. Shri Fakhruddin Ali Ahmed. 
Minister of Industrial Development & 
Company Affairs, New Delhi. 

2. Shri Ashoka Mehta, 
Minister of Petrolem & Chemicals 
and Planning. New Delhi. 

3. Prof. V. K. R. V. Rao. Minister of 
Tran~port & Shipping, New Delhi. 
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4. Dr. M. Chenna Reddy, Minister of 
SteeL Mines & Metals. New Delhi. 

5. Dr. Ram Subhag Singh, Minister of 
Parliamentary Affairs & Communications, 
New Delhi. 

Copy to Dr. Dhananjayarao Gadgil, Deputy Chainnat'l Planning 
t:ommission, New Delhi. 
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ANNEXURE 

(Vide para 4 of Appendix Hn 
Main points to be covered in a Feasibility Report: 

1. Dem.and Studt/: 
Rcqu:remen ts as ('stimated for the 5-year plan period. 
Prcse~lt. finn antkipated production. 
presc:lt import.~. 
EX~l't potential 
price elasticit.y 
Patk:''1 and loc"Un\1 (If demand 
Time Phasing of demanil. 

2. Techn~cal-Features: 

Process sE'lecfion 
Plant SIze 
Raw material requirements. 
Product-mix. 

3. Location: 

In relation t<t raw materials. 
In r('1t~tion to ml'lrkC't 

Transport. Water Suppl':, puwer, ett~. facilities available 
AlternativE' locations study and comparative advantages. 
Detailed sitf> stl1dip.s llndprta1c~J). 

4. Pro,iect Z.:stimates (Capita! Cost) 

Constructinn ('ost (;:IS at pa~e 112 of the Manual) 
Foreign exchange component of capital cost, giving. 
details of inescapable imports (If plant fmd (·quipmcnt. 

5. ProjeC"'i, Estimate!1 (operating and Production co~t~) 

Working capital (as at page 117 of the Manual) Direct co",ts 
of oroduction, overhead Ot' indirect costs. 
D~J)reciation and residual value. 

6. Projitabl'it!1 and Ca.'fh. flow onalyS'it: 

Pa~s 128 tq l3D of the Manual 
Applicat~"investment criteria. 

-';!{ .. 
7. Cost-Benefit nnalYS'ls: 

618 (Aii) L.S.-4. 



APPENDIX IV 

(Vide reply to Recommendation at Sr. No. 8) 

No. 2 (75)/68-BPE (GM) 

GOVERNMENT OF IImlA 

MINISTRY OF FINANCE 

BURJWI 0.. PuBLIc ENTERPIllSBS 

New Delhi, the 231'd April, 68 

OFFICE MEMORANDUM 

St11InCT: -P1'oceduTe f01' scrutiny of p7'o;ect propoaala. 

In the context of the imperative need for proper preparation and 
adequate scrutiny of the proposals for projects, certain procedures 
have already been laid down in letter No. 1942/DPM/6'1. dated the 
3rd August. 1967 from the Deputy Prime Minister and letter No. 
:l213-~ (IPF) /67 dated the 5th August, 1967 from the Secretary Ex-
penditure. For facility of reference these procedures whieh envisage 
the follOWing three distinct stages prior to the aceordin~ of final 
sanction for all new projects or ex-pansion schemes are summarised 
below: ~ 

(i) Formulation 01 project: Projects are generally formulated by 
the administrative Ministries wheT: the Five Year Plan is being drawn 
up. hut in some cases new projel..'ts take shape also durin~ the Plan 
period. This stage should norma l1y beJrln as soon as the sectoral pro-
grammes in the Plan are settled and should generally conclude with 
the commissionin~ of one or more fea..ctibility studies. Besides the ad-
min!stEative Ministry (which should take the initiative) the Plann-
in§Z Commission and the Finance Mrni~tTv are #tho vit.<lUy concerned 
with the initial stage of project formulation. when the need for ad!-
tional investment in the public secto'l" has to be estab~ished, and the 
~ope for such investment determined in broad terms. The Denart-
ments of Expenditure and Economic Mairs in the Finance Ministry 
both being concerned with project formulation. a ioint unit. func-
tioning for this pur~ in the Financ-e Ministrv. with one Joint Sec~ 
retarv in thp Departmf'nt of E('onomi~ Affairs and Director (Capftal 



Budget) in the Department of Expenditure. is associated in all en. 
cussions. preliminary studies etc. undertaken by the Ministries at 
the Planning stage of new project1!. When it is decided that a feasi-
blity study is to be commissioned, the approval of the Financial Ad-
viser is sought for the expenditure involved. 

(ii) Preparation of FeasibiUt'l/ Study: Since the studies about tbe 
economic, commercial and financial aspects of projects are essential 
pre-requisites for sound investment decisions, the absolute need for 
the preparation of feasibility studies as thoroughly as possible on the 
lines indieated in the Plannin~ Commission Memorandum "Feasibi-
lity Studies for Public Sector Projects" has been emphasised. Such 
feasibility study will normally be the basis on which an investment 
decision can be taken by Government. The feasibility study win be 
referred by the administrative Ministry (enclosing at least four 
copies( to the Financial Adviser, who will bf' the focal point for all 
references from this stage. and who will be responsible for arrange-
ing such consultations, as may be necessary, with other parts of Fin-
ance Ministry including Department of Economic Affairs and Bureau 
of Public Enterprises. If particular sources of external credit have 
to be. explored for financing the project in question, the Department 
of Economic Affairs, in the appropriate Division, is to be consulted by 
the Administrative Ministry, keeping the Financial Adviser informed. 
When a feasibility study has been accepted, and the investment appro-
ved in principle, clearance could be ~venfor preliminary expenditure 
pending the preparation of the detailed engineering designs and cost 
estimates. ' 

(iii) Preparation of a Detailed Project Report: Where the feasi-
hilitv study (!ive~ sufficient information as indicated in the Plannin~ 
Commission's Memorandum. there may be no need for a separate 
D.P.R. Otherwisp after the acceptance of feasibility study' and app-
Toval of the investment. in principl~. the D.P.R. is to bp commission-
ed, or detailed engineering done and cost estimates prepared separa-
tely, dependinlt upon the circumstances of the case. The sole point of 
scrutiny of D.P.R. or detailed cost estimates will again be the Finan-
cial Adviser, who may, however, consult the Bureau or any other 
agency. 

2. After the above three stalles. formal expenditure sanction to 
the project as a whole will be given on the detailed cost estimates. 
Once such sanction has been given, the project authorities can incur 
eXCI"!'!diture A('cordinr t{) the ~pproved estimate;:; and the caDi tal 
budget for the year, without further reference to Government. 

3. As a supplement to the instructions ofAuRUst, 1967, the fo'1-
lowing procedures are also laid down, with a view to further stream-
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fining the procedure for the formulation and scrutiny of project 
rcportslfcasibility studies;-

(a) At the project formulation stage, the investment decision, 
in principle, should be taken in case of each project at a 
meeting convened by the Secretary of the Administrative 
Ministry. Besides, the Secretaries of the Ministries of 
Finance and the Industrial Development, Secretary, 
Planning Commission should also be associated. The ad-
minhitrativc Ministn' should in each case prepare and 
circulate in advance a Summary of the proposal. 

(b) This meeting should also take a decision on whether fore-
ibfJl collaboration or consultancy is required and the ma-
chinery for preparing the feasibility stUdy. 

(e) In finalising foreign collaboration terms, if this is being 
sought, the present procedure for consideration of such 
agrements, above specified limit, by the Negotiating 
Committee should continue. 

(d) Where the Project Report (or feasibility study) is not to 
be prepared by the foreignllndian Consultants, the ad-
ministratiVe Ministry should set up a team for preparing 
ft. 

(e) In case of all major projectsjexpansions, the feasibility 
study should give to the fuUest extent possible the details 
required in the Planning Commission's Manual and spe-
cially cover the main points indicated in the Annexure. 

(f) The Bureau of Public Enterprises assists in the scrutiny 
of FeasibiIitYIProject Reports, but in the present stage of 
its organisation, it is hardly in a position to associate it-
self with the preparation of such reports. However, the 
Bureau can assist in the drawing up of D.P.R.!Feasibility 
Studies in so far as they relate to construction and finan-
cial (as distinct from technical) aspects. It will also be 
relevant to point out that there are a number of consul-
tancy organisations existing in the country. both in the 
public and the private sectors. As regards the informa-
tion about existing capacities. both in the public and the. 
private sectors, reliance should be placed on the Directo-
rate General of Technical Development. 

(g) On receipt of feasibility study, the administrative Minis-
try should send sufficient copies to the Finanee Ministry, 
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Planning Commission and other Ministries concerned to-
gether with a summary of the information required for 
financial examination. Once the respective views have 
been formulated, the Secretary of the administrative Mi-
nistry concerned may, if necessary, call an ad hoc meet-
ing of the Secretaries of the Ministries concerned (includ-
ing the Finance Ministry) to reconcile differences. 

(h) If fundamental differences still exist the unresolved issues 
should be presented if necessary, to the Cabinet or appro-

,priate sub-Committee of the Cabinet. Reference of such 
issues to another Committee of Secretaries is not neces-
sary. 

(i) With the enforcement of the system of scrutiny of invest-
ment proposals at the three stages of formulation, feasi-
bility study, and DPR/Detailed eagineering costs, the 
Expenditure Finance Committee procedure would no lon-
ger be necessary. 

4. The above procedure will apply to all fresh projects, including 
the Public Enterprises of the Ministry of Defence (other than Ord-
nance Factories and Units catering only for the Defence Forces), and 
expansions. In the case of projects or expansion schemes, which 
arc already being processed, this procedure need not be appJied, un-
It's" the ndministrative Ministries them!!elves so desire. 

To 

Sdl- P. K. BASU, 
2314168 

Director, Bureau of Public Enterprises. 

All MinistrieslDepartments of the Govt. of India. 

Copy to: (i) Secretaries to Government of India (by name) 
(ii) Adviser (P)!Adviser (C)IAdviser (F)!D.S. (J&R) , 
in the Bureau of Public Enterprises. 

(iii) F.As in the Deptt. of Expenditure. 



Herin point. to be C011ered in a Feasibility .Report 

1. .Demand Study 

Requirements as estimated for the 5-year Plan period 
Present aDd. anticipated production 
Present imports 
Export potential 
Price elutlcity 
Pattem and location of demand 
'l'tme phasing of demand 

2. Technical Features 

Proceas selection 
Plant size 
Raw material requirements 
Product-mix 

3. Locaion 
In relation to raw materials 
In relation to market 
Transport, Water supply, power, etc. facilities available 
Alternative locations study and comparative advantages 
Detailed site studies undertaken 

4. Project Eatimates (Capital Cost) 

CoDStructioncost (as at page 112 of the Manual) 
Foreign exchange component of capital cost. giviDg details 

of inescapable imports of plant and eqUipment. 

5. .Project Estimates (OperaUng and production costs) 

Working capital (as at page 117 of the Manual) 
DIrect casts of production, overhead or indirect costs Depre-

ciation and residual value. 

8. Proji'&abilitv aM Cash FIot.o ..4 Mlysis 

Pas- 128 to 130 of the Manual 
AppUeatlan of investment criteria 

7.;:Cort-~ aalpII 



APPENDIX V 

(Vide reply to Recommendation at Sr. No. 13) 
No. Pr. C.t6 (14) ,/65-1 
GoVERNMENT OF INDIA 

MINISTRY OF INDUSTRIAL DEVELOPMENT AND COMPANY 
AFFAIRS 

(DEPTI'. OF INDUSTRIAL DEVELOPMENT) 

New Delhi, the 5th January, 1968. 

OFFICE MEMORANDUM 
SUBJBCT: -Source of foreign credit to be assured before preparation 

of Detailed Project Report. 
The undersigned is directed to say that the Committee on Public 

Undertakings in Recommendation No. 13 (Paras 50-53) of their 
13th Report (Third Lok Sabha) on Management and Administration 
of Public Undertakings have observed that the source of foreign 
credit from which a project is to be financed has an important bear-
ing on the preparation of Detailed Project Report. In the case of 
certain public sector project (s), the foreign authorities made it a 
(!ondition precedent that they would prepare their own Detailed 
Project Report although one such report had already been prepared. 
It is therefore, necessary that the Detailed Project Report should 
be prepared only after the source of foreign assistance is located. 

2. The Committee have further observed that if a fairly detailed 
report is available in anticipation of aid, the time to be spent on the 
preparation of a Detailed Project could be shortened. In cases, where 
the implementation of a project is dependent on foreign assistance, 
being assured, only a techno-economic study should be prepared in 
detail giving enough basic information to the aid-giving country to 
determine its feasibility. 

To 

Sdl- K. L. TULI, 
Under Secretary to the Govt. of Indin. 

All Ministries/Departments concerned with public sector under-
takings. 
Copy forwarded to:-

1. All the Industries Sections concerned with public sector under-
takings. 

2. MJnistry of Finance (Bureau of Public Enterprises), New DeIbJ. 
Sdl- K. L. TULI, 

Under Secretary to the Gout. 01 1MtI. 
49 



APPENDIX VI 

(Vtde reply to Hccmnmendation at Sr. No. 14) 
P. GOV1NDAN NAIR 

D.O. No. 3213-S (IPF) 167 

}o'INANCE SECRETARY 

(INSURANCE & PLAN FINANCE) 

GOVERNMENT OF INDIA 

~.1INISTn\" OF It'lNA:\CE 

New Delhi, the 5th August 1067. 

The Deputy Prm1t' Minister has written to your Minister sepa-
rately lCoPY enclosed) on the planning ot indusb·iai :md mineral 
projl'Cta In the public sector, emphasi~ng the need for the prepara-
tion of adequate feasibility Studies. Muttatis Mutandis his observa-
tions ulso apply to Cf'ntral projects in the field of power and 
Transport. 

2. My limited purpo~e in addressing you is to set out the mechanics 
of consultation with the Ii'inance Minh-try up to the stage of issuE. 
of a detailed fInancial sanctiO!l i,-'r the project. 1t bas been the C<l5e 
that Administrative Ministries have had to secure clearances from 
different Departments of the Ministry of Ii'inance before a project 
was approved. Apart from the time taken in separate references, 
this procedure for seeking clearances leads to avoidable duplication 
of effort and sometimes results in conflicting advice being tendered. 

3. It is proposed lo rationalise the arrangements for seeking the 
approval of the Ministry of Finance to new projects (including 
major expansion schemes) so that there will be only onc local point 
in the Finance Ministry for reference at each stage of a project. 
Broadly, the stages prior to plant construction are: 

(I) Project fOl'mulation on the basis of the Five Year Plan. 
(2) Preparation of a preliminary project report or feasibility 

study, 
(3) Prt'paration of a detailed projcct report. 

4. Th~ IIrst sUlgc-o[ planning or Pl"Oject formulat~n-begjns 
wJGally with sectoral studie3 for the Five Year Plan, and should end 

50 
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with the commissioning of one or more Feasibility Studies. Besides 
the Administrative Ministry (which should take the initiative), the 
Planning Commission and the Finance Ministry are also vitally con-
cerned with this initial stage of consideration, when the need for 
additional investment in the public sector has to be established, and 
the scope for such illve"iment is deternuned in brood terms. The 
Departments of Expenditure and Economic Affair" in the Finance 
Ministry both being concerned with project formulation, it has been 
arranged that a jOint unit will be functioning Cor this purpose in 
the Ministry, under my charge, consisting of one Joint Secretary in 
Economic Affairs (at present Shri Ajit Mazoomdar) and the Direc-
tor (Capital Budget) in the Department of Expenditure (at present 
Shri H. Ganapati). I would request that Shri Ajit Mazoomdar, or 
in his absence Shri Ganapati, may be associated as a representative 
of the Finance Ministry, in all discussions, preliminary studies etc., 
undertaken by your Ministry at the planning dage of new projects. 
When it is decided that a Feasibility Study is to be commissioned, 
the approval of your FiniAllCial J\dYiser htl5 to be sought for the 
expendlluft: in\"olved. 

5. When the Preliminary Project Report or }i"f,;asibility Study has 
been prepared, on the lines indicated in the Planning Commission's 
manual entitled "Feasibility Studies for Public Sector Project", it 
should be rcferrtd (enclosing at least 4 copies) to your Financial Ad-
viser. From the stage onwards, the Financial Adviser will be the focal 
point for all refe.rences and he will be responsible for arranging such 
consultations as may be necessary with his colleagues in other parts 
of the F~nance Ministry, including the Durenu of Public Enterprises 
and the Department of Economic Affairs. The Financial Adviser will 
then indicate to you the considered view of the Finance. Ministry as 
a whole on the investment proposal. We shall try to set a time limit 
to the consideration of Feasibility Studies in this Ministry. 

6. If at this stage particular sources of external credit have to be 
explored for financing the project in question, the Department of 
Economic Affairs, in the appropriate division, shou~d be consulted 
keeping the Financial Adviser informed. 

7. When a Feasibility Study has been acceptP.d. and the inveRt-
ment approved in prinCiple, the further action which will follow 
\\ill be-

(f) Commissioning of n Detailed Report ror preparation of 
detailed engineering designs and cost estimates. 

(If) Sanction to preliminary expenditurt>. 

(Iff) Initial budget provision. 
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Your Financial Adviser will continue to be the sole point of reference 
at the stages following the investment approval. It will be for him 
to consult the Bureau or any other agency, while scrutinising the 
DPR of detailed cost estimates. The Financial Adviser will be res-
ponsible for conveying to you the views of this Ministry as a whole 
so far as the detailed estimates are concerned. 

8. 1 hope this procedure will meet with your approval, and that 
you will ensure that the stages are understood by your officers. 

Yours sincerely, 
Sd/- P. GOVINDAN NAm 



APPENDIX VU 

(R~lies of Government to Recommendations at Sts. No. 44, 45, 49 
and 51 received after the adoption of the Report by the Committee) 
Note showing the action taken or proposed to be tak~en on the recom-

mendations of the Committee on Public Undertakings. 

Recommendation (Serial No. 44) 

The Committee noticed that in their anxiety to have adequate 
spares, components and imported raw materials, the projects, often, 
at the very initial stages acquired heavy inventories, thus blocking 
up large amount of valuable foreign exchange. Often these heavy 
inventories were also unbalanced in the sense that there was too 
much of some items and too little of others. Such unbalanced in-
ventories caused loss of production through inadequacy of particular 
item of raw material and spares and components, although there was 
no overall inadequacy. It has been explained by Government that 
there were diffi.culties in restricting the inventories to the required 
quantity becaUse norms for the inventories have not been laid down. 
In support of this it was argued that the very fact that some under-
takings do have large stocks illustrate the difficulties in establishing 
norms. The Committee are not convinced by these arguments. In 
the opinion of the Committee it should be possible though not with 
absolute accuracy to determine the requirements of raw materials, 
spares, construction material and equipment etc., at the initial stages 
of the project, just as it is now possible to determine the require-
ments of raw materials etc., of operating units in terms of months 
of consumption. The Committee would therefore suggest that norms 
in regard to inventories shOUld be worked out and after working 
out such norms, stricter control on the acquisition of such materials 
should be exercised in future. (Paras 141-143). 

Reply of Government 
These questions were gone into in detail in the context of the 

recommendations made by the Committee on Public Undertakings in 
their 40th Report (3rd L.S.) on "Materials Management in Public 
Undertakings". The Government's replies to the recommendations 
at Serial Nos. 1,4,5,6,50 and 51 therein will be particularly relevant. 
As indicated in these replies, attention of the Public Enterprises 
bas been drawn to the importance of keeping the level of inventories 
as low as possible. The enterprises have also been advised to ensure 
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that requirements of store!s and spares are properly planned by the 
Pnblic Entert>rises, so that it could be ensured that the existing 
stocks and those under orders are invariably taken into account 
while J e;:ortintz to fresh purchases. Further, systems of regular 
p~riodical review" of nIl items in stocks are to be introduced by the 
enterprIses to locate non-mOVing surplus stOl·P.3 and to dispOSe of 
the same:' early. Similarly, the enterprises have been advi-ed to give 
due l'ruphasis to the fixation of material consumption norms and 
critically investig::ttr instances of over-consum,Uoll. Material eon-
s\tmption and material consumption norms are also to be reviewed 
periodically. In this connection, Bureau of Public Enterprises, Offi('e 
Memoranda No. 9(28) iFI!67-Cir.Adv(P)-1, No. 9(28) ;FI:67ICir-Adv 
(P)-2 nnd No. 9(28)/FI/67-Cir-Adv(P)-22. dated 16-10-1967 (copies 
enclosp.d) refp-r. 

In addition. a detailed study of the levels of inventories and sys-
tem ot inventory planning and control in selected Public Enterprises 
has be~n undertaken by a Special Committee set up in the Bureau 
of Public Enterprises, consisting of representatives both from the 
Public and the Private Sector. The Committee has nlready completed 
the study of a few undel·takings where it has bE:~\l lJOssible to 
suggest specific measurer; for reducing the inventory level. Such 
detailt'd examination is being continued !'O as to cover all the major 
enterprises. 
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No. 9(28) IFI!67jCir!Adv(P)-1 
GOVERNMENT OF INDIA 

MINlSTRY OF FINANCE 

Bt:REAU OF PUBLIC ENTERPRISES 

COpy 

North Block, New Delhi. 

Octobe'r 11th 1967 

OFFICE MEMORANDUM 

SUBJECT: -Inventories (ConclusionslRecomrnendations S. NOI). 1 & 2 
in Appendix III of 40th Report oJ the Comm'tt(?p fln Pu";,ic 
Undertakings) 

The Committ~e on Public Undertakings have observed that even 
granting that the inventories in any concern vary according to the 
nature of the undertaking and the type of materials requirrd and 
thus the average inventory holding in the private sector companies 
may not be quite comparable with those in the public sector under-
takings, the holding of inventory to the extent of 15 months value 
of production can by no means be justified. It needs hardly any 
emphasis that the reduction of inventories can help in releasing the 
capital so scarce in the country and in conservinp- valuable foreign 
exchange. Any avoidable locking up of capital In inventories de-
prives some other eS5ential project or programme of finances. 
Further, inventories also cost a good deal by way of interest charges, 
cost of storage and handling, deterioration and obsolescence costs. 
Even on a consex-vative estimate thp. ('O!;t {\f c8rrvinl:!' inventory is 
estimated at a minimum of 15 per, cent per annum. To the extent 
that there are excessive inventories, the cost of production as well 
as the profitability of a concern is affected. The Committee has 
further ~tated that if the inventories of industrial running cnncern 
could be reduced to 6 months production-which would by no mean::; 
be difficult-it would mean relea~e of capital to 5ufficient extent 
'.vhich could be gainful1y employed either in the undertaking or 
til finance some other essential project or programme. 

2. The Ministry of Industry, etc., arc requested to advise the 
Puhlic Undertakings that every effort should be made towards 
materials management and the application of various scientific tech-
niques 10 control inventories and also draw their attention to the 
importance of keeping the level of inventorie, as low as possible, 
The Public Sector undertaldng concerned be also requested to send 
a report before 31-3-68 on the progress of action takf'n in respect 

t 



56 

of the recommendations, to the admjnistrative Ministry, With a co~y 
to the Bureau of Public Enterprises. 

To 

Sdl- P. GOVINDAN NAIR, 
Secretary to the Govt. of India & 

Director General, Bureau of Public 
Eftterpriaes. 

All Ministries/Departments of Government of India. 

No. 1(28) IFII67ICir.Adv(P)-2 
GoVERNMENT 01' IlmIA 

MINISTRY OF FINANCE 
BUREAU 01' PuBLIC ElmmPRIsu 

COpy 

North Block, New Delhi 
October 11th 1967. 

OFFICE MEMORANDUM 
90B.JJc0r:-Heavy stock of stores and spares in the Public Under­

taking,-(Conclusiom/RecommendatiofUI S. NOB. 4. 5& 
6 ift Appendiz III of 40th Report of the Committee on 
Public Undertaking'.) 

It has been suggested by the Committee on Public Undertakings 
that the Public Sector undertakings should review the system pre-
valent in their concerns about the planning and purchasing of the 
stores and spal't's and also review the items in stock to ensure that 
the undertakings are not burdened with excessive stock. 

The Ministry of Industry, etc. are requested to advise the Public 
Undertakings to ensure that requirements of !ltores and spares are 
properly planned by them so that the existinll stocks and those 
under orders should be invariably taken into account while resort-
ing to fresh purchases and also systems of regular periodic reviews 
of all items in stock should be introduced to locate non-moving sur-
plus stores and to dispose of such stores early. The Public Sector 
undertaking concerned be also requested to send a report before 
31-8-68 on the progress of action taken in respect of the recom-
mendations, to the administrative Ministry, with a copy to the 
Burean of Pu~1ic '€nterprises. 

To 

Sdl- P. GOVINDAN NAIR, 
SecretaJ"y to the Govt. of India & 

Director Gen.et"al. Bureau of Public 
.Enterprises. 

All Ministries/Departments of Government of India. 
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No. 9 (28)/FI/67-Cir/Adv(P)-22. 
GoVERNMENT .oF INDIA 

MINISTRY OF FINANCE 
BUREAU OF PuBLIC ENTERPRISES 

COpy 

New Delhi. the 16th October, 1967. 

OFFICE MEMORANDUM 

SUBJECT:-Fixation of Material Consumption Norms. (Condusionsj 
Recommendations) S. Nos. 50 & 51 in Appendix III of the 
40th Report of the Committee on Public Undertakings. 

The Committee on Public Undertakings have observed that the 
DOrms of consumption far various materials are fixed on a scientific 
basis and the actual consumption checked periodically with the 
norms to locate the cases of excess consumption. 

2. The Ministry of Industry, etc., are requested to attvise the 
Public Undertakings to give due emphasis to the fixation of mate-
rial consumption norms and critically investi~ate instances of over-
consumption. Material consumption and material consumption 
norms should be reviewed periodically. The Public Sector Under-
takings CO'Ilcerned be also requested to send a report before 31st 
March, 1968 on the progress of action taken in respect of the re-
eommendations, to the administrative Ministry, with a copy to the 
Bureau of Public Enterprises. 

To 

Sd/- P. GOVlNDAN NAm. 

Secretary to the Government of Ind'ia and 
Director General, Bureau of Public Enterprises. 

All Ministries/Deptts. of the Govt. of India. 

Recommendation (Serial No. 45) 

The Committee notice from the Report of the Company Auditors 
of HSL for the year 1963-64 that in the case of the Durgapur Steel 
Plant construction material and equipment of the value of Rs. 71 
lakhs W'lS lying in stock. Similar stocks may be found in other 
undertakings. The Committee would suggest that the possibility 
of utilizing it for expansion of the units or m lending it to other 



58 

public undertakinp should be examined. The Committee would 
further suggest that the position of inventories in projects under 
construction should be included in the 'Annual Report on the wOTk-
ing of Industrial and Commercial Undertakings' published by the 
Ministry of Finance, which at present confines itself only to inven-
tories of running concerns. (Para 144). 

Reply of Government 

The suggestion made far incorporating the position of inventories 
of the projects under construction also in the "Annual Report of 
thc working 1)f Industrial and Commcroial Un'dertakillgli of .;he 
Central Govf'!rnment" brought out by the Ministry of Finance has 
becn considered. In this regard it may be mentimled that the over-
all position of inventories held by public sector undertaking, during 
construction is shown in the consolidated Balance-Sheet brought 
out in the said Annual Rep!)rt. In addition the fiaures of inventory 
hel\:lings of individoo) undC:'rtakings under construction will also be 
given as an Appendix to the Report for the year commencing from 
1968-69, after collecting all the necessary data. It may, however, be 
menticned that as the inventories durin,q construction mainly relate 
to Capital Works-In-progress, analysis on the basis of inventory 
turn-over relationship etc., will not be rerJlistic. 

As regards improved utilisation of construction material nnd 
equipment, refelTed to in the recommendation, it may be mention~d 
that arrangements have Since been introduced for ensuring that 
the available equipments are put to maximum use, thereby expedi-
ting execution of works and simult>:meously, keeping down the CO"l'to; 

of operation. F'or this purpose the enterprises had been asked to 
submit suitable returns to the Adviser (Construction), Bureau of 
Public Enterprises, who coulri assist in the procurement or disposal 
of construction machinc:'ry ami E''1uipmE'nt. This Ministry's O.M. 
No. 322·ADV (C) /Cir-7/66, dated the 15th November, 1966, refers. 
The information furnished by the enterprises is published in the 
monthly journal "Lok Udyog" broUl!nt out by the Bureau. 'INn 
will help in qUicker dispo~al of surplus equipment and also give 
Wider publicity to the equipments rE'quiretl by Or lying surplus with 
the cnterprise..c;. This Ministry's O:M. No. 785-ADV (C) /CiT-
24176. dated the 1st September, 1967, refers. For pooling the use 
of construction equipment, the enterprises are also to intimate. in 
the prescribed proforma. to Adviser (Construction) about equipment 
procured from time to time wheoc"er the value exceeds Ro:;. 10,000 
in each case. This Ministry's O.M. No. 532-Adv.(C)/Cir-20/67, dated 
the 17th J\i'y, 1967 refers~ 
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Note showing th.e action taken or proposed to be taken on the re­
commendations of the Committee on Public Undertakings. 

Recommendation (Serial No. 49) 

The Committee also consitier that the projects set up with higher 
proportion of foreign exchange should be under en obligation to earn 
foreign exchange for the country when they go into production. 
Therefore, while deciding on the feasibility of the project the period 
within whica the foreign exchange expenditure on the capital 
cost and, the recurring cost (spares, raw materials etc.) of the pro-
ject will be redeemed by the reduction in imports and earnings :frO'm 
exports should invariably be consid~re'd. The representative of 
the Ministry of Finance has agreed with the suggestion. (Pera 157). 

Reply of Government 

Even now while considering any investment proposal, the various 
factors relating to the profitability of the project such as firm demand 
estimates, economic location, plant size and product-mix, adequate 
appreciation of the impormnce of estimated outlays and incomes 
over time, detailed analysis of the benefits and costs of project to 
the economy as a whole, etc., are taken into account. The foreign 
exchange saving that is likely to materialise by setting up the pro-
ject, as also the foreign exchange earnings, which may accrue there-
from, are also aspects which receive detailed examination before 
accepting any investment proposal. The need for preparation of 
proper feasibility studies, as indicated in the Manual issued by the 
Pltanning Commission in May, 1966, has been emphasised in a letter 
addressed by Deputy Prime Minister in August, 1967, to all Minis-
ters concerned with public sector projects. The main pOints to be 
covered in such feasibility studies have been indicated therein as: 

(i) Demand study; 
(ii) Technical feasibility; 
(iii) Location; 
(iv) Project estimates (capital cost); 
(v) Profitability and Cash flow analysis; Bnd 
(vi) Cost benefit analysis. 

In anyalysing the cost benefits to the national economy, the studies 
are to cover inter alia savings and earnings in foreign exchange. 

It may be mentioned that it has been recently emphasised to thl:' 
MinistriesfDepartments concerned with Public Enterprises vide 



Government'. decision on Recommendation No. 18 of the A.R.C. 
in their Report on "Public Sector Undertakings", that such fusibi. 
lity studies should be prepared fut all projects. 

Note showing the action taken or proposed to be taken on the recom­
mendation of the Committee on Public Undertakings. 

Recommendation (Serial No. 51) 

The Committee observe that barring a few inltances where the 
debt is slightly more then the equity capital, in aU other cases, the 
equity was more than the debt. While appreciating that in capital 
intensive plants. it mj~ht be necessary to have higher proportion 
of equity, the Committee do not feel that the present ratio of 50 : 50 
between equity and loan is conducive to bringing about cost-con-
sciousness in the management of the public undertakings. Unlike 
a priwte enterprise there is no compulsion in the public untler-
takings to declare dividends on the equity capital. A larger pro-
portion of equity (and lower proportion of debt) can also enable the 
management of public undertakings to artificially show lower cost of 
production and hence lower prices. But if the loan capital is more, 
the menagement is bound to be vigilant because it has to pay in-
terest on the loan. The Committee would therefore recommend 
that the present equity-debt ratio which was fixed in 1960 shoultl 
be reviewed with a view to raising the proportion of debt. In the 
opinion of the Committee a ratio if 1 : 2 could be safely adopted, as 
it was also the ratio obtaining in industry generally. The represen-
tatives of thE' Ministries agreed with this view. (pan! 162-165). 

Reply of Govemment 

The question of equity-debt ratio for financing the projects of 
Public Enterprises were recently gone into in detail in the context of 
the recommendations of the Administrative Reforms Commission 
tn their Report on ''Public Sector Undertakings", anti also the ob-
servations of the Committee on Public Undertakings in their 15th 
Report (Fourth Lok Sabha) on "Financial Management in Public 
Undertakings". The Committee on Public Undertakings Rt Rec. 
No. 26 in tht:' Report referred to above ob!!et'VP.d alt follows:-

'"There is thus a marked divergence of opinion -between th@ 
und("rtakings and the Ministries in regard to equity debt 
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ratio. After considering the replies given by all the un-
dertakings anti the evidence given before them, the Com-
mittee are inclined to think that there cannot be one com-
mon ratio applicable to all the undertakings. More-
over, for the Slame undertaking :115(1 one ratio cannot be 
made applicable for all times. The Committee, therefore, 
recommend that rigidity may be avoided in applying the 
ratio to all public undertakings. If some undertakings 
make out a strong case for altering the ratio, Govern-

, ment should give it due consideration. The suggestion 
that the first half of total investment should be in the form 
of equity and the other half might he in the form of loan 
also merits consideration." 

Government's reply to this recommendation was: 

"The Committee's observations on equity tIebt ratio have been 
noted. The undertakings have been advised that there 
is no rigidity about the equity debt ratio of 1: 1. Each 
case will be decided on its merits. (See Cir, No. 46/Adv. 
F /BPE/68/10, dated 12th Septemiber, 1968). 

The suggestion that the first half of tatal investment may be 
in the form of equity and the other in the form of loan 
will be kept in view at the time of release of funds to the 
untIertakings. " 

As stated in the above reply. it has already been decided that there 
should be no rigidity about the equity-debt ratio as 1 : 1. A copy 
of this Ministry's O.M. No. 46/ Adv.F./BPE/68/l0, dated the 12th Sep-
tember, 1968 is appended below. 



No. 46/ Adv.-F JBPE/68/ 10 

GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 
B11REAU OF PUBLIC EN1'ERPJusEs) 

New Delhi, tIle 12th SeptembeT, 1968. 

OFFICE MEMORANDUM 

Stnl.JBCT: -15th Report of the Committee em Pwblic Undertaking. on 
Financial Management-Equity debt ratio. 

The question of equity debt ratio for financing the projects in 
public sector undertakings has been engaging the attention of the 
Government. In circular No. 9 (28) /P.II/61, dated 13th June, 1961, 
the Ministries concerned with public sector undertakings were ad-
vised that unless there were exceptional reasons to the contrary the 
equity \:iebt ratio should be 1: 1. Since then this lllQtter has been 
gone into by the Committee on Public Undertakings in their 15th 
Report on Financial Management in public undertakings. They 
have recommended that rigidity may be avoided in applying the 
ratio of 1: 1 to all public undertakings. If the undertakings made 
out a strong case of e different equity debt ratio, due consideration 
will be given on merits. Since the equity \:iebt ratio \las a direct 
bearing on the profitability, the assumptions made in this regard in 
finanCing the project should be clearly indicated in the feasibility 
study reports and detailed project reports together with the reasons 
for'such assumptions so that at the time of examining the feasibility 
report, this question may be also gone into and necessary decisions 
taken. 

To 

Sd/- P. GOVINDAN NAIR, 

Secretary to the Gooemment of India and 
Director General, Bureau of Public Enterprises. 

All Ministries/Departments to the Government of India. 
Copy to all Financial Advisers. 



APPENDIX V OJ 

tV,. para S of Introduction) 

A.ulylll of tlctiDn ltIken by Go",."",." 011 "" rICO""""""" 
IOIfItIIne4 In the 13th Repor' of ,. CommItIM 011 PrMle 

tmderttUclnga (Third Lok Stlbhll) 

I. Total number of recommendations made 

II. Recommendations that have been accepted by Govern-
ment (vide recommendations at Serial Nos. 1,3, 4, 5, 
6,7, 8,9, II, 12, 13, 14, IS, 17, 60): 

Number 

Percentage to total 

lII. Recommendations which the Committee do not dcaire 
to persue in view of Government's reply (vide recom-
mendations at Serial Nos. 2, 10, 16, 18): 

68 

15 

Number 4 

Percentage to total 6% 

IV. Recommendations in respect of which replies of 
Government have not been accepted by the Com-
mittee Nil 

V. Recommendations in respect of which final replies of 
Government are still awaited (vide rec')mmendations 
at Serial Nos. 10 to 59 and 61 to 68) : 

Number 

Percentage to total 

GMGIPND-LS I1-ftli Cait") LS-z3-6-69-13oo 

-49 



---_ .. -
SI. Name or Alent 1fo~ SL Name of Agent A&dC1 
No. No. NIl. 

33· Ozfard Boot" StatiCIMrJ 68 
DBLH1 Company, Scindfa Hoae, 

CoDtiauaht Place, New 2,. Jain Boot Aplc:y, Coo- JJ DeIhi-t. 
IWlIht PItce, New Delhi. 

PeopJe', Publiabin. HOUle, 34· 76 
2'. Sat Narian "SOOl, 3~ 3 Rani Jhansi 1lc:i8d, New 

Mohd. Ali Bazar, I Delhi. 
Gate, Delhi. 

The United Book AJency, U. 88 
26. htma Ram Be SOot, Kalil- 9 48, Amrit Kaur Market, 

mere Gate, DeIhi-6. Pahar Ganj, New Delhi. 

27. J. M. J:::.a Be Brothers, II 36. Hind Book House, 8a, g~ 
Mori Delhi. Janpath, New Delhi. 

28. The Ceotnl News i1:C1, t, 37· Boobell~ Sant Nann- e6 
~/90. Con.uuPt lace, bri y, Khtasway 

ewDelhi. Camp, DeJhi-9 

21. The ~ Book Sto:e, ao MANIPUR 
7-L, nauaht Circus, 
New Delhi. 38. Shri N. Cbaoba Sinch, 77 

. News "'Ct, Ramlal PaUl 
30. t abbmi Boot Store. .p a3 !f1Ib cboot AaDue, 

Munic:ipal Market, Jupath, ImPbal. 
New Delhi. 

AGBNTS IN FOREIGN 
3 [. Babree Brotben, IS8, lAj-

patni Madret. Delhi-6. 
37 COUNTRIBS 

Jayana Boot ~ Qaap-
39· The Secretary, &t~1i.h-

33 • 66 ment l;)epartment, The r::t Kuan, Beth. ~ Coiamiaaion of India, ew Delhi. In HOIJIC,Aldwy~. 
LONDON-W,C,-o. 
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