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INTRODUCTION 

1. The Chairman, Committee on Public Undertakings having been 
authorised by the Committee to present the Report on their behalf, present 
this Nineteenth Report on Heavy Electricals (India) Ltd. 

2. This report is based on the comprehensive appraisal of the working 
of the Heavy Electricals (India) Ltd. done by the Comptroller and Auditor 
General of India as contained in the Central Government Audit Report 
(Commercial), 1970 Part V and also on an examination in depth of the work-
ing of Heavy Electricals (India) Ltd. upto the year ending 31st March, 1971. 

3. The examination of the Heavy Electricals (India) Limited, was 
taken up initially by the Committee on Public Undertakings in 1970-71. 
The Committee on Public Undertakings (1971-72) took evidence of the re-
presentatives of the Heavy Electricals (India) Ltd. on the lIth November, 
1971 and of the Ministry of Industrial Development on the 25th and 26th 
November, 1971. 

4. The Committee on Public Undertakings considered and adopted 
the report at their sitting held on the 21 st April, 1972. 

5. The Committee wish to express their thanks to the Ministry of 
Industrial Development and the Heavy Electricals (India) Ltd. for placing 
before them the material and information they wanted in connection with 
the examination of Heavy Electricals (India) Limited. They wish to thank 
in particular the representatives of the Ministry and the Undertakings who 
gave evidence and placed their considered views before the Committee. 

6. The Committee also place on record their appreciation of the assis-
tance rendered to them by the Comptroller and Auditor General of India 
in connection with the examination of the Audit Paras pertaining to Heavy 
Etectricats (India) Limited. 

NEW DELHI; 

April 26, 1972 
Vaisakha 6,-:1=89"4-. --;-(S") 

(vH) 

M. B. RANA. 
CHAIRMAN, 

Committee on Public Undertakings. 
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INTRODUCTORY 

A. Historical BacklfOUJld 

1.1. Absence of indigenous manufacturing capacity for heavy eleo-
tricals equipment (required for generation, transmission and distribution 
of electric power) had restricted the production of electrical power. Imports 
in the country had ranged from Rs.12 crores to Rs. 20 crores per year during 
the period 19SO-51 to 1955-56 and from Rs. 21 crores to Rs. 26.52 crores 
during the period of 1957-58 to 1961-62. It was in recognition of the need 
and importance of establishing the manufacture of heavy electrjcal equipment 
indigenously that the Government of India decided to set up the company 
which was formed on 29th August, 1956 under the Indian Companies Act, 
1956. It is wholly owned by the Central Government and has an authorised 
capital of Rs. SO crores. 

1.2. Pursuant to the findings of the Advisory Planning Board 
(December, 1946) and the recommendations of a Technical Committee on 
Engineering Industries of the Industrial Conference held in December, 
1947, the Government of India appointed a Committee early in 1948 
headed by Dr. J.C. Ghosh, (the then Director General of Industries and 
Supplies) to explore the possibility of developing the manufacture of Heavy El-
ectrical Power Plant to meet the requirements of the generation, transmission 
and distribution of power in the country. That Committee recommended 
that a factory for the manufacture of Heavy Power Plant should be imme-
diately planned as a Government Project in collaboration with foreign 
manufacturers of international repute. Accordingly detailed project reports 
were invited from certain well known firms in U.K. and U.S.A. 

1.3. Towards the end of 1949 after extensive survey carried out by 
their representatives, three firms (Associated Electrical Industries, U.K., 
International General Electric Company U.K., and Westinghouse of U.S.A.) 
submitted project reports to the el'Stwbile Ministry of Industry and Supply. 
After considering the three project reports, the exploratory committee re-
commended the establishment of a factory for the manufacture of 1,75,000 
KW of plant per . year (approximate value Rs. 17.5 crores). The cost 
of the Project including working capital, but excluding hous,n" was esti-
mated to be of the order of Rs. 22 crores. Of the three firms which submitted 
project reports, only MIS Westinghouse were willing to participate financially 
by way of a loan extending over a number of years to cover the overseas 
expenditure including the dollar clement, and some pennanent investment 
in the factory. Thcir aftilliated company was also F.cpared for the erection 
and technical management of the factory over an iOltial period of ten years. 
Further oonsideration of tho project was, however. deferred in the year 
19SO owing to the prevailing financial stringency. 

1.4. As hydro electric development schemes and large IicaIe electri-
fication of Railway were becoming necessary, the question of setting up of 
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a Heavy Electricals Factory assumed new dimensions. The matter was, 
therefore, again taken up by the Ministry of Production with the Planning 
Commission in August, 1952 for inclusion of the project in the First Five 
Year Plan which was agreed to and a sum of Rs. 7 crores was provided 
for it out of the lump sum provision of Rs. SO crores for basic industries 
and transport. 

1.5. The Government of India then invited firms of international 
repute to submitpro;ect reports 'With amanufaoturing programme, for an 
economic unit in whioh they would be prepaTed . to participate 
financially as well as teohnically. Of the four firms which Offered <to' prepare 
projectrcports, only two firms ultimately submitted such reports early in 
1954. 

J .6. While these project reports were being examined, 
the. production of certain items in the existing tUanufacturingunits in the 
country was expanding and the programme of the proposed State Factory 
had to beco-ordinated with production with other undertakings in the coun-
try. Hence a review indicating the capacity of the existing units for further 
expansion was considered necessary. The position was reviewed 
accordingly and Government affirmed that the setting up of a Heavy 
Electrical factory was an urgent necessity. But before taking a final decision 
Government again constituted in October, 1954, a committee beaded by 
S. A. Gadkary, Consultant (Power) Planning Commission. 

1.7. In its report submitted in January, 1955 the Gadkary Committee 
ob~rved as follows :-

"(i) The existing production in India hali been examined as also 
its possible expansion in the near future. Production is mostly 
confined to small transformers and motors. The Committee 
find that no heavy plant is being planned by the existing units, 
nor is there any unused capacity suitable for this purpose in the 
Government workshops and factories. 

(ii) The Committee is of tile finn conviction that the manufacture 
of Heavy Electrical plutin the'country -is essential for speeding 
up industrialisation and that the only way of achieviDg it;s for 
bhe State to establidt a factory for the purpose". 

1.8. Finally Government accepted the recommendations of the 
Gadkary Committee to set up amctory for the purpose. 

1.9. Proposals were then invited from well-known international firms 
engaged in tbis field for technical and financial conabaration. After a 
scrutiny of the offers received, MIs. Assoeiated Electrical Industries of 
U.K. were selected as, Consultants for the desi!n and Jayout for the Heavy 
Electricals Equipment Factory and also to tender' teohmcat advisory serYiee 
in the operation of that factory and an a~ent was ~AteI'ed into with them 
on 17th November, 1955. As per the terms of the agreement the 
consultant!; prepared detailed pmject Report which they submitted in Novem-
ber 1956 and this'MpOrt as approved' by' the Government or India in March, 
1957. 
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1.10. A t~ ofexperts appQ~tcd by theT~cal CQnsultJnts and 
assiste.d by a Technical Advller f9r the Project rocomlQCildQd, ,three iites in 
the COUl,ltry fQr the location of the Plant out of w,kich the.p;caent site. was· 
considered to be the best and ,was iinally selected. .The HQIlVY E1c<:trical~, 
(India) Limited is located along a main road near a main line railway station 
Bhopal, the capital of ).ta4hy.a Pradesh. 

1.11. The Consultants report was prepared for an annual output 
of Rs. 12.5 crores in single shift. In the Project Repert it was envisaged 
that all the factory buildings with services should' be completed by 'January. 
1962. But in the middle of 1957 deterioration in the Cereign exchange 
position necessitated a reappraisal of the development scheme in the POOlic 
Sector and the Consultants were requested to phase the scheme into two or 
more stages, with emphasis on quick return Gn investment and 
saving of foreign exchange, without curtailing the total a-pacity of the 
project as originaUy contemplated. The Consultants prepared a revised 
programme to complete the project in three phases. Construction was 
taken up in accordance with this rephased programme and production was 
started in one part of the factory on 1st July, '1960 as scheduled. 

1.12. Against the original level of output of Rs. 12.5 crores for 
which the Project Report had been prepared by the Consultants. the Govt. 
as a result of review of the country's requirements of heavy electrical 
eq uipment carried out by the Planning Co1tlDlission decided in ] 960 to 
double the output of the factory to Rs. 25 cror~ per annum in two shift 
working. Tbe scope of the project was further increased to Rs. 33.65 
crores per annum as a result of changes in the size of the individual 
transformer units and water turbine and tbe increased output in the Traction 
and Transformer Departments. 

I. D. In addition to the above, sanction wa(given by the Government 
to install facilities for the manufacture of Steam Turbines. The assessed 
output of the Steam Turbine Unit is Rs. 12.50 crores worth of Steam 
Turbines. 

1.14. From time to time Government have abo sanotioaed expan-
sions in capacity for already established products. lbey WC1'e:-

(i) In the Transformer: Diviiion to idc1'eIUle tbeoapacity of 
power Transformers from JOOOMVA output per year and manu-
facture of special type Traction Traasformer.for 2S KN F~ht 
Locomotive; 

(ii) To increase the capacity of Capacitor Division to double the O\lt~ 
put; and 

(iii) To increase the capacity of Traction Division to produce about 
1400 Rotating Machines per year. 

1.15. When all these expansions and the Steam Turbine Manufacturif!g 
Unit get into full production the total output of Bhopal complex wdl 
be over Rs. 60 crores worth of Heavy Electrical Equipment. 
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1.16. Taking into account the revised project Estimates and the 
estimated sanctioned cost of the various expansion projects the overall 
Projcet estimate including Township, would amount to Rs. 82 crores for 
an ultimate out-tum of over Rs. 60 crores per year. 

B. Transfer of Factories to B.H.E.L. 

1.17. The Heavy Electricals India Limited was incorporated on 29th 
August, 1956 for the manufacture of the Heavy Electrical Equipment such 
as bydraulic turbines, switchgears, transformers, controlgears, static capa-
citors etc. The three factories viz. (1) Heavy Electricals Plant at Ranipur, 
Hardwar, (2) Heavy Power Equipment Plant at Ramachandrapuram, 
Hyderabad and (3) High Pressure Boiler Plant at . Tiruchirapalli, 
Tamilnadu; which were started sometime in 1962-63 were also being 
managed by the Company till November, 1964. Due to increase in the 
activities of the Heavy Electricals (India) Limited at Bhopal, these Units 
were transferred with effcet from 17th November, 1964 to a newly formed 
Company-Bharat Heavy Electricals Limited, New Delhi. 

C. ExaminatioD of the Project by Estimates Committee and Committee 
OD Public UDdertakings 

1.18. The working of the Heavy Electricals (India) Limited, Bhopal, 
was examined by the Estimates Committee (1962-63). The Estimates Co-
mmittee presented to the Lok Sabha their Thirty-Fifth report on the working 
of the project on the 5th April, 1963. The Second Report of the Committee 
on Public Undertakings (1967-68) on the Action Taken by Government on 
the recommendations contained in the Thirty-Fifth Report of the Estimates 
Committee was presented to the Lok Sabha on the 8th August, 1967. 

1.19. The project was again examined by the Committee on Public 
Undertakings (1967-68). The Committee on Public Undertakings presen-
ted to the Lok Sabha their Twelfth Report on the working of Heavy Elec-
tricals (India) Ltd. on the 3rd April, ]968. The Fifth Report of the Co-
mmittee on Public Undertakings on the Action Taken by Government 
on the recommendations contained in the Twelfth Report of the Committee 
on Public Undertakings (1967-68) was presented to the Lok Sabha on the 
16th September, 1971. 

1.20. One of the functions of the Committee on Public Undertakings 
is to examine the Audit Reports, of the Comptroller and Auditor General 
of India on the working of Public Undertakings. The present examination 
of the Heavy Electricals (India) Ltd. is based on the comprehensive appraisal 
ofthe working of this project contained in the Audit Report (Commercial) 
1970. Part V. 
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AGREEMENTS 

A. AareemeDtl with Consultants 
2.1. The Government of India entered into an Agreement with MIs. 

Associated Electrical Industries Limited, United Kingdom on the 17th 
November. 1955 appointing them as Consultants for a period of fifteen years 
for the establishment of a Heavy Electrical Factory. The main Agree-
ment also provided for making legally valid arrangements for obtaining 
subsidiary technical assistance for the manufacture of capacitors and hydrau-
lic turbines. Accordingly. Subsidiary Agreements were entered into by 
MIs. Associated Electrical Industries with Mis. British Insulated CalIendars 
Cables Limited and Mis. English Electric Company. United Kingdom. 
These Agreements were approved and accepted by tho Government of India 
on the 15th January. 1959 and 13th June. 1957 respectively. In addition 
to the Main Consultancy Agr.eement and the Subsidiary agreements. as 
mentioned above. the manufacture of the following items was 
also undertaken by the Company after obtaining designs and manufacturing 
information from the firms noted against each outside the Consultancy 
Agreement :-

S1. Name of the Item Name of the Particulars 
No. firm 

2 3 4 --------------_._---------.. __ .. _.-
1. Manufacture of Hydraulic Mis. English 

Turbines for Debar Power Electric Co. 
Station. 

s 

The aareement was 
entered into with 
tho firm on 18th 
April. 1968, and 
the firm was to 
receive ad hoc 
amount of £60,000. 
In addition 
the firm was 
to charge for 
the manufacturing 
drawings. speci-
al hydraulic and 
mechanical desi-
gn and tests, 
necessary for 
the runner. 
The cost of 
technical speci-
alists was also 
payable in addition 
to the above 
charges. 
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2. Manufacture of Generator for 
the Dehar Power Station. 

3. 

4. 

s. 

Manufacture of'Y-l60 Thr-
b~ for leander class 
A/B. Fripte. 

Manufacture of transfor-
mers and rectifiers for 
use in A.C. Broad Gauge 
EMUS. 

Manufactum of HP/LP Feed 
beaters for 120 MW T.G. 
sets 1 to 4. 

6 

3 

Mis. Associated 
Electrical 
Industries.. 

Mis. English 
FJettric Com. 
pany.. 

Mis. English' 
Electric Co. 

Mis. Associated 
Electrical 
Industries. 

4 

The agreement pro-
vides for the 

. payment of a 
service fee of 
£35,000 in' nine 
annuat instal· 
ments, (the first 
instaiD1ent of 
£3,800 and the 
remaining eight 
instalments of 
£3,900 each). 

Agreement dated 
the 31st January, 
1968 entitled the 
firm to £5,490 for 
manufacturing in-
formation £10,000 
to be paid in lump 
on signing the 
agreement plus 
6 per cent of the 
selling price to be 
paid as royalty. 

DI'1lWings and desi-
gns received from 
Mis. English 
Electric Co. in 
consideration of 
an order for 
15 sets valuing 
£1,67,175 having 
been placed with 
them by the Co. 

Order No. 81354 
dated the 27th 
Feb., 1968 was 
placed with the 
said firm. The 
Order provided 
for manufacturing, 
drawings and in-
fOl1lilation (£59, 
310) and value of 
components (£1, 
93,500). Total 
value of the order 
was £2,52,810. 
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2.2 The main functions of the Consultants under the agreement 
were prepal'ation, of Detailed Project Report acting as Consulting Engineers, 
preparation of plans and specifications of the plant, machines, equip-
ment and materials, examination and scrutiny of the tenders received. 
indication of deJm:ry requirements of plant and machinery, supply of 
floor plans and goneral floor specifications,' supervision of the 
construction of the factory and rendering technical advice in the 
operation of the factory as set out in Clause VIII of the Main Consultancy 
Agreement. In consideration of the services of the Consultants, according 

to the Main Agreement, a fee' of £4 lakhs and royalty @2iper cent. 
(3 percent. in the case 'orM/s. EngUshElectric Company. U.K. for hydraulic 
turbines) of the total annual sales value, reckoned' each' year of the finished 
products of the factory minus the invoice value of the components purchased 
from the Consultants during the year were payable. Later on, a Purchasing 
Agency of Agreement was entered into engaging them as purchasing age"ts 
in U.K. for the purchase of plant and machinery. 

2.3 The total amount paid to the Consultants under the Main Agree-
ment up to 31st March. 1969 was Rs. 488.99lakhs. In addition, the Company 
paid' a sum of Rs. 24.60 lakhs under the Purcbasing Agency Agreement 
up to 31st March, 1969. 

2.4 During the evidence, the Chairman, Heavy Electricals (India) 
Ltd; informed the Committee that on the expiry of the old agreement on 
16-11-70 a new Agreement had been entered into for steam turbines which also 
covered the extended assistance requiredifor 30 MW and 120 MWand also 
for the nuclear turbine of 236 MW capacity. He also informed the Committee 
that they had entered into two other. separate new agreements, one for the 
manufacture of water turbines for a particular. design and the other for capa-
citor Voltage transformers. In regard to the question whether the defects 
noticed in the original. agreement had been' rectified or not, the 
Chairman of the Company mentioned that the present agreement was 
a much simpler one and that aU aspects of supply and technical assistance 
had been covered. 

2.5 When enquillCd whether any disputes were pending between the 
Company and the cmmUtants in ,~rd to the implementation of the original 
a!rcement, the ,chairm8ll of Heavy' Electricals (India) Ltd. stated: 

'There were some daims put ,'up by A£J. Ltd: in connection with 
the.old agreement. Heavy Electrical (India) Ltd. also had Bornt 
counter claims.· I am glad to rcpm that these have been dilcuss-
ed aDd an agreemeatreacbed on these claims on both sides. They 
had origlnally asbd for a total payment of about £200,000' OD 
Vtu'ious accounts for the coJl5Uitants of under-charging of invoices, 
claims of element in Indian share of the commission on certaia 
orders placed in UK on single tender basis, claims withheld as 
a result of wrong application of pricing formula, claims for the 
preparation of incentive schemes, claims for certain charges on 
transformers and rectifiers made to English Electric designs, claims 
for serviCe chaTges' on transformen; made to' Oerlilcon design. 
We had also similarly somel· oth"" claiD18. As a result of the dis-
cussion andnegotiatioDs we have come to an agreement and the 
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final amount has been arrived at. The Board of Directors ap-
pointed a negotiating committee and tbe committee settled the 
amount: 

2.6 The Committee were also informed that in tbe new agreement 
'penalty clause' had been included to ensure timely supply of components and 
that the new agreement was arrived at in consultation with the Ministry of 
Law. , 

2.7 In regard to the restriction imposed on exports in the old agree-
ment the Financial Adviser of Heavy Electricals (India) Ltd. stated that the 
restriction was only during the currency of the agreement and that in the new 
agreement there was an "export clause" which read as follows :-

"During the continuance of this agreement and subject to the terms 
and clauses VI and XV thereof, Heavy Electricals (India) Ltd. 
may export to countries and in respect of orders to which AEI 
would have given its prior written approval in each case on a non-
exclusive basis of the licensed material manufactured by the 
Heavy Electricals (India) Ltd. to the designs of AEI. AEI's 
approval shall not be unreasonably withheld". 

2.8 The Committee observed that the words 'Unreasonably withheld' 
were not reasonable. The Chairman of Heavy Elcctrials (India) Ltd. also 
stated: 

"In many of the agreements the foreign companies are reluctant to give 
a free hand. In some cases they name the countries to which we 
can export. To certain countries they say you must take our 
permission before you export where they have probably some 
trade interests. Only probably when we are not competing with 
them, they would givep ermission. The clause which says 'unreason-
ably withheld' is to be interpreted as more or less a moral undern-
standing that it will not be very restrictive. We have got to have 
trust in our collaborators." 

2.9 The COIIUIlittee DOte that tile old A&reemeot with die COIIIIIltaats 
wbicb expired on 16th November, 1970 imposed a restrictioD OD Heavy EIee-
tricaIs (lDdia) Ltd. to export tbeir prodactl. Ia tile IIew Aareeaaeat it Is 
stipulated that AEI's approval ..... 1 DOt be "uareuonably withheld." The 
Committee feel that eYea this stipulation does DOt ok a free ...... to tbe 
Compaay. Duriag evidence, tile CbaInDan of tile Com,..y termed 
it oaIy as "mon) uadentalNlinc". 'I1Ie CoDUDlttee recoaunead that 
ia future, terms of die Agreemeats wiab foreip coIIaboraton IIIIoaId be so 
aegotiated and drafted that tlley dO not iatJlOllC 1liiy areuoaable restric:tioII 
on die UDdertak..iap in the matter of export of tlleir products to other 
countries. 

B. Scrutiny of Agr-.ents 

2.10 The Committee on Public Undertakings considered the provi-
sions of the Main Agreement, Purcbasing Agency Agreement and those with 
the Subsidiary Consultants in their 12th Report (Fourth Lok Sabha) and came 
to the conclusion that some of the provjsions of the agreements overlapped 



and some Clauses of the Subsidiary Agreements were repugnant to the pro-
visions of the Main Agreement. The Committee also felt that some of the 
provisions of the Purchasing Agency Agreement were not conducive to the 
best interests of the Undertakings. The Ministry have stated (May, J970) 
that a committee appointed in July, 1969 was examining the remarks made 
by the Committee on Public Undertakings. 

2.11 It was enquired during the evidence as to what steps had been 
taken to streamline the procedure for scrutinising of agreements. to be en-
tered into by the Heavy Electricals (India) Ltd. with foreign collaborators. 
The Chairman of Heavy Electricals (India) Ltd. stated that Ithe Bureau 
of Public Enterprises had communicated to them general gui<ielines for 
technical collaboration agreements which were generally followed. 

2.12 The representative of the Ministry of Industrial Development 
informed the Committee that the delay in appointing a Departmental 
Committee to go into the remarks made in the ] 2th Report (Fourth Lok 
Sabha) of Committee on Public Undertakings. (1967-68) regarding some of 
the provisions of the main Agreement with consultants namely Mis. AEI 
of U.K. which overlapped and some clauses of the Subsidiary AgreemeDt 
being repugnant to the provisions of the main Agreement, was caused by 
referring the matter to the Company and selecting individuals who had to 
serve on that Committee. He further stated that the Madhya Pradesh 
Government also wanted to have one representative on their behalf on that 
Committee and they also took some time in selecting the representative. 
Ultimately a Committee was formed consisting of the then Chairman of Heavy 
Electricals (India) Ltd .• the then Financial Adviser and Chief Accounts 
OJlicer of Heavy Electricals (India) Ltd. one Director from the Ministry 
and an advocate from Madhya Pradesh Government. 

2.13 The Committee were informed by the Ministry that the Report 
was submitted by the Departmental Committee on 6th January, 1971 and 
that they were considering the Report and the actfon had not yet been finali-
sed. It was further stated that in two-three months Government would 
finalise the action and submit a copy of their final report to the Committee. 

2.14. Asked whether it was· usual to have a State Government re-
presentative on the Committee, the representative of the Ministry stated: 

"It was not necessary,' but the Madhya Pradesh Government repre-
sented very strongly that they were greatly interested in the project 
which was in the State and that they would very much like 
to have a representative and, in deference to their wishes, we 
agreed to have their representative, although it was not necessary 
to have a representative from the Madhya Pradesh Government. 
After al), when we are situated in a State, we have to carry the good 
wishes of the State with us." 

2.15. The Ministry of Industrial Development forwarded a copy 
of the Departmental Report in February, 1972. In their Office Memo-
randum No. F. 24-2/69-HEM dated the J5th January, 1972, the Ministry 
8 LSS/72-2. 
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have summed up the main r.recommendations of that Committee and the 
action taken by Government thereon which are reproduced below : 

(a) "This Committee submitted its report in January, 1971, in which 
the Committee has made certain observations in relation to the 
payments of £6,000 to the Subsidiary Consultants, as also in 
regard to the Purchasing Agency Agreement with the collaborators. 
,';z., M/s. Associated Electrical Industries, U.K. As regards 
the payment of £20,000 to the Subsidiary Consultants (E.E.Co.) 
the Committee have stated that in AEJ's letter dated 19-6-55, 
it was clearly and unequivocally stated that there would not be 
any increase in the lumpsum payment on accollnt of tbe colla-
boration with the turbine makers referred to in that letter. Accord-
ing to that letter, AEI would have paid a sum of £15,000 to M/s. 
Boving & Co. and their associated. This amount was to come 
out of the lumpsum payment of £4,00,000 receivable by AEI 
under the Principal Agreement, which specifically included an 
element of £ 15,000 towards/subsidiary collaboration for Hydraulic 
Turbines. The Committee's view is that Government either 
should have insisted on reduction of £15,000 in the lump-
sum payable to AEl under the Principal Agreement or agreed 
to reimburse only £5,000 to AEI out of £28,000 payable 
by AEI to EE Company under the Subsidiary Consultants Agree-
ment. The Departmental Committee has stated that though it 
is doubtful whether AEI would have agreed for a reduction only 
in the lumpsllm payment when the particular proposal of M/s. 
Bovings offer with its higher element of royalty of 5 % was not 
accepted, one would expect that at some stage in the deliberations, 
this aspect should have been recorded and the reason why this 
reductIOn was not agreed to by the Consultants indicated. 

(b) As regards the payment of £6,000 to the other Subsidiary Con-
sultant (DICC) for Static Capacitors, the Departmental Committee 
has observed that the relevant portions of the TCA were not care-
fully worded to clearly bring out the correct position on lumpsum 
payments etc. Similarly, the Subsidiary Consultants agreement 
though concluded later was also not clearly worded on this aspect. 
It would thus seem that while giving final shape to the main and 
subsidiary agreements, the clear and unequivocal provision in 
the AEl's own proposal that the lumpsum payment to Blce 
would not be in addition to the lumpsum payment to AEI was 
lost sight of. 

(c) As regards the arrangement for the purchase of capital equipment 
under the extended credit arrangement, the Committee has obser-
ved that while finalising the agreement with M/s. AEI, the Govern-
ment could have-
(i) tried to exclude items of AEI Manufacture from the pur-

view of cost plus basis of remuneration; 
(ji) tried to isolate the overlapping services between Technical Con-

sultants Agreement and Purchasing Agency Agreement and 
exclude them from the cost plus basis of remuneration, and 
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(iii) instead fix a ceiling on the remuneration at 5 % on goods 
other than of AEI origin as provided in the TCA. 

(d) It would appear from the above observations that there had been 
some lapSe in the sense that certain aspects of the Technical Con-
sultant's Agreement were overlooked when the Subsidiary Con-
sultancy Agreements as also the Purchasing Agency Agreement 
were entered into. The above observations are, accordingly, 
brought to the notice of all concerned in this and other Ministries 
and the He~ds of all Public Undertakings in order that as and 
when any proposals for foreign collaboration are considered 
and more agreements than one are executed, the recurrence of the 
peculiar situation that had arisen in this case, could be avoided 
in future." 

1.16 In the Twelftb Report of the Committee on Public Undertakings 
(4tb Lok Sabba) which was prelleDted to Parliament on 3rd April, 1968, the 
Coaunittee had pointed out that some provisions of the agreements over-
lapped and some clauses of the Subsidiary Agreements were repugnant to tbe 
provisions of tbe main Agreements. The Committee regret to note that 
Government took more tban a year to appoint a Departmental Committee 
to examine tbe matter. The Committee are also surprised that though the 
Departmental Committee submitted its Report to Government in January, 
1971, tbe Government took one more year to take a ded.ion on the report 
of the Departmental Committee. The Committee feel that a .. important matter 
like this coold have been handled by Government with greater expedition. 
The Committee expect that such delays will not occur in future. 

C. Payments made for obtaining Drawings and Manufacturing Information 
2.17 According to sub-clause (iv) of Clause VIll of the Main Agree-

ment, the Consultants, l'iz. Mis. A.E.1. Limited were to supply techincal 
information drawings and manufacturing instructions sheets for the standar-
dised equipments and design information for ordinary adaptations of exist-
ing electrical designs and individual designs for the manufacture of hydraulic 
turbines. Under sub-clause (v) ibid, they were to supply on payment of 
cost plus reasonable overheads such designs and drawings and equipment as 
involved major changes and work outside the normal products of the Con-
sultants factories. 

2.18 Clause 7 (vii) of Subsidiary Agreement entered into with Mis. 
English Electric Company for the manufacture of hydraulic turbines. envi-
saged that they would charge cost plus reasonable overheads for such designs. 
development works and technical planning of equipment to be manufactured 
in the factory which may require major changes to existing designs or the 
preparation of new designs. 

2.19 Although Clause VIII of the Main Agreement enjoins that the 
Consultants would supply individual designs of hydraulic turbines, the 
Company made payments of £1,50,131 up to 31st March, ]969 to Mis. 
English Electric Company for obtaining drawings and manufacturing in-
formation on the ground that there is no standard design for the water 
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turbines and the Consultants had to work afresh to develop and produce 
new designs for trubines to suit the existing size and hydraulic conditions. 
The Agreement did not spell out what are the standardised equipments and 
what arc the normal products of the Consultants' faotories. 

2.20. All the factory blocks intended for the manufacture of the 
products as per the Original Project Report were designed. constructed and 
machinery installed as per layout plan prepared by the Consultants. The 
manufacture of switchgears, transformers. ,capacitors, traction machines 
and industrial motors has now been fully establioShed. The assistance from the 
Consultants will. however be required for some time more in the case of 
hydro and thermal turbines and generators. An agreement between the 
Consultants and the Company extending the use of technical know-how for 
the production of 30/120 MW steam turbines has already been concluded. 

2.21. The Chairman of Heavy Electricals (India) Ltd. explaining 
the position as to why £1,50,131 were paid upto 31.3.69 to 
Mis. English Electric Co.. for obtaining drawings and manufacturing 
information when in the main agreement with Mis. A.E.I. there was a provi-
sion that the consultants would supply individual designs of hydraulic 
turbines, stated as follows :-

"We are working now on 14 hydro scheme of which we got additional 
assistance on five sch~mes. In addition to these we got complete 
drawings and specifications for 30 types of hydro turbines. In 
the case of hydro turbines it is not as if one machine can be just 
used exactly in another location. So, each machine for each loca-
tion has got to be designed. In spite of the fact that we got specifi-
cations and drawings for 30 machines we had to seek the assistance 
of the consultants for either modification or for redesigning of five 
schemes we had to seek their technical assistance. 'Therefore. we had 
to pay additional sum according to the terms of the agreement. 
In the case of these 30 machines we had to pay only the cost of 
reproduction of the drawings. some stated amount per drawing. 
Those that are available in the archives of the consultants we are 
entitled to get under the agreement but wherever we ask them to 
do any additional work, they will charge us the fee. Apart from 
these five, there are nine more schemes which are designed by the 
design engineers in Bhopal." 

He also informed the Committee that in the main agreeme nt there 
was a provision that wherever they wanted additional wo rk to be 
done. they had to pay. 

2.22. The Controller and Auditor General referred to the observa tjon 
made by the Ministry of Law that the agreement did not define or provide 
any basis for deciding what were the normal products of the consultants' 
factories and wanted to know if the Management was satisfied that in the 
case of the items referred back to the Consultants additional work 
outside the standardised designs was involved for which they made payments. 
The Managing Director of Heavy Electricals (India) Ltd. stated: 

"We have a list of alI the hydro-turbines executed in the past by our 
consultants. We had a way of jud&ing whether the hydraulic 



'conditions for all these schemes were identical with the schemes 
which we have to make here or not. So the question of saying that 
you have got something on the shelf is very easily decided." 

The ChairmaR of Heavy Electricals (India) Ltd. added that they were 
satisfied that additional' work was involved in getting the designs which 
they wanted for hydraulic conditions. 

2.23. Asked when they had to pay as much as £150,000 for certain 
items as additional payment for design documentation then the natural 
inference was that what they had got was not of much use, the Chairman of 
Heavy Electricals (India) Ltd. stated that the word 'Standardised design' 
was a misnomer in the case of hydraulic machine and it should be 'any design 
which is available in the works of the Consultants.' 

2.24. The Committee asked whether the point regarding deciding what 
were the standardised designs and what were the normal production of the 
Consultants was made clear to the Ministry of Law at the time when the matter 
was referred to them. The Secretary, Ministry of Industrial Development 
stated: 

"The question , I believe is in regard to our agreement with the colla-
borators regarding water turbine and this is in regard to obtaining 
manufacturing information from the consultant in regard to this 
water turbine. Our agreement with them provides that where there 
are finished jobs, the consultants have not shown there. We are 
entitled to take the drawings from their archives without payment. 
But in regard to any new machine that we may have, if there is 
any slight change to be made. then we pay for them. But if 
there is a complete redesigning qf the machine needed, then also 
we pay for that." 

2.25. The witness was asked whether the standardised 
designs brought without paying anything had been actually utilized. The 
Secretary, Ministry of Industrial Development said that these 
had been utilized by them to a large extent and that these designs could 
be obtained merely on payment of the fee for reproducting the things on a 
new paper. Asked as to how many standardized designs had been obtained 
and in how many cases they h3d deviated from the standardized designs, 
the Managing Oirector of Heavy Electricals (India) Ltd. replied : 

"We have got 30 designs out of which we have used about 14 designs 
already in developing new designs. Our engineers are able to 
adopt it and modify it to the conditions in which we design 
machines here. The designs which we got, 30 are used as the basic 
data for development of our own designs. That is how the 
design process goes on." 

The Managing Director of the Company further stated that it was 
not possible to tell in how many cases the standardized designs were not used 
as regards water turbines. ]n the case of steam turbine the witness infor 
med the Committee that a separate agreement had been entered into with 
Mis. Associated Electrical Industries ltd. and that it was not included in the 
orIginal project report. 
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2.26. The Committee wanted to know how was it that they had not to 
pay anything extra in the case of standardized designs. The Secretary. 
Ministry of Industrial Development replied that if they asked them to re-
design to suit some conditions, then they had to pay but when the conditions 
were more or less similar to one of their projects, they had not to pay any-
thing to the Consultants. 

2.27. The Committee pointed out that though at the time of entering 
into agreement legal expert advice was taken yet they had a clear loophole 
in the agreement even when they had specified what kind of information and 
designs they wanted. In reply, the Secretary, Ministry of Industrial Deve-
lopment stated:-

"This impression is not correct. Our collaborators have in the last so 
many years provided machinery for so many hydro projects all 
over the world and for that thc:y keep designs in their archives. 
Our agreement provides quite clearly that if we wanted to take 
out, then we did not pay any thing extra, the cost of reproducing 
that thing on a fresh paper and making out copies for which I 
think you will agree. It is quite satisfactory. Even the agree-
ment provides that if we also ask our consultant from time to time 
some variation in our design in order to suit specific variation. 
then we also pay for that small change. We also find out how 
many engineers and draftsmen are involved in the change and then 
we pay them. If we ask them for new design, naturally we pay 
for that. By and large. what we do is even if there are slight 
variations needed in their designs to export, we take fout from 
their archives and~we project them and then we make redesigning 
over ourselves." 

2.28. Asked whether U.K. was the best place for hydro design, the Sec-
retary of the Ministry stated that they had been supplying the machinery all 
over the world. He pointed out that UK was a very small country yet in 
Scotland they had many hydro-clectric projects. He also stated that a list 
of the cases in which deviations had been made by the consultants could be 
furnished by the Company. 

2.29. The Committee referred to Clause VIII of the Main Agreement 
regarding payments amounting to £1,50,13] upto 31st March, ]969 made 
by the Company to Mis. English Electric C@mpany and observed that 
such a huge amount would not have been paid if the Agreement had not 
been. defective. The Secretary of the Ministry informed the Committee 
that m the Agreement itself it was provided that they would have to pay the 
total ,-'Os! of the design if they had entirely a new design and in case they 
had any modification, they shall have to pay for the modifications made. 

2.30. The Committee pointed out that according to the Agreement 
there was no standard design for the water turbines and the consultants had 
to work afresh and enquired what was the agreement between the suppliers 
and the Corporation. The Secretary, Ministry of Industrial Development 
stated:-

"As I submitted, the fact of the matter is that agreement, in prinCiple. 
was all right. I hope it will be agreed in princip1e. It IS correct 
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tbat they were wanting a new design. We shall have to pay for 
the new design. But if some minor modifications were to 
be made in the existing designs, we have to pay for that. In 
principle, this agreement was quite all right. Now, depending on the 
circumstances of each order, if we have an order for a machine as 
Mr. Parthasarathy just now explained, a design which has already 
been made for some other machine by the Consultants some-
where, then we just ourselves made design modifications. In 
that case we have to pay the cost of papers etc. It is quite true 
that we had to ask them for entirely new designs in five cases. 
I am told that in five cases, entirely new designs had to be obtained 
from our Consultants and for this, at the rate of £30,000 we had 
to pay about £1,50,000." 

2.31. The Committee observed that in the main agreement there 
must be some clause in the absence of which they had to pay huge amounts. 
The Secretary of the Ministry explained the position regarding hydro electric 
projects as follows :-

"In the hydro electric projects, really speaking, every machine has 
to be tailored. It is not like the system of turbine w~re 1 SO 
megawatts working at a temperature of measured water is consi-
dered to be less standard but in hydro elctric projects, this question 
is quite different, even the content of sand is quite different. The 
conditions there for hydro electric projects is quite different. 
It is really rather rare that you get the same conditions in the pro-
jects or similar conditions in two projects." 

Elucidating the point regarding making provisions in the Agreements 
the witness said that it was difficult to be specific about it. In some cases 
the conditions may be similar to the existing projects but there might also 
be a number of projects where the whole machine had to be designed after 
each of the Projects, individually. 

2.32. The Committee enquired whether they had taken a design with-
out making any modifications. drawings with minor modifications or whether 
they had taken fresh designs. The Managing Director of Heavy Electricals 
(India) Ltd. informed the Committee that they had 30 sets of design drawings 
without modifications for existing schemes out of which about 15 had been 
used. 

2.33. The Committee pointed out that on page 9 of the Audit Report 
(Commercia)). 1970 it was stated that :-

"According to sub-clause (iv) of Clause VIlI of the Main Agreement. 
the Consultant I'iz. Mis. A.E.1. Ltd., were to supply technical 
information drawings and manufacturing instruction sheets for 
the standardised equipments and designs information for ordi-
nary adaptations of existing electrical designs and individua 
designs for the manufacture of hydraulic turbines." 
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2.34 The Committee enquired how another Company that is M/s. 
English Electric Ca,mpany came in the picture to whom £1,50,101 (Rs. ~8~.09 
Jakhs) had been paid for the new designs. In reply, the Secretary, Mmlstry 
of Industrial Development said :-

"Just DOW, before me is the Agreement to which Feforence has been 
made. In this paragraph at foot of page, 9 reference is to sub-
clause (iv) of clause 8 :-

"The consultants shall for the items covered by the schedule of 
equipment to be manufactured, supply technical information, 
drawings and manufacture the instruction sheets for the 
standardised equipment and design information for ordinary 
adaptations for existing electrical designs and on the selection 
of a suitable firm for subsidiary technical assistance for 
manufacture of hu·draulic turbine .... Actually here the item 
is that the consultants were to help in the selection of a sui-
table firm for subsidiary technical assistance for the manu-
facture of hyd raulic turbine." 

The witness clarifying the postilion further mentioned that according 
to the provisions in the Agreement the main consultants were only to help 
Heavy Electricals (India) Ltd. in locating and selecting suitable subsidiary 
consultants for hydraulic turbine and reprding other things they would 
give the know-how within the amount given in tile contract. 

2.35 The Committee need hardly point out that if there are no standar-
dised equipments and designs for hydro-electric turbines then the Main Agree-
ment with Collaborators (Associated Electrical Industries) should have been 
worded suitably to bring out the intention precisely and in unambiguous terms. 

The Committee note that out of 30 sets of designs/drawings obtained 
under the main Agreement from the Associated Electrical Iodustries, the tJnder-
taking have been able to adapt 15 of tbem for manufacture of turbints indi-
genously. 

The Committee suggest tbat Heavy Elctricals (India) Ltd. shoald lIlake 
fnll use of design drawings already avanable under the Mai. Ap-eeIIIent from 
the AsIociated Electric Industries in order to adapt and improve upoa them 
to suit the requirements of new hydraulic turihus/equipment to be manufac-
tured by the undertaking. Tbe Committee coosider that wherever it is not 
found feasible after careful consideration to make use of the drawing designs 
anUable with the Associated Electrical Industries under tbe Main Agreement 
tben a considered proposal to purchase the drawing design from the English 
Electric COIIlpany may be brougbt forward before the Boar. .f Directors and 
their prior approval taken before incurriDl additional expenditure. The 
Committee need hardly point out that tbis course of action would ensure that 
proper record of the decision taken to incur additional expenditure would be 
available fer future reference and nse. 



m 
PROJECT ESTIMATES 

A. Project Estimates aDd their revisioDl 
3.1 The Project at Bhopal has been set up with the collaboration 

of Mis. Associated Electrical Industries Limited of the United Kingdom, 
who besides acting as Technical Consultants have also offered financial 
help for thcProject. Initially it was contemplated to have an annual output 
of Rs. 12. 5 crores in a single shift with a capital expenditure of Rs. 3,525 
lakhs. lnorder to meet the likely increase in the demand for heavy electrical 
equipments, the Project Report of the Consultants had to be changed 
from time to time covering proposals for expansion of the original product-
lines I'iz. switchgear, transformers, etc. and also for taking up the manufac-
ture of Steam Turbines and Generators. The following table indicates the 
estimated cost of the Project as envisaged in the Project Report prepared 
in November, 1956 I'is-a-vis the revisions made from time to time and expen-
diture incurred by the Company there against up to 31st March, 1969 :-

(Rupees in lakhs) 
. __ .. __ •. ___ 'n. -----. 

SI. No. Particulars As per 2nd 3rd 4th 5th Actual 
Project revi- revision revision revision expend i-
Report sion (Scptem- (April (Feb, 70) ture up 
(Novem (Dcc.cm- ber, 1966) (Out~lJt to 31st 
ber, ber, 1963) (OU~ut Rs. 3 .6S March, 
1956) 1962) (Outr:ut Rs. 3.65 crores) 1969 
(Out- (Out- Rs. 5 ctares) 
put put croreli) 
Rs.12.5 Rs. 25 
crores) crores) 

------_.,- " .. _-------_ .. 
2 3 4 5 6 7 8 

. _ .... -.-----~-,----
]. Factory building and 

works 1,136 1,331 1.338.60 1,338.60 1,338.60 1,313.85 
2. Factory sorvices 339 465 407.51 491.80 . 491.80 527.98 
3. (a) Plant and Machi-

nery. 1,851 1,851 2,082.75 2,288.86 2,378.7S 2.296.31 
(b) Custom duty 90 100.57 268.28 389.00 368.59 
(c) Purchase 

Aaeacy asrcomant 113 
and credi t aaree-
ment 

4. Lumpsum paysnlents • 54 54 53.31 60.02 60.02 59.38 
to consultantl 

5. Cost of U. K. Train-
in. 100 100 100.00 124.76 124.76 124.76 

17 



]8 

2 3 4 5 6 7 8 

---------------.----------------~ ---

6. Purniture and mis-
cellaneous eq.ipments 

7. Permanent hostel 
for trainees 

8. Township 

9. Administration char-
FS . 

10. Payment of interest 

11. Construction of 
~torcs 

12. Block X 

TOTAL 

45 45 45.41 48.72 48.72 53.31 

41 

900 839.92 836.41 839.00 836.65 

144.14 299.41 299.41 300.65 

5.27 90.55 90.55 81.31 

SO.OO 46.21 

4.00 

3,525 4,930 5,121.55 5,847.41 6,110.61 6,009.00 

3.2 The revised Project estimates (exclusive of the Expansion Schemes) 
of Rs. 6,110.61 lakhs were approved by the Board of Directors on the 25th 
March, 1968 but the Government of India was approached for sanction of 
these estimates only on 2nd May, 1969 (i.e. after a period of I3 months). 
The revised estimates were sanctioned by the Government in February, 1970. 

3.3 During evidence, the Committee asked why the Company had 
approached Government for sanction of the latest Project estimates of Rs. 
6,110.61 lakhs after more than one year of their approval by the Board 
of Directors. Tn reply, the Financial Adviser of H.E. (I)L stated ;-

"The original estimate was Rs. 58.47 crores and the revised estimate 
was Rs. 61.]] crores. The increase was 4.5 per cent. The 
Government of India had set up the V.K. Krishna Menon Com-
mittee to review the working of the sanctions and they recommend-
ed that if the excess in any estimate in a public sector undertaking 
was within 10 per cent, then the Board of Directors themselves 
could go abead and sanction the expenditure. They laid down a 
stipulation that in the estimates if on any particular item the ex-
penditure exceeds 10 per cent, then we will have again to go to 
the Government. This discussion went on for quite sometime. 
Although the total overall expenditure was within 10 per cent. 
that is, 4.5 per cent, in the case of one particular item. it was 45 
per cent increase. 
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The particular item in which it was more than 45 per cent was the Cus-
toms duty. It was decided that we should go to the Government. 
Then, it was decided that actual customs duty paid during the 
year might be assessed so that when we go to the Government 
for revised sanction for customs duty under which the expenditure 
was more than 10 per ccnt, we should give exact figures. That 
is why in May, 1969 after the actual amounts were known, we 
went up to the Government." 

3.4 Explaining the time lag, the Financial Adviser of the Company 
said that they wanted to ascertain the exact figures to know the actual cus-
toms duty incurrod before approaching Government and that took time. 

3.5 During the course of evidencc of the Ministry of Industrial Devel-
opment, the Committee asked as to who decided tbe policy regrading revision 
of the Project Estimates and whether Government sanction was taken by 
the Government. 

The representative of the Ministry stated :-
"The original sanction was for Rs. 58.48 crores. Now the Govern-

ment rules is that an increase up to 10% in the project cost can 
be approved by the Board of Directors themselves without having 
to go to Government. But there is a special rider that in regard 
to any particular detailed component, the increase should not 
have been more than 10%. Now in this case the overall 
increase is within 10% of the sanctioned cost. Therefore, the 
Board of Directors would ordinarily have been able to deal with 
this case without referring to Government but there were 
11 heads under which this estimate was framed. One of the heads 
is 'customs duty'. There was an increase in this head because 
the rate of customs duty had been increased by about 20 ~~. 
Therefore. the project had to go to Government and since this was 
only in respect of customs duty increase, this was really 
more or less a formality because the Government increased the 
customs duty and that has to be paid. But J would like to submit 
that the overall increase was within 10% and normally that would 
have been within the powers of the Board of Directors of the 
Company to sanction:" 

3.6 The Committee enquired that when it wali stated that the sanction 
was not necessary, why then after 13 months the sanction was asked for. 
The Secretary, Ministry of Industrial Development stated that he could 
not explain the position exactly on behalf of the Company but he added that 
when they moved Government for sanction, the amount they needed had 
to be put in which took a little time. 

The Committee asked why Government took ten months for accord· 
jng the sanction. The witness stated :-

"I agree that we should have taken much less time. But one thing 
is that although in this case the sanction of the Government is. 
really needed only because the customs duty were required more 



or less within 10 days, without consulting the Finance. there was 
an item whose cost had gone up by about Rs. 90 lakhs and that 
was in cost of machines installed in the factory. NoW, when the case 
came to Government, then somebody here thought that this amount 
of Rs. 90.0 lakhs, although it is within 10 per cent of the overall 
increase, yet there was a certain amount of correspondence with 
the Finance Ministry and the Project Authority. to find out why 
this amount of Rs. 90.0 lakhs is required. So, that took 
sometime." 

3.7 Explaining the position further, the Secretary of the Ministry 
of Industrial Development stated ': 

"The machinery had been in our possession and it has been installed. 
What I am saying is that it was worth about Rs. 22.0 crores 
and it went up by about Rs. 90.0 lakhs. The pOint is that in the 
project estimate which was sanctioned. the cost of the machinery 
had been taken as Rs. 22.0 crores and the actual increase was 
Rs. 90.0 lakhs for various reasons. This increase is within the 
10 per cent of the estimated cost. Therefore. there was no Govern-
ment sanction needed for this increase. But since the amount 
of Rs. 90.0 lakhs appeared to be larger, we did refer this to Govern-
ment and that took a little time." 

The Secretary further explained that the extra amount did not involve 
any additional machinery but the cost of existing machinery only had gone 
up by Rs. 90 lakhs. 

3.8 Time is tbe essence of success of any commercial undertaking. 
The Committee regret to note that delay of about two years occurred in sanc-
tioning the Revised Project Estimates of the undertaking. The Management 
of Heavy Electricals (India) Ltd. took more tban a year to approacb Govern-
ment for sanction of the revised project estimates of Rs. 6,110.61 lakhs after 
tbey were approved by the Board of Directors or the Company and the Govern-
ment took another ten montbs to accord their sanction to tbe abovc-mentioncd 
revised estimates. During evidence it was conceded that Government should 
bave taken much less tIme. The Committee are convinced that both 
the Management and Goverament had taken more time than what was 
warranted. The Committee are surprised tbat the Project Estimates were 
revised five times. The Committee recommend that Government sbould lay 
down clear guidelines in tbe matter and that the procedure for processing the 
revised estimates should be streamlined wida"a view to finaUsing them and 
communicating the orders wltbout loss of time. 

3.9 The eo.omlttee need hardly point out that wbile examining such 
upward revision of estimates, Govenunent IIhouhl go into its impact on tbe eco-
nomics of production; in fact the estimates should be so realistically framed 
that there should be no need for their revision. 

B. Expansion Schemes aad revised scope of maMfadure 

3.10 In order to bring certain items like power transformers. trac-
tion motors. steam turbines, etc. within the coverage of manufacture. 
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eight expansion Schemes have been undertaken by the Company. The idea 
was to convert the existing facilities to undertake manufacture of products 
in higher ranges and also to provide balancing facilities so as to improve 
the utilisation of idle capacity. The total expenditure incurred .up to 31 st 
March, 1969 on the various expansion schemes was Rs. 1,120.24 lakhs as 
against the sanctioned estimate of Rs. l I,604. 95 lakhs. Besides, an expendi-
ture of Rs. 26.45 lakhs was also incurred on the balancina facilities (Rs. 
15.87 lakhs) and refugee rehabilitation scheme (Rs. 10.58 lakhs) for 
which no provision had been made in the sanctioned e.stimates. 

3.11. In order to cater to the changing demands of electrical equip-
ment, the Company has also undertaken the manufacture of some new pro-
ducts like transformer auxiliaries, reactors, mica insulations, industrial recti-
fiers, small motors, voltage regulators, Eddy current clutches for traction 
controlgear and contractors. 

3.12. The Committee enquired whether any feasibility study or survey 
was conducted in respect of the six expansion schemes/projects which were 
under implementation. The Chairman of Heavy Electricals (India) Ltd. 
stated that three expansion schemes viz., Steam Turbine Project, Power 
Transformer Expansion Project and Traction Equipment Project were in-
cluded in the supplementary project report prepared by the Consultants. 
In respect of the other three expansion schemes, namely, augmentation of 
Telephone facilities. Traction Transformer Project and the Capacitor Pro-
ject, the project authorities themselves made a feasibility study. He further 
stated that out of the total of Rs. 19 crores, the Steam Turbine Project would 
alone cost Rs. 15 crores, and the Power Transformer Expansion Scheme 
Rs. 3 crores and the balance of Rs. ] crore would cover the remaining four. 
expansion schemes. 

3.13, Asked whether he thought it advisable to envisage expansion 
schem~s as profitable even though the existing machines were not working 
to their installed capacity, the Chairman, Heavy E1ectricals (India) Ltd. 
stated: 

"1 would like to answer the question in this manner: As regards the 
Steam Turbine Project there was no question of idling machines 
because this was a new projeot. This is entirely a new project 
which nearly accounts for Rs. 15 crOres out of Rs. 19 crores. 
Therefore. this question is partly answered in regard to the first 
project. As regards the transformer Expansion Project, the ma-
chinery installed earlier were fully utilised and this expansion was 
considered necessary for there was no idling of machines in this 
item of manufacture. In the case of Traction Equipment Ex-
pansion project, it is true that at the time when the expansion was 
taken up, the full capacity was not utilised. But in view of the 
heavy demand placed by the Indian Railways and the forecasts 
of demands that have been made although the machinery installed 
had not been fully utilised, it was considered that there would be 
need for further expansion. Therefore, this project was taken up," 
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3.14. The witness also said that no profitability study was made in 
respect of the expansion schemes. Explaining the position further the re-
presentative of the Company said:-• 

"The profitability study was not included in the supplementary project 
report submitted by the Consultants. This supplementary pro-
ject report was not accepted by the Government as it stood; then, 
we were asked to go to steam Turbine project as a separate pro-
ject. Similarly for Traction Transformer project and Traction 
Equipment Expansion Project, we prepared in HElL from 
own resources studies. In that study, in September, 1968 when 
we went to the Government for Rs. 14.6 crores for the steam 
Turbine Project, we included a profitability study. We said: 
so many turbines, the sale price will be so much etc. Then, 
we prepared a project report. What the Chairman meant, when 
the consultants prepared a project report, it was not there. They 
wanted 150 thousand pounds extra. And we thought that it was 
not necessary and that we have sufficient experience and knowledge 
not to spend that money. So, we did it ourselves. Only because 
we were a little inexperienced, it took a little time." 

Completion Reports 

3.15. The Committee drew attention of the Management to paragraphs 
87-88 of 35th Report of the Estimates Committee (Third Lok Sabha. April. 
1963) regarding preparation of comprehensive completion reports for the 
individual factory blocks and asked whether such reports has since been 
prepared for the factory blocks already completed. The Chairman of Heavy 
Electricals (India) Ltd. informed the Committee that the completion reports 
regarding civil engineering part of these blocks had been submitted to Govern-
ment but regarding machines the reports had not been submitted as in some 
blocks machines, were still to be installed. Asked about the reasons for 
taking such a long time for installation of machines, the Managing Director 
stated that the project had gone through five revisions and was finally accepted 
by Government in February, 1970. The equipment included in the various 
revisions had not been completed for want of sufficient time to do so. The 
Financial Adviser of the Company had this to say: 

"As Financial Adviser I have myself come in the way of incurring 
expenditure all of a sudden. I feel that we have to plan out the 
shop. It is not merely the installation of the machinery and putting 
the machines there. The production build up has to go side by 
side and I must ensure that whatever machines are installed are 
properly utilised by the management before further machines 
are installed. Apart from the machines there is the question of 
the skilled technicians and employees. We also want the latest 
design in machines. Now that we are building up production 
and the required skill, funds. can be released so that there is co-
ordinated development. It is these things that come in the way 
of progress of expenditure." 

3.16. He also informed that Committee that the machines which had 
arrived had been installed. The Managing Director added that machinery 
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worth Rs. 70-71 lakhs had yet to be ordered and that they were waiting 
for the development of the load to instal special purpose machines. 

The Committee enquired about the target dates jf any tilted 
for completion of expansion schemes. The Secretary of the Ministry stated 
in this connection as follows:-

"As a matter of fact, the project report which was made up for the 
expenditure by our consultant did not indicate any date. But 
that Project Report was not really accepted by the Government. 
Subsequently, when the project report was made out by the Pro-
ject Authority, they had indicated the time of 20 months for com-
pletion of one shop. On the basis of that completion, the date 
has been worked out in Annexure I of the Audit Report. Actually 
the Completion date is going to be as follows: for the manufac-
ture of Steam turbines March 1973. Project for manufacture 
of transformer for 25 KW-March, 1973 Project for expansion from 
108.00 to 186.00 KW-March, 1972; project for establishment 
of additional facilities for the manufacture of power-transformer 
(3000 to 6000 MW output per year) March, 1975; (accumulation 
of water supply has been completed already; Augmentation of 
telephone facilities-March, 1972". 

3.17. The Committee asked whether completion of the various ex-
pansion schemes wen delayed and if so, what action was taken by the Minis-
try to pursue the matter to see that the dates were not extended every now 
then. The Secretary of the Ministry of Industrial Development stated that 
they had been discussing the project reports and the targets fixed with the 
project authority and the company authority from time to time. 

3.18. When enquired how often they discussed the matter, the Secre-
tary stated :-

"Very often they come here; once in a month. We take up those things 
almost every month. What has happened is that many of these 
projects are being delayed not because we do not want to complete 
them earlier but because we want the expertise which is needed for 
doing these various jobs should be developed before we go in for 
more installation of machinery and plant. We find that the various 
machineries that this HElL is building that is water turbine and 
the steam turbine, they are very complicated machineries and it 
takes some time to acquire. the technology and expertise to handle 
them. We have installed a machine, we have trained experts 
available to work on the machine, otherwise much of that machi-
nery will remain idle and uieless. " 

3.19. The Committee pointed out that it should have been envisaged 
earlier when the target date was fixed and enquired what the time lag was and 
whether the reasons for delay were shortage of funds and delay in the sanc-
tion by the Government. The Secretary of the Ministry of Industrial Develop-
ment stated that funds were not the problem. Explaining the position why 
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Government took ten months in according their sanction he said that it 
was only a formality and added :-

"I would submit that if there was any work to be done quickly, then I 
would certainly have moved much faster. I would like to assure 
you that custom duty was paid, everything was done. PrQbably. 
we went slightly slow ..... 

In regard to this particular question of expansion, there was really 
no dearth of funds. It was not money which was standing in the 
way. It was really the development of expertise which took a 
Httle longer time." 

3.20. Explaining further the developme-nt of expertise, the Secretary 
stated :-

"The machints imported from abroad have given a lot of trouble. 
The eXJX.rts could not easily find out exactly the type of defect. 
For small machines of 15 mg. Turbine people had to fty to Western 
countries to know why it was vibrating. I would like to submit 
that in this kind of project certain time has to be allowed to enable 
the skill to be dev~loped and some measure of compatibility has 
to be maintained." 

3.21. Asked if the machines received in India were kept idle before the 
expertise could develop, tht: Secretary, Ministry of Industrial Development 
informed the Committee that they had been getting the machines according 
to the e~p:!rtise developed as ·the'y did not want to invest more money of the 
Company befor.:. they were in a position to use the machines. He added that 
particularly in regard to the Steam Turbine and Hydro Electric Turbines 
there had been a constant re-thinking about the scope. The witness further 
stated :-

"At one time 15 mg. was considered to be a big one. Now the time 
has come when we need 100 mg. to 120 mg. We are already think-
ing of 200 mg. Turbine. May be, by the time we complete this 
project we shall have 200 mg. as our experts are thinking and as 
requirement of the Company for larger machines come up we may 
go on revising these things and keep bigger machines." 

3.22. The Committee required as to when the training for development 
of rxpertise started on that particular machinery. The Secretary of the Minis-
try stated in reply:-

• 
"It is a question of expertise developing to work on the machines. 

What is neoessary to develop is the skill in our own workers and 
quite a larg~ number of workers work on every machine. For 
example for the production of Steam Turbine there may be any-
thing like 500 to 600 workers who contribute to the making of that 
machine. In the machine, the balancing of Rotar, different time 
has been given. Balancing of Rotar fixing of blades, angles, type 
of servicing blades require time. All this comes by actual operation 
and gradually people acquire skills." 
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3.23. Observing that our workmen had surpassed even the foreigners. 
the Committee wanted to know the time proposed to be taken for acquisition 
of skill for manufacture of Rotar. It was also pointed out that a sum of Rs. 
1306 lakhs had already been invested on the work completed upto March, 
1970. In this con~ction, the Secretary of the Min~try stated :-

"1 would like to submit that what happened is that initially we may start 
with 50 megawatt and then we go on to 100 and then 200. It is 
. a continuing development which is taking place because the size 
and the type of machines are not static. It is not a factory producing 
some standardised thing. Wt have to go on developing from one 
to another size. In the bigger sizes, various new problems are 
posed and solutions have to be found and new expertise developed 
to a certain extent. This is a continuous process in a factory like 
this. From one range of pressure and t~mperature in the turbine, 
we go ahead." 

The Secretary of the Ministry added ;---

"I would like to submit that while we are developing the expertise, 
the production is going on. The skills h:\Ve been developed and 
simultaneously the production is going on. As far as the results 
of the working of this company are concerned, in 1973-74, we 
expect to break-even and then start making profits, which means 
by that time, we shall have acquired sufficient expertise te produce 
sufficient goods which will meet all our costs, including interest 
and depreciation and cost of production etc. and we shall be able 
to break-rven and after that it should be a continuous sort of story 
of raising profits, because production will go on, and Wt shall go 
on improving our financial working. It is not as if we are not 
producing anything. While we do so, we are developing expertise. 
But it takes a little longer for the workmen to have that." 

3.24. The Committee observed that the target!; had not been reached 
and it was a matter of concern because there had been continuous losses. 
The Committee wanted assurance that the target dates would not be extended 
further. The witness said that the dates for the completion of the various 
items in the expansion project which he mentioned were quite. realistic and 
th~y would be stuck to. . 

3.25. The Committee pointed out that the Project Report did not in-
dicate the target dates of completion in respect of 6 out of 8 schemes. The 
Chairman, Heavy Electricals (India) Ltd. explained that the target dates 
had since been fixed. The Managing Director also stated that they had 
regular target dates and regular production schedule. 

3.16. The Committee note that Heavy Electrlcals (India) Ltd. have 
undertaken eight expansion schemes at an estimated cost of Rs. 16.05 crores 
to conr the manufacture of Items like power traasrormen, tractioo motors, 
Iteam turbines, etc. 1be objects are stated to be maauf.eture of products Ia 

;,blgber range, provision of balanc:iDg facHlties and cateri .. to changes In demaDd, 
etc. The Committee 8nd that In six ont of these eight schemes, BO specific 
target dates for their completion were fixed. Not only this, some of tbeIe 
8LSSnl-3. 
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expaDlioD schemes for example, Tr.ction Equipment Expansion Project, 
•• l'e been undertaken even though • p.rt of the existing capacity was stated 
to be lying idle. The Committee caDDot too strongly stress that before any 
expansion sdleme Is .1I0wed, Government should make lUJ'e of the requirements 
on short term and long term basis, the economics of manuf.cturing them in the 
Project by expansion and I.ying down. time bound progr.mme for production. 
The progress of work should be carefully w.tcbed both .t the lel'el of the UDder-
taking and Government to ensure th.t the target d.tes for install.tion .... 
manuf.cture .re adhered to so th.t the objectives underlying expansion are 
adained. 

C. Steam Turbine Exp •• ion Scbeme 

3.27. In 1963, the Government of India sanctioned the Expansion 
Scheme for the manufacture of steam turbines and generators on the basis 
of the Supplementary Project Report submitted by the Consultants. The 
following table indicates the date of sanction of the scheme, expected date of 
completion, estimate of capital expenditure involved, expenditure incurred 
up to 3Ist March, 1969 and the progress made :-

Name of Date of Target 
the Scheme sanction date for 

by Govt. com-
pletion 

Expected Capital 
date estimate 

of comp-
letion 

Expen- Progress 
diture on 31st Remarb 
up to 31st March, 
March, 1969 
1969 

(Rupees in 1akhs pre-devaluation) 
Maunfac-
ture of 
steam Tur-
binos and 
Turbo 
Alternators 
up to 600 
MW per 

4/7-9·19f)3 No spc- October, 
cific date 1969 
given in 

997.87 862.98 88% of •• 

the ori-
ginal Pro-
ject Re-
port 

&DDWD. 

civil works 
complet-
ed,82% 
of mach-
ine tools 
and eq-
uipments 
have 
since 
been 
ordered. 

•• In the revised estimate duly approved by the Board in the meeting held on 25th 
March, 1968, a total expenditure of Rs. 1,465 lakhs, on the scherr:e has been 
approved, The Govt. of India's sanction is, however, still l\I,aited. 1he Pro-
j~t has not been completed'so far (January, 1970). 

------------------------_ ... _--------

Non :-According to Audit the further revised estimate has since been submitted 
to the Board of Directors on 14th February. 1972. 

3.28. The Stea~ Turbine Project envisaged an output of a maximum 
of seven sets aggregatmg 600 MW per annum No profitability study was 
however, made in the Supplementary Project Report by the Consultants. Ii 
was in March, 1968 when the project estimates were revised from Rs. 997.87· 
lakhs to Rs. 1465 lakhs that a profitability study was made. 
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3.29. On the basis of an indication given by the Government of India 
and the Planning Commission in 1963-64 that there would be a demand for 
ten 120 MW sets in the country during 1966-71, the expansion scheme suitable 
for the manufacture of steam turbines of 120 MW was undertaken by the 
Company in March, 1964." 

3.30. Attention of the Management was drawn to the fact that no 
sJle(:ific date of completion was mentioned in the Project Report although 
the expected date of completion was indicated as October, 1969. The pro-
gress as on 31.3.69 indicated that 88 percent of civil works had been completed 
and 82 per cent of machine tools and equipments had been ordered. As the 
expected date of completion of the scheme had already expired, clarification 
in the matter was sought. 

The Managing Director of Heavy Electricals (India) Ltd. explained 
that October, 1969 related to their'capital estimate of Rs. 997.87 lakhs, the 
estimate was revised to Rs. 14.65 crores and the project was not yet comp-
lete. 

3.31. During evidence, the Committee pointed out that the Steam 
Turbine Expansion Scheme was sanctioned by Government in 1963 on the 
basis of Supplementary Project Report which did not indicate any target 
date of completion. The Project was incomplete till May, 1971 although 
expected date of completion was given as October, 1969. The Managing 
Director of Heavy Eltctricals (India) Ltd. stated in this respect :-

"It is not strictly the position because the Government did not give 
the sanction on the basis of consultant's project report. They 
did not accept the consultant's project report and we prepared 
a preliminary report at that time for Rs. 997.87 lakhs. Informa-
tion on this is given in annexure to the Audit Report. The com-
pletion date for ttl: project was given as October 1969 but the 
project had to be revised later to Rs. 14. 65 crores for various 
reasons. Some machine tools have to be modified and all that and 
that is the project on which we are working now. So this com-
pletion date is strictly not relevant to the. project." 

3.32. In a written reply furnished after the evidence, the Heavy Electri-
cals (India) Ltd. have given the following main reasons for delay in comple-
tion of the: Project:-

(i) The funds required for machine tools to be procured originaUy 
from the UK were inadequate and we were advised by Govern-
ment to procure these under the French & Italian Credits. A 
sum of Rs. 175.00 lakhs was allocated for this purpose against 
the French and Italian Credits. 

(ii) At one stage, it appeared that the demand for thermal sets in the 
country was limited, particularly during the recession pc; riod, and 
it was considered desirable to go slow on this project until the 
demand picks up. 
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(iii) The slow progress and also the two revisions that have ~n n~s­
sitated, are due to lack of adequate and sound knowledgetn drawin! 
up the Project Report for the manufacture of sophisticated project 
like Steam Turbine and Generators. Though we have the assis-
tance of the Consultants at the earlier stage, bulk of thinking and 
work have been done by the Indian staff who have had not much 
of experience in this type of work, 

3.33. During evidence of the Millistry of Industrial Development. 
the Secretary of the Ministry stated :-

"The position is that our collaborators did submit a supplementary 
,project report, but that was not accepted by the Government and 
later on the project authorities themselves made out a project 
report which the Government accepted ultimately. In that report. 
every indication was given tbat the project would be completed 
within 20 months of the sanction of that project. The dates 011 
which these projects expansion is likely to be completed in regard 
to various items are included in it." 

3.34. The Committee pointed out tbat delay on the part of Heavy 
Electricals (India) Ltd. meant holding up programme of the industrialisation 
as these generators aDd other power equipment were required for generating 
power for industrial expansion. The Committee also observed that the 
iChedule of the Company seemed to be lopsided because they did not have 
target dates of completion. In reply the Chairman of the Company stated 
that the delay occurred because the British manufacturers who were to lOupply 
the runners took 18 months. The Managing Director stated that in the case 
of one turbine set l'iT.. 1II Santaldih the delivery was delayed by six years and 
eight months. The Managing Director added that some times the cuslomer 
was not prepared to accept the machine and thus it was nOl only their own 
delivery which caused delay. The Committee then suggested that in future 
the fact.c; such as late delivery of materials by the suppliers which upset the 
delivery schedule of the Company should be brought to the notice of Audit 
so that such items may not appear for comments in the Audit Report. 

3.35. The Government of India in their letter daled 7th October. 1964 
approved the placing of orders for the components for the first 4 seti of 120 
MW Turbines for assembly/manufacture at Bhopal during the period October, 
1964 to April. 1965 at a price not ex.ceeding Rs. 4301akhs. 

3.36. The first order for 2 sets for Santaldih was received in May. 1965. 
Itwas contemplated that the first set for Santaldih would be manufactured 
Imost completely with imported compoJ!Cnts. The first set was imported 
od delivere4 straigbtway to the customer by 31st March, 1969. 

The order ror other $Cts were rec;cived as follows :-
--_ .. _._----------

I. D. V. C. 
2. D. V. C .. 
3. Oujarat Elcctrici.ty Board 
4. Gujarat Electricity Board 

Otandrapura 
Cbandrapura 
Ubi 

Ubi 

»3-1968 
16-10-1968 
29·8-1969 

29' 8-1969 ._-----_._-_ •.. _._- ... _-------
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3.37. In the meantime, orders for components for the remaining 6 
sets were also placed from time to time for being financed out of the U.K. 
credit released in April, 1966. The Company also arranged for all pre-pro-
ductionactivities such as finaJisation of drawings, specifications, etc. for 8 
sets by end of 1967. 

3.38. According' to the indication given by the Management to the 
Government of India in August, 1969 the value ofJ11aterials and components 
ordered till then for manufacture of Steam Turbines was about Rs. 17 crores, 
out of which those worth Rs. 12 crores had already been paid for and shipped 
by that time. In addition to this. the Company incurred an expenditure 
of about Rs. 2 crores on account of engineering and manufacturing charges, 
bringing the total expenditure to Rs. 14 crores up to August, 1969. 

3.39. On the basis of the projection made in February, 1967, the de-
livery period of the various sets was expected to be as follows :-
----,----------------_._-------------

I. Santaldih I • 

II. Chandrapura 

IfI. Santaldih II ; 

IV. ChandJ'apura 

V. Korba 

VI. Untied 

VD. Santaldih III 

VJII. Koradi (Nagpur) . 

February. 1968 -May. 1968 

August, 1968 - Dec., 1968 

December. I 968-June, 1969 

April, 1969 - Aug .• 1969 

July, 1969 - Oct., 1%9 

October, 1969 - Feb., \970 

January. 1970 - May, 1970 

April. 1970 - AUK., 1970 
-----_ .... _----_ .. _--- ------_.'---

3.40. As mentioned eadier, only one set has so far been delivered. 
According to thetprogramme of manufacture, the anticipated delivery dates 
of the remaining 5 sets, for which. firm orders have been received, are given 
below ;---

---------------------------------------
SI. 
No. 

No. of Sets Delivery as planned by the Com-
pany in February. 1970 

~-------~--------~ 
Turbine Generator 

-- ------------------,------, ------
(1) 11 Chandrapura • .. December. 1976 August, 1970 

(2) III Santaldih • June, 1971 October. 1971 

(3) IV Chandrapura . , December, 1971 April, 1972 

(4) V mai • June~ 1972 December, 1972 

(5) VI Ukai December. 1972 April, 1973. 
------------~------.------
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3.41. The cycle of manufacture of 120 MW set is approximately 3 
years. It would, however, appear from the table showing the progress of 
capital expenditure on this expansion scheme that the Expansion Project 
has not been completed so far for the manufacture of these Steam Turbines. 
Taking into account the manufacturing cycle involved (viz. 3 years) and the 
fact that the arrangements for pre-production facilities were made in antici-
pation of orders. the delivery schedule as planned by the Management in 
February, ]970 appears to"be too long except in the case of Chandrapura 
1 st Unit. even if the dates of orders are taken as the starting point as may be 
seen from the table below :-

Nature of set Date of Expected delivery Delivery as ~Ianncd 
order peri,od as per pro- in Feb., 970. 

Jcctlons made an 
Feb., 1967. 

Turbine General-
tor 

I. Dye-Chandrapura 20-3-68 Aug., 68 to Dec .• 68 Dec .• 70 Aug., 70 
2. DVC-ChaDdrapura 16-10-68 April, 69 to Aug., 69 Dec., 71 April, 72 
3. Ukai-<1ujarat Electricity 

Board. 29-8-69 June, 72 Dec., 72 
4. Ukai-<1ujarat E1cctricity 

Board. 29-8-69 .. Dec., 72 April, 73 
--_._---_._._._----

3.42. According to the Management, in the earlier years of establish-
ment of manufacture, the manufacturing cycle would be longer, specially 
taking into consideration the sophistication of the product. 

3.43. Having regard to the manufacturing cycle of 3 years involved, 
the indication of the work load according to orders in hand is suggestive of 
non-utilisation of a part of the capacity even when developed. 

3.44. The Management have'stated (May, 1970) that "the facilities 
deyeloped are not-exclusiveJy for these ten sets only but will be utilised for a 
long time not only for the manufacture of subsequent 120 MW sets but also 
for different other types and ratings of Steam Turbine Sets." 

3.45. This may, however, involve creation of additional facilities, 
the extent of which is not readily ascertainable. 

Procurement of Components ahead of requirement 

3.46. As a result of placing of orders for components in.1964 in antici-
pation of the orders to be received. the Company had to keep its resources 
locked up for a long period, thereby leading to loss in the form of payment 
of interest. In the absence of any information as to the dates of receipt of 
components/raw materials against each set, the time Jag between the dates 
of receipt of materials and their actual utilisation is not available. The Mana-
gement intimated (January, ] 970) that:-

....... the value of major components and raw materials already re-
ceived for 7th and 8th sets to which customer's orders are yet to 
be received amounts to Rs. 40 lakhs {Approximately)." 
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3.47. The Committee asked the justification for procurement of com-
ponents and other raw material for the manufacture of Turbo Sets in antici-
pation of the actual orders for their manufacture and thus locking up capital 
running into lakhs of rupees for a long time. The Chairman of Heavy 
Electricals (India) Ltd. stated that the components were ordered for the 
turbo set on the basis of certain projections of the requirement of thermal 
power equipment and that allocation at that time was not made. 

3.48. There was some delay in getting the shop ready for production 
and some of the components and unfinished equipment had come earlier 
than they were needed. The Committee insisted on justification for early 
procurement of components and enquired whether the Company had incurred 
loss in doing so. The Managing Director of the Company admitted that 
early procurement of components could have been avoided. He explained 
that there was delay in the construction of the block and that they were held 
up by various things Jike foreign exchange difficulties. The equipment of 
the block got delayed and it was very difficult for them to cancel the orders 
once they were placed. 

3.49. The Committee enquired why the profitability study was not 
made. The witness informed that it was not made in the Project report 
itself. However. in the covering letter of the Company. details were worked 
out. 

3.50. It was pointed out that:-

"When this paragraph of Audit Report (Commercial) was sent to the 
Ministry as well as to the Company. at that time, it was not men-
tioned that profitability study was mentioned in that covering 
letter. This paragraph was sent to the company as well as to the 
Ministry for comments and it was discussed by the Ministry with 
the Audit Board Members and it was not mentioned at any time 
in any covering letter". 

3.51. Tbe Committee note tbat In 1963-64, Government of India and 
Planning Commission gave an indication of the likely demand for ten IlO MW 
sets of steam turbines in tbe country during the period of 5 years i.e. from 
1966-67 to 1970-71. Taking this Into account the Government of India sanc-
tioned the Steam Turbine Expansion Project In 1963 at an estimated cost 
of Rs. 997.87 lakbs (revised to Rs. 146~ lakhs in Marcb, 1968) witb aD out 
put of a maximum of seven sets at the rate aggregating 600 MW per annum. 
The Committee also note tbat tbe first set of UO MW turbine wu ImPorted 
and delivered straigbt away to tbe customer by 31st Marcb, 1969. Tbe order 
for otber 4 sets were received between Marcb, 1968 and August, 1969. The 
Committee are surprised tbat tbe orders for the manuCacture and supply of tbe 
Steam Turbines were not received by tbe Heavy Electricals (India) Ltd. in 
accordance witb tbe indications given by tbe Planning Commission and tbe 
Government of India In 1963. The Committee, tberefore, recommend tbat a 
realistic demand analysis should always be worked out by the Government 
beCore embarking on production or an expansion programme. 
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3.52. Too Committee are a little puzzled by the phenomena of shortage 
of power in most parts of the country and lack of firm orders on the Under-
takinK for manufadore of generators and turbines. The Committee are, there-
fore, of the opinion that there it urgent need for integrated planning and 
coorclinated execution. 

3.S3. The Committee find tbat tbe "Supplementary Project Report" 
prepared by tbe Consultants did not contain any profitability study. 1bis 
proHtability study was made only in Marcb, 1968 i.e. after a lapse of a period 
of about 5 years. The Committee are distressed to note that completion of the 
project bas lagged behind and delivery schedule drawn up by the Management 
even for tbose sets for whicb firm orders were rect'ived, bad not been kept np. 
On the basis of projections made in February, 1967, for example, 8 sets were 
to be delivered by August, 1970 but against tbis only one set bad been delivered 
even though the delivery scbedule as planned by the Management was rather 
Joog as compared with the normal cycle of 3 years for manufacture of a steam 
turbine. The Committee recoRlDlend that the management of Heavy Elec:tri-
cats (India) Ltd., should take advantage of modem management teclmiques 
like Programme Evaluation Review Technique (PERT) to guard against the usual 
inatkquacies and pit falls in the matter of ensuring adherence to dl'livery 
scbtdules. 

3.54. The Committee also note that according to the indications given 
by the Management to the Government of India in August, 1969 tbe value of 
mater"als and components ordered till then for manufacture of steam turbines 
was about Rs. 17 crores out oC whicb total expenditure incurred upto August, 
1969 amounted to Rs. 14 crores. The Company had tbus to keep its resources 
locked up for long. Tbe Committee are, tberefore, of the view that Management 
oC Heavy Electrical! (India) Ltd. should not have ordered Cor major components 
so mucb in advance of firm orders and allowed its scarce resources to be so 
blocked leading to avoidable burden on account oC payment oC interest. Tbe 
Committee recommend that in Cuture, the Management oC Heavy Electricals 
(India) Ltd. should so plan its development of pre-production tbat tbe facilities 
created for tbe purpose do not remain unutilised and tbeir capital does not remain 
stuck up for long periods. 

3.SS. The Committee find tbat tbe very purpose of acquiring components 
etc. in advance was deCeated by the delay in placing orders by tbe customCl's 
like the State Electrcity Boards and also by slow development oC expertise 
by Heavy Electricals (India) Ltd., to execute the orders. The Committee are 
of the view tbat advance planning for acquiring components and parts would 
have served larger interests of tbe country bad there been integrated planning 
in related spheres. 



IV 

PERFORMANCE ANALYSIS 

A. Productioa Perform.1ICe 

4.1. Heavy Electricals (India) Ltd. manufactures a diverse range of 
heavy electrical equipment in its eight main project divisions. These divi-
sions are:-

(a) Switchgear and Controlgear Division, 

(b) Transformer Division, 

(c) Capacitor Division, 

(d) Traction Motor Division, 

(e) Industrial Motors Division, 

(f) Large Motors and Generators Division, 

(g) Water Turbine Division, and 

(h) Steam Turbine Division. 

4.2. According to the Project Report a period ranging from 4 to 8 
years, depending on the nature of the product, was required for achieving 
full planned production in respect of the different products. 

4.3. The Origina~ Detailed Project Report submitted by the. Consul-
tants in the year 1956 envisaged an annual output of Rs. 12.5 crores on 
single shift basis. This level of output as originally contemplated has. how-
ever, been modified from time to time and the value of production estimated 
in April, 1966 at Rs. 33.65 crores annually on attainment of the full rated 
capacity. After taking into account the reassessment of original capacities 
(as modified for expansions), the installed capacity, and the expected dates 
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4.4. According to the above reassessment the final capacity is expected 
to be reached completely by 1973-74. The value of total output at final 
capacity is expected to be Rs. 69.35 crores. On the basis of projections 
made for profitability study the value of output in 1973-74 is expected to 
be only Rs. 52.19 crores. 

4.5. The Ministry have stated (May, 1970) as follows:-
(i) In the case of the output projections made for the profitability 

study, the Company was asked "specifically to take into account 
the orders in hand and the prospective order position while pro-
jecting the Sales volume. 

(ii) The product mix obtaining in a particular year could be very diffe-
rent from the one assumed for the purpose of capacity assessment, 
which is usually done on a national basis. 

(iii) It is the experience of even foreign heavy electrical manufacturers 
of world-standing, that, in the case of such custom-built equip-
ment, realisation of full capacity of all the products simultaneously 
is not possible, and a 75 per cent, realisation should be considered 
reasonable. " 

4.6. The factory went into regular production from 1961-62 onw~rds. 
and the product-mix anticipated in the Project Report had undergone consi-
derable changes in the course of actual implementation. When the annual 
output was estimated at Rs. 33.65 crores in 1966 no time bound programme 
of gradually achieving the capacity from year to year was drawn up; nor 
was any indication as the number of years required for achieving full 
planned output made. For the first time the Company indicated the install-
ed capacity during 1967-68. Similar exercise was made in 1968-69. 
The installed capacity as indicated by the Management. targets fixed and 
the actual production of the main items for 1967-68 and 1968-69 are given 
in Appendix-II. 

4.7. The production represented those certified by the Mangement 
as having been finished at the end of each accounting year. The Company 
Auditors expressed the opinion that the production shown to have been 
completed by 31 st March, 1969 was not transferred to the warehouse even 
after the lapse of 2 to 3 months becaus'! of "some work of not too material 
nature still remained to be done thereon". An analysis of the manufacturing 
orders completed before 31st March 1969 indicated that in 49 cases the pro-
duction shown to have been completed by 31st March, 1969 was not despatch-
ed till February. 1970. 

4.8. The following reasons have been attributed by the Ministry 
(\1 ay, 1970) for the delay in despatch of the items mentioned above: 

(i) "In some cases the customer cancelled the order and alternative 
arrangements had to be made to sell the machines, which naturally 
takes time in the case of such custom-built equipment. 

(ii) In the case of hydro projects like Koyna the customer himself 
has asked to defer despatches for reasons of slow progress at site. 
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(iii) In some cases, the despatch has to be necessarily delayed until 
the associated equipment is also ready at HElL, for example, 
the turbo-generator has to await the steam trubine, the traction 
motor has to be despatched alongwith the control gear ... 

4.9. It would be seen that the targets fixed were much below the install 
ed capacity and the actual production fell short of the targets fixed from year 
to year. 

4.10. The reasons for the short fall in the achievement of targets were 
stated to be as under:-

(i) Some of the products are sophisticated and of high quality and 
standard, the acquisition of required skill takes a long time and 
various teething troubles were experienced. 

(ii) Indigenous development of materials and components is a slow 
process; some of tht suppliers of materials and components failed 
to keep up their delivery commitments, particularly the Consul-
tants who were the major suppliers of the components. 

(iii) The shortage and non-availability of cutain materials. 
(iv) The shortfall in production in respect of switchgear and steam 

turbines during 1967-68 and in respect of controlgear during 1967-
68 and 1968-69 was attributed to lack of orders. 

4.1 I. The' Consultants in the~r report for the period ending November, 
1969, however, observed as follows :-

"Another general explanation for shortfalls in output is delay in ob-
taining satisfactory supplies of materials and components both 
from outside suppliers and from feeder departments within the 
factory. 

Delays and the inconsistent quality of indigenous supplies : 

Failure of supplies from "Internal" feeder departments has been the 
subject of comment in several previous reports, but it is evident 
that the situation has deteriorated very considerably over the past 
year in respect of the ·Fabrication Department. This is a key 
department upon which the outputs of the Water Turbine, Heavy 
Plant and Transformer Departments are entirely dependent, and 
which affects also, to a lesser extent, the Motor and Capacitor 
Departments. 

Efforts are being made to tide over the immediate difficulty by placing 
orders with outside, and even overseas suppliers for large fabricated 
components. This should not normally be necessary. There is 
ample fabrication space, plant and personnel to meet an) possible 
requirement of Bhopal factory and these must be used efficiently 
to satisfy these requirements. The frequently heard criticism that 
there is insufficient fabrication area is not valid. What is happen-
ing is that jobs are standing on the shop floor, occupying manu-
facturing space, for far too long a time. 
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Urgent steps to improve the productivity in the Fabrication 
shop are essential." 

4.12. During evidence, the Committee drew attention of the Manage-
ment of the Company to the statement made by the Ministry of Industrial 
Development in May, 1970 that even for foreign Heavy Electrical manu-
facturers of world standing, it was not possible to realise full capacity of all 
the products and that 75 per cent realisation should be considered reasonable 
and enquired what was the basis of that statement. I reply, the Managing 
Director of the Company stated :-

"This is based on the knowledge and experience of what is happening 
in other countries. Oth(.r companies' balance sheets and installed 
capacities figures are not really published. But this iii done 
by discussion with various people. ]n a factory like HEL yt)u 
have 8 different factories. There may be 100% production, say, 
in transformers and that may not be so in some other tine. It 
is quite possible because that depends upon the order and varioUli 
factors. Published fi$.1;lres show that within this figure of 52. 19 
crores profitability Will be achieved. I worked in AEI for 16 
years before joining Government. And there also, I have found 
that it does not have. Of course, in those private sector Under-
takings, they do not go by this installed capacity. Merely the 
output and the profitability of output is their main consideration." 

4.13. He further mentioned that th~ General Electric Co. and AEI 
had more or less similar experience and stated that their factories grew up 
with years and therefore they did not list out the instaJJed capacities. 

4.14. The Committee referred to the reassessment made by tht.. Manage-
ment according to which the final capacity was expected to be reached comple-
tely by 1973-74 at a total output of value of Rs. 69.35 crotes which was later 
on down graded to Rs. 52.19 crores when fresh estimated operation results 
were made in September, 1969 and asked how these were to be reconsiled. 
The Secretary of the Ministry stated that the installed capacity was Rs. 69.35 
crores and further explained that output was calculated on the basis of in-
stalled capacity. There was to be an installed capacity of every plant and 
according to him, the actual production from a plant was never 100 per cent. 
The calculation for 52. 19 crores on the same basis was 70 per cent of the 
installed capacity of 69.35 crores. 

4.15. The Committee pointed out that the estimate of 52. 19 crores 
was on the basis of price level in September, 1969 and Rs. 69.35 crores was 
on the basis of price level prevailing one year earlier and enquired if the 
prices had gone up how could the value go down. The Secretary of the 
Ministry stated : 

"On the basis of price prevailing in September, 1969 the total 
installed capacity of the plant would be Rs. 69.35 crores. Every 
particular unit and every machine in the whole HElL was being 
used to full capacity. But in an Engineering workshop it can Drver 
be a practical proposition that evt ry machine is fully loaded 
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on all the 365 days a year. In fact, the actual manufacturing 
output that you can expect from the workshop is 70 % and on 
that basis the actual production i.e. the optimum production would 
about 52.19 erores. They have taken tbe price level of September 
when the estimak was made." 

4.16. He added that the two estimates were at the price level prevailing 
n September, 1969. The Managing Director of HElL said :-

"Both the figures are at the same basis. The installed capacity of Rs. 
69.35 crores was obtained by using the same price kvel as the 
production capacity of Rs. 52.19 crores was calculated. All that 
we are seeking to say is that an installed capacity of Rs. 69.35 
erores in an engineering industry of this kind has various machines 
working. Therefore, if you attain a production of 75 per cent, 
we say generally the world's experience is like that. These are 
not two different price lines." 

4.17. The Committee observed that Rs. 69.35 crores was on installed 
capacity and Rs. 52.19 crores was when they break-eveo. In reply the Secre-
tary of the Ministry said : 

"Not the bn.ak-even, I may submit that aecord-nf to all the in-
formation we have about engineering workshops of tl.is nature, 
thiS is the optimum production that one expects to have because 
in an engineering workshop of such a large magnitude, it is not 
possible to keep every machine loaded at ]00 per cent capacity 
(or all the 365 days in a year. Thelefore, in actual practice, in 
the engineering workshops if you attain an output of 7S per cent of 
the installed capacity that is considered to bt. good. But it does 
not mean that we shall rest there. We shall try to aet the best 
results and this is what we should try." 

4.18. Explaining the position regarding price rise the Secretary of the 
Ministry stated :-

""I would say that the out"tum in terms of money would increase as 
the price is increased. If we say that Rs. 52.19 crores is the 
optimum production that we shall reach in 1973-74, if prices in 
1974 are higher than 1969 let us say by 20 per cent. then we 
should push it up by 20 per cent." 

4 J 9. The Secretary agreed with the remarks that if the price level 
increased and the value of production increased that did oot necessarily 
mean that physical production also increased. 

4.20. The Committee observed that Rs. 69crores was previously 
estimated as the installed capacity and later on it was revit.wed and the figure 
of production was downgraded. The Se<-retary replied that he was sure that 
Rs. 69. 3 S crores was the installed capacity. 
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04.21. In a written reply furnished after the evidence, the Company, 
explaining the position regarding making of exercises for indicating the in-
stalled capacity statt.d :-

"As applicable to this industry two terms are relevant in this context, 
viz : the "il1stalled capacity" and the "developed capacity". As 
regards the installed capacity, it only indicates the mere completion 
of installation of machine tools and equipment. with no regard 
for the skills to be developed or to the orders available. As 
mentioned in the Audit Report, the installed capacity for 1967-68 
has been indicated. Thereafter, additions to the installed capacity 
are realised only through the completion of the iilanctioned ex-
pansion schemes. There are internal targets for addition of capital 
equipment against each expansion scheme and the progress on 
the same is reported in the monthly report to the Ministry also. 
At the end of each year, an assesscment of addition to installed 
capacity is made on the basis of completion of installation of capi-
tal equipment. Thus, it is ensured that achievement of installed 
capacity in realistic against the targets. 

As regards developed capacity, the Company regularly prepares a 
"forward plan" for production for the next five years which re-
flects the probable output level. These are reviewed evC"ry year 
taking into account the developments that have taken place 
in the meanwhile-such as actual availability of orders for the 
immediate future, skills developed etC'. The Audit R~port has 
also quoted (Vide Page 12) from one such Forward Plan "the 
value of output in 1973-74 is expected to be only Rs. 52. 19 crores". 

4.22. It was pointed out by the Committee that production during 
1969-70 was less than what it was during 1967-68 and 1968-69 in respect of 
certain items. The Managing Director of H.E. (I)L statt.d that fall in 
production was due to labour trouble during the year 1969-70. 

The witness added that there had been other reasons also. He said : 
"With the man on the job, you measure efficiency because the incentive 

scheme is there, because he works better and he produces more. 
But if he is standing idle, thf re is no measurement and thefe is 
no efficiency, that is how it happens." 

4.23. During evidence of the representatives of Heavy Electricals 
(India) Ltd. the Committee asked whether the two production divisions which 
were stated to have started production in the year 1960 had reached the 
optimum level and if not, what the main reasons were and byw hat time they 
were expected to reach the level of production for which they were set up. 
The Managing Director replied as follows :-

"The divisions which went into production were the transformer and 
switch gear. The switch gear has not reached tht. optimum produc-
tion because in the year 1967, there was a fall in production; there 
wa~ a paucity of orders, they have to go back on production 
due to lack of order in the tansformer. There has been some 
sort of misconception about the transformer shop capacity. If 



41 

'"OU go by the conaultant capacity it was 686 MV A in siQgle- shift, 
blltit!l the double shift, it Will' aboutlMlO. That output was 
praotically reacbed in 1968-69. But eocauso of .:tbe bigger) 

.,' sizel and because of the expansion in tAc project which took 
, uJXo ml K.VA, this additioqalexpansion,., that thing ofRs. 33 
crores has .ot been re&I hcdyet. 'We, have got a tar",t of 2m 
DIllt year. Wl!r will ~h it and year.after that, we will reaoh 
3000." 

4.24. The Committee poiote4t.IlL tha.t the ~rsets fixed were much 
belcattr the installed capacity and, that the actual prod~twr) fell ~hort of th~ 
targets fixed· from year to year.c The Chlirmu 'o{ HB([)I,. explained the. 
p<)sitioft" follows :...... 'J' 'J J ~ rh' 

"It is true that while ~machin~~ 111ft 'have been installed could pro-: 
duce higher.output ~icompa.t:ed to the targets se~fromye~ to 
year, we lubJDit tha~ t4e p,(Xi4Wtion also ~rdsQP~n aC9l1isi-
tion of technology and lOCAAQloJical skiUs;;~!ld reaching efficlen,<y 
by the men to the adequate JeveJ, If yo.u sUlJply go by,the installed 
capaQity.in the machints alone. we are l:W;lowtbe installed capacity. 
,The devdopment of the f.apacity frolll y~f, to year is also de-
pendent upon the QfPef boQ~ position.,Fortunatdy. now, our 
order position is satisfactory except in the case of hydro turbines. 
We bad adequau. orders also. l3ut Ollr development of skills 
was not at the same rate. as was anticipated. The project rf~ 
po~t itself enr:isaged tflal' ,the .a.b~,qrpti?n·· pf fUP skills will take 
about 6-7 years f~r hydro turbm~s"" . 

4:25. The attention of the; Mana!U1ent was drawn. the following ofl. 
servation of the Consultants. '," t ,/'" J' 

"There frequently 'heard criticism tbat thoro is,stlftioient fabri.cat~n 
., area is not valid. What is happening is, thad jobs are stal)dm. 

on the shop floor. occupying manufacturina space;1Ior far too 
long a time urgent steps to improve the productivity in the fabri-
cation shop ,are essential." , ; 

4~ ~ Chairman of the, Company ~tatedLba~.~.,tbere, was general 
cOlDp1ain~ that adequate floor space was not ,available. ~y tboUSh.4 
~ said, jt:was,~ reflection 8Sa.inst their capacity to plaQ the sb.op properly. 
What they said was, "this is DOra correct thing. Ac~ualIy, ~ateri~s are 
lying on the fabrication job f9r too long."; . 

4.27. TQe Committee. e~qu,ire4 if ,they had any formula t9 work out 
the 'pc:rcentage of instaUe(1c.;ap.'lCitY which will be 'att.ained as the develope4 
capacIty of the Company .. " ' 

I • 

The Chairman of the Company said that according to his information, 
75 per cent of the overall ~~Pf'.ci~ywo\lld be attainable for the plant as a 
whole. He also added that inhere was 'installed capacity it should be possi-
able to attain, tile full. capacity provided the men acquire the necessary 
efficiency. It shOUld bepossi,ble to produce th6 whore lot of l00ds on tbe 
basis of the machines installed. ..' . 
8 LSS/72-4 
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4.28. The Committee note that the orillaal Detailed Project Report 
as submitted by the COIIIultants in the year 1956 had envisaged an annual 
output of RI. Il.S crores en slagle IIhift basis. In April, 1966, the Management 
.timated that on attaiDaaent of the full rated capacity the value of production 
would be Rs. 33.65 uores. Subsequeat re-_ent of the final capacity 
Indicated that the value of output at final capacity which would be reached by 
1973-74 wo expected to Ite RI. 69. 35 crol'el. ProjectiODS made for profitability 
study put thevalueof outputinl973-74 at Rs. S2.19 crores. The Committee 
find that when tbe aJlDUal output was estimated in 1966 at Rs. 33. 65 crores, 
DO time bouad prognnuae for gradlldy achieving die capacity from year 
to year was drawn up nor was any indication as to tile nlllllber of years r~ 
for achieving full planaecl output made. The Committee are surprisecl that 
it was only in 1967-68 that the Company indicated the iastalled capacity for 
the &rst time. It is uafortuaate that the Management of Heavy 
Electrica" India Ltd. had beea fixilll targets of production mucb below the 
IDStalied capacity. The performance of actual production has left wide gaps 
because the actual production fell short of even tbe targets fixed by the Manage-
ment itself. It Is indeed deplorable that in 49 cues the production shown to 
bave been completed by 31st March. 1969 was not despatched tUl February, 
1970. The Committee recommend that reasoDS for fixing targets below the 
Inltalled capacity and the actual production being less than even those targets 
should be probed Into by Governmenl to ensure better performance In future. 

4.29. The Committee find that in their report for the period ending 
November, 1969 the CODSultants bad referred to deterioration wbicb had set 
in, In the Fabrication Department of the Company and observed that the oft 
repeated criticism that there is iD8Ufticient fabrication area is not valid. Tbe 
CoDSUItants bave dilclOied that wbat is happening is that "jobs are standing 
on the sbop floor, occupying manafacturing space. for far too loog a time". 
The Committee recommend that as the Fabrication Department occupies 
a key position and acts as a feeder department to other departments of the Com· 
pany, tbe Company IIboald ensure that there Is no bold up of fabrication jobs 
in the fabricatioa department. 

4.30. During evidence the Managing Director of Heavy Electrical. 
(India) Ltd. stated that tbe statement that "even for foreign heavy electrical 
manufacturen of world standing it was not pollSible to realise full capacity of 
all the products and that 75 per cent realisation sbonld be considered reasonable" 
was based on his knowledge and experience of ,.bat was happening in otber 
countries. The Committee were not supplied witb any other details in support 
of this statement. Whatever be the actaal position in otber countries tbe 
Committee recommend tbat tbe Manal!ement (Jf tbe Heavy Flectricals (India) 
Ltd. should regard It as their supreme doty to raise tbe level of I'rodllcti()n to 
an extent that tbe gap between tbe installed capacity and the actoal production 
Is narrowed do"n, if not altogether eliminated. 

B. Delay In manufacture 

4.3]. A test check revealed that there is considerable time-lag between 
the date of delivery as now planned by the Management and that originally 
indicated in thf' manufacturing order. Illustrative instances are given in 
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Annexure III of Audit Re,port (q, 1970. According to the reports submitted 
to the Management Committee on 18th September. 1969,49 important orders 
relating to industrial machines, switchgear and controlgear, heavy plant, 
industrial application transformers, ftanJe proof motors, hydro plants were 
running behind schedules. Out of the 49 orders, 24 orders provided for 
levy of penalty by the customers in the event on non-observance of delivery 
dates. 

4.32 During evidence, the Financial Adviser of the Company, informed 
the Committee as under :-

"May I submit about the 49 cases that arc referred to at the annexure 
out of which the first category are the cases where the customers 
cancelled the order and alternative arrangements for sale had 
to be made which naturally took time. I will now cover aU the 49 
cases. Items 1 to 4, 32, 39 to 42, 44 to 46, 48 and 49 at annexure 
II are the items which come under this category i.e. these serial 
nos. are those where the customer cancelled the order. The 
second category is where the customer himself has asked that the 
despatch of the goods should ,be deferred because of the slow 
progress at site. This covers in the annexure at serial Nos. 5, 8, 
9, II, IS, 17 to 2S and 47 of the Audit Report. The third 
category of cases are where the despatch could not be made be-
cause the associated equipment which was insisted by the customer 
was not ready. This refers to cases 6, 7, 10, 12, 13, 26 to 31. 
Items 14 and 16 have been held back to collect more information 
out of tests to help the future design. We made use of the lack 
or urgency on the part of the customer togather this additional 
knowledge. Items 33 to 38 and 43 are awaiting inspection and 
despatch instructions from the customer. This is the explanation 
for 49 cases." 

4.33 The Committee f-oanted to know whether the customers cancelling 
their orders do not forfeit their deposit. The Managing Director of the 
Company stated that those orders were placed by the Public Sector Under-
takings like MAMC and HMT. When asked why HE(I)L did not insist 
on deposits from their consumers, the Chairman stated:-

"In the case of turbine, we are insisting on advance being paid. In 
the case of motor, we are asking for a deposit, because it is a 
competitive market, Since the private sector does not insist 
on a deposit or advance, we have to follow like that. But for 
the turbo set which merely costs 4 to 5 crores each, we are insisting 
on the deposit being given." 

4.34 The Committee drew attention of the Management to the state-
ment made by the Company in August, 1971. that in 44 cases a total sum of 
Rs. 8,43,6]7 SO had been deducted by the customers as penalty for non-
observance of delivery dates and delay in supply of orders and for the waiver 
of which they were still negotiatin~ with the customers. Asked for the latest 
position in this regard, the FinanCial Adviser of the Company said : 

"We have not paid the penalty for that. ActualJy it was not "amounts 
recovered", And the clauses is not penalty clause. The Clause 
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says if the customer has suffered any liquidated damages, he can 
recover. To most of the customers we had written that, "You 
please let us know if you have suffered any liquidated damages. 
And out of tbese cases, there are three sums given in this. Out 
of 44 cases, in 40 cases, the amount has been waived. 

Two cases relate to the Punjab State Electricity Board for supply of 
transformers. They have still withheld Rs. 32,000 on this account. 
And we are corresponding with them. There is one case of In-
dustrial Machines which is going on. We ate still discussing it 
with the Air India. And the last case is with TISCO. There was 
delay for six weeks due to labo\lr trouble. Out of Rs. 8,43,617.50 
Rs. 7,92,000 has been cleared." 

4.3S The Vice-Chariman, Central Water & Power Commission was 
asked to state whether the progress in manufactilre by the Company consi-
dered reasonable. The Vice-Chairman, C.W. & P.C. stated as follows :-

"It is true, we arc at the receiving end and we are charged with the task 
of ensuring timely installation of generating capacity so that the 
electricity starts flowing to the consuming points. From time to 
time, we have been discussing with our counterparts in the Ministry 
of Industrial Development how the delay in delivery of the sets 
affeots the completion of the project. That is quite obvious. If 
you will kindly allow me, I would like to make a submission, 
if I am accepted as a knowledgeable person in the matter of steam 
turbine over which I have spent long years. I would submit 
that this is one of the most criticial equipment which requires a lot 
of skill to produce it accurately. We have experience that if 
we do not have that skill, this can cause a disaster. J would give 
you just an instance in a simple language. This machine is 
subjected to very high temperature and pressure, it may be 10000 

F, and about 2000 Ibs.per square inch roughly. There are two 
parts of the steam turbinestatic part and there is a dynamiC part. 
Both are subject to expansion and wear tear. The clearance 
to achieve the efficiency to utilise the maximum quantum of heat 
through the machine is of the order of milimetrcs, sometimes it 
is fraction of the milimetre. One has to bear in mind that 
while it is subject ,to a more critical, high pressure and high 
temperature and the expansion of material between dynamic and 
static parts the manufacture of all the components of the steam 
turbine has got to be within very very close limits. It is true our 
labour is intelligent. I have seen labour in other countries in-
cluding Russia also. Sir, it takes a long time to acquire the ex-
pertise. I would give you a simple example. A lathe operator 
can be trained in three to six months to operate t~ lathe, but it 
is another story if he is given the task of making accurate 
machining subject to clearance of tolerance of one thousands 

. 9f an inch. There are la.tbe operators who have taken ten years 
to achieve that skill. But if you relax that specification, then you 
accept immediately the danger that we have to face as operating 
engineers. So, to my mind, three years' training in components 
of steam turbines is not very muoh." 
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4.36 Tbe Committee observed that at the rate of 3 years, five sets of 
people could be trained. The Vice-Chairman stated that they had already 
produced machines which were ,working. They had, be said, produced 
various items like transformers wbich had been in Q,peration for to years. The 
time lag, he informed, was only in the field of steam turbines. 

• 4.37 In reply to a question, the Secretary of the Ministry mentioned 
that nine Hydro-electric machines'were produced by Heavy Electricals (India) 
Ltd. which were already functioning. Ho further stated that no Hdyro-
electric project was lagging behind on account of machines not baving been 
supplied in time. 

4.38 The Vice-Chairman, Central Water &. Power Commission said 
that dealy in supply of machines has not in all cases held up a project but 
by and large they have delivered macbines according to the nee,d of the pro-
ject. 

4.39 The Committee referred to the Audit Report in which it was 
mentioned that the supply of water turbines had been delayed due to late 
receipt of imported raw material from MIs. EE Co., U. K. The Secretary of 
the Ministry admitted that orginal delivery dates had not been stuck to in 
regard to water turbines as well as steam turbines. He added that in many 
of the Hydro-electric works, the civil works had also been delayed and even 
if the machines had been supplied the project would not have been able to 
use them. ,Quoting an example he stated : 

'~ 

"Two days ago, I happend to be ib Bhopal for a meeting of the 
Research and Development Association of the electrical industries 
and I found there, for example, for Koyna Project the machine is 
ready; it is lying in storage, but the project authorities are not 
willing to take it because the civil works are not (:omplete. In 
this hydro-electric project, where .PB:rticularly considerable portion 
of civil works have to be constructed, there is usuaUy a lot of dealy 
in the construction of the civil works. Although we have certainly 
slipped, what I was submitting was that perhaps on account of 
slippages in the civil works, die projectitseJf was not delayed. 
I do not say there h~ve been no slippages in the delivery schedules 
of H.E.I.L." 

He added tbat somehow or the other. there bad been slippages in the 
civil works as a result of 'Which they could not use the machine. 

4.40 The Committee pointed out that against jtems 13, 14 and IS 
of Annexure III of Audit Report it was mentioned that heavy casting 
had been considerably delayed. The runner castings were still awaited. 
The Secretary of the Ministry stated : 

"I would submit that this is something which was brought to my notice 
forcefuUy, day before yesterday. What is happening is that for the 
Castings and for forgings of various equipments, we are depend-
ing on either indigenous suppHers or outside suppliers. For these 
castings and forgings the skills had to be developed in the country. 
Now, day before yesterday, when I was in Bhopal I was able t.:> 
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see a number of castings which have been supplied by such well-
known parties like Mukund Iron &. Steel Co. Somehow or the 
other, from the well known producers of castings and forgings, 
which when they start machining, you find there are some defects 
in them, you have to reject them and you have to request them to 
supply fresh items in place of defective ones. The point is that in 
industry of this nature, some sort of supporting industries have 
also got to develop side by side. Now that they are taking time 
and sometimes even cutings and forgings which he had ordered 
long time before on foreign manufacturers they are also delaying 
the supply. 

I would submit that with the best of intentions, things like this happen. 
Suppose at the machining stage, etc. we find them to be defective, 
then it oatrually upsets all our working schedule. This, of course, 
takes a little time. The well-known companies in Indian and ab-
road which are making forgings and castings for us; have also to 
develop this skill particularly in India about giving the type of for-
gings and castings that we need and gradually they are coming up. 
We have inspectors there, we have our people there but gradually 
it is coming up and it will take some time more. In the country 
various ancillary industries have to develop in order to help the 
Heavy machine building factories. This can successfully work. 
After all heavy machine building factories cannot produce every-
thing they need. Now, in a developing country, any development 
can be successful provided ancillary industries are also deve-
loped side by side so that the requirements of the big industries, 
according to the needs which may arise, are supplemented by the 
ancillary industries, for example, Mukund Steel had developed the 
capacity to make these forgings and castings, according to the 
turbine. This was Dot possible before because there were no 
purchasers for them then .. We can also start developing this 
special type of castings and forsings etc. but it would be easy if 
these things are manufactured by the ancillary industries. I 
think, perhaps. that is the best way of planning." 

4.41 The Committee observed that there was lack offorsight and non-
co-operation between the various Departments and the Government sectors 
and that had it been an individual concern, every body would have come for-
ward and done the work quickly. The Committee then wanted to know the 
D8JDCS offoreign irms which had failed in the matter of supply of castings and 
forgings. 

The Secretary of the Ministry stated: 

"There was a delay of 15 months in the supply of casting. It will be 
very dangerous to give you the assurances. Actually the collabor-
ators say that they have to cut the drawings in U.K. and there-
fo,.., they are oot able to make them available in time." 
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Delay In Manufacture and Delivery of steam Turbines. 

4.42 Regarding the delay in manufacture of steam-turbines, the 
Secretary of the Ministry of Industrial Development stated that there had 
been delay and difficulties in getting the various components and ancillaries 
like casting, forging and bearing and things like that. He further explained: 

"Regarding supply of bearing, we are getting it from SKF which is one 
of the world's well known bearing manufacturers. But they indicated 
that they were not able to meet the demand and they were not in a 
position to supply. At that time, we had sent out people to find out, 
because we had to buy whatever was available and even then our 
demand was not met. We are now trying to induce the Indian 
parties to manufacture them. Gradually, we are able to develop 
this capacity and we are trying to manufacture them in India. We 
are trying to deal with these problems, but it might take a little 
more time to get some satisfactory state of supply." 

4.43 In reply to a query the witness stated that they did not and could 
not manufacture these items as no factory in the world making these things 
can manufacture everything they need in their own factory and under their 
own roof. Elucidating the point further he stated:-

"These components are necessary. but if you have not got the bearings, 
then all those components are of no use. If something fails, then 
all other things which you havQ 80t are of no use. We are trying 
to develop indigenous capacity to meet the situation. I would 
request you to bear with us a little." 

4.44 The Committee enquired whether penalty clause was imposed. 
The Secretary stated that penalty could be imposed only when they could 
select such manufacturers who would agree to their condition. In this case 
when they were requesting for certain kind of casting. ceiling ring etc., they 
could not impose the penalty. 

He further informed the Committee: 
"That kind of bearing is not made in this country. We induce one to 

start with. The difficulty is that our requirement for that parti-
cular type of bearing is comparatively small. The number that 
the company require to make them should be more than our re-
quirement. So it is difficult to impose penalty when you induce 
anybody to take it up. 

There are only two or three well known firms-Timkings and SKF. 
They have their factories in various countries and probably they 
are the suppliers of all types of speciaHsed bearings all over the 
world." 

4.45 Asked whether it was not possible to have any penalty clause 
in any deal for supplies by outsiders. The Secretary of the Ministry stated 
that he was told that 70 % of the agreements entered IOto for supply by Heavy 
Electricals (India) Ltd. were with penalty clat.lse but where the supply was 
less and the demand was more, they were notable to impose penalty. 
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4.46 The Committee observed tbat whenth~ was expansion scheme 
it was found that either targets were not fixed at all or if they were fixed 
they were not adhered to and wanted to know. 

(i) Whether at the time of fixing the targets, aU these considerations 
which were being advanced as explanations were taken into consideration. 

(ii) ,Whether difficulties in getting items like castings. forgings, bearings 
etc. were not anticipated and taken into account while fixing the price. 

(iii) Having considered all these unfo(eseen difficulties that may crop 
up once the work started whether anybody was made responsible for sticking 
tQ the targets and in the case of non-adherence to the targets whether res-
ponsibility was fixed. 

In reply. the Secretary of the Ministry said: 
"I would like to submit that at the time of making a target or making 

out our time schedules, we do take into account the conditions as 
they exist at the time when the time schedule is being 4rawn up 
but various things either develop suddenly or you get to know 
about the deficiencies and delays that are likely to occur in 
the country when you start uSing those things. For example 
I was mentioning about Mukund Jron & Steel Forgings 
& . Casting Co. This is supposed to be a good party for 
producing forgings and castings. When you go and ask them 
about the time. they shall say they will supply within such and 
such time. We take that into account. When we start receiving 
forgings from them, we start machining and we find certain 
loopholes. We could n0t anticipate them. We have to put up 
with things that we find. This sort .of difficulty develops which 
you get to know after your targe~ have been laid dOWD. There 
may be somethings liko certail1shortago of steel or certaiD other 
types of supplies in the country. It takes four to five months for 
the steel to come from abroad. We have to set targets on that 
account. In view of the difficulties which we .cannot foresee 
when lNe enter into an agreement, delay is caused. Lonser time 
is taken to complete that. Unfortunately it upsets our time 
Schedule. ·1 doubt very much that :we can hold anybody respons-
ible and we have got to live with." . 

The Secretary assured that the dates mentioned before the Committee 
would not be revised. 

4.47 The Committee then enqyired about the position about "Chan-
drapura I and It" As per programme the first was to be delivered in 1970 
and the second in 1971. The Managing Director of Heavy Electricals (India) 
Ltd. stated that the programme was made four years ago and it was revised 
according to the progress of the work at site of the project in consultation 
with the project authorities and the Ministry of lnigatiot\and Power. He 
further stated that in September, 1971 it was said that they would deliver 
the machine in 1972 and informe'd'theCQmmittee thatthe first machine 
wa~ being erected. He added that they were discussing with the various 
project authorities and drawing ouf delivery programme to suit thelt 
construction programme etc. 
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4.48 The Committee enquired whether the Ministry of Industrial 
Development was satisfied with the infrastructure available in the project and 
that there was nothing wrong with it and that the delay was not due to lack 
of expertise or raw material available in the country. 

4.49 The Committee also wanted to know whether the installed capa-
city was being utilised fully. The Secretary of the Ministry stated that delay 
on the part of suppliers both Indian and foreign was one of the major reasons 
but all was not due to it. The Secretary ofthc Ministry of Industrial Develop-
ment stated: 

". would admit that in regard to any Ministry or organisation, there is 
always scope for improvement and I will assure you that I 
would certainly· keep a close watch. In fact, I have been doing 
this for the last 5/6 months. I have been in this Ministry, Every 
month, the monthly report of the company comes to me with a 
D.O. letter and I go through the same as soon as it is received. 
Wherever I find that there is scope for improvement I do take up 
with the Company. I will intesify this effort. 1 must frankly 
confess that I cannot say that everything possible is being done 
either in the Ministry or in the company." 

4.50 The Committee enquired whether at the time of appointment of 
engineers and Managers etc. at the responsible position, their performance was 
linked with their employment or they were assured of the security whether the 
targets were completed or not. The Secretary informed the Committee 
that jobs were being linked with the performance of the officers. 

4.51 The Vice-Chairman, CW&PC offered to give background inform-
ation for an understanding of the problem in proper perspective and stated: 

"As I said, I am at the receiving end. so r am viewing the problem from 
that angle. When we drafted the 4th plan, naturally we set a tar-
get. We did so on the delivery promises of the manufacturing 
units in the public sector and on that basis we planned. 
Now in the field of electricitY, there are two 
different and distinct categories i.e. hydro and steam. In the 
field of hydro, as Mr. Lal said where the delivery shifted, simul-
taneously due to various other reasons, the programme for civil 
works also shifted and delay in delivery of equipment did not cause 
the shifting of the end point. In some cases, although the civil 
works have gone ahead, the machines could not be supplied. In 
some cases, they have produced the machine, but there have been 
delays in the civil works and they have had to store it. 

In the field of steam turbine, the production today is rather slow and I 
feel that we should step it up by our efforts, because it would be 
very difficult to meet the requirements of the programme that we 
have chalked out for the next decade, if we progress at this pace. 
I have been discussing this matter with the HElL regarding the 
stepping up of the team turbine. We need quite a lot. About 
15 machines, we have to instal in the next few years and the capacity 
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that has been developed so far cannot meet this requirement. 
Something has to be done. I am not quite sure whether they have 
got all the facilities to meet the requirements of the country as 
projects in the Five Year Plan, and for the future. This is my 
humble submission." 

Penalty Clause 

4.52 The Committee pointed out that when machinery was supplied to 
Heavy Electricals (India) Ltd. they did not charge any penalty but when they 
were b::hind schedule in supply of machinery to their customers, they paid 
penalty for it. In reply the Secretary of the Ministry stated;-

"In about 70% of our agreements, there is a penalty clause for delay 
in supply to us. But as I submitted yesterday, where 
an item is either manufactued by only one or two parties 
or we ourselves are trying to induce parties to take up some new 
item of manufacture for us, there they, more or less, dictate to us 
the terms. We also in reason cannot impose a penalty because 
they are going to develop something new and they do not know the 
difficulties of production. But in 70% of our orders of supply of 
equipment and material to us, there is a penalty clause." 

4.S3 In reply to a question the witness said that formerly, the Heavy 
Electricals (India) Ltd. would not accept any penalty clause but they had 
started accepting it. 

4.54 Asked as to who were their customers to whom they were 
required to pay a total sum of penalty amounting to Rs. 8,43,617. SO, the 
Secretar y stated;-

"By and large these would be Electricity Board, Bhakra Nangal Project 
etc. Out of this 8 lakhs. we have by talking to our customers, got 
over all the other claims except only about 32,000 rupees, for 
which the negotiations are still going on. They have not been 
rejected by our customers finally. The rest have all been waived 
off." 

He further explained that their customers are not private parties and they 
succeeded in convincing them for waiving the penalty and thus only claims 
worth Rs. 83.000 had been left. 

4.SS The Committee then enquired about the terms of reference of 
the Committee constituted by the MiniJtry of Irrigation and Power to watch 
the progress of manufacture and to go into delays in supply of electric gene-
rating equipment by HEIL/BHEL. The Secretary of the Ministry informed 
the Committee that, 

"This is a review Committee which meets from time to time and reviews 
the progress of manufacture vis-a-vis in the various projects. 
This Committee has been set up by the Ministry of I&P and this is 
a sort of co-ordination meeting in which they try to see that no 
project is delayed on account of delay in the manufacture. 
Where civil works are making rapid progress, something can be 



51 

diverted to that project and things like that. There are no terms 
of reference of this Committee as such. It was constituted by an 
order of the Ministry of Irrigation and Power. If you want that 
order, I would make it available. Sir. This is a constant committee 
which sits on the review and progress of manufacture vis-a-vis 
progress of projects." 

4.56 '!be Committee find that according to the reports submitted to 
the Management Committee on 18th September, 1969, 49 Important orden 
relating to Industrial Machines, Switchlear and controlgear, beavy plant, 
industrial application traasformers, 8ange proof motors, hydro pllntl were 
running behind Ichedule. These cues fall under three broad categories viz. 
(I) where customer cancelled the order placed by him; (U) wbere the despatcb of 
the goods wu deferred at the instance of the customer and (iii) where the da-
patch could not be arranged because the associated equipment was not ready. 
The Committee were Informed that the main bottleneck in eDlurin& timely manu-
facture of turbines wu delay on the part of foreip and indigenous suppliers in 
supplying castings and forgings and spedal types of beari .... required for the 
manufacture of turbines or lupply of defective castings and forgings which had to 
be lot rectl8ed. The Committee failed to understand why there was lack off ore-
light and co-ordination between the various departments and Governmeat secton 
which were responsible for such delayed deliveries. The Committee recommend 
that Government should provide all assistance to indigenous nppliers to develop 
their Capacity to manufacture such important parts like forgings, castings aDd 
even bearings whicb are eaeatlal products in the manor.dare of POWIII' equip-
meats so vital for the acllievelllellt of the Power P1aa. The Committee ... re-
commeDd that Go,emment may consider the FeuibUity of obtain'" caatiap ud 
forgings of required specifications from other publie _ertaIdnp like tile H.E.C. 

C. EfI'ect of delay in production on Power generating and Distribution 
Programme 

4.57 During evidence, the Committee observed that lack of develop-
ment of electricity machines was causing lack of development all over as 
electricity is the prime mover of industries. The Committee asked the Vice-
Chairman of the Central Water & Power Commission who is also one of the 
Directors of Heavy Electricals (India) Ltd., to send a note in writing regarding 
the progress made by the Company particularly in respect of manufacture 
and supply of equipment for various projects in the country. 

The Vice-Chairman of Central Water & Power Commission accordingly 
furnished the following information after the evidence:-

"The Fourth Five Year Plan envisages commissioning of 9.2 million 
KW of additional generating capcity to achieve an installed capacity 
of 23 million KW at the end of the Fourth Five Year Plan afler 
retirement of 0.4 million K W of old and obsolete generating units. 
Out of 9.2 million K W of additional generating capacity, the indi-
genous manufacturers HEIL/BHEL, are to supply the· generating 
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units aggregating to 4.9 million KW, including 0.2 million KW 
of Nuclear unit. The break-up is as follows:-

Name of indigenous Hydro Thrrmal 
manufacturer 

No. of Toual No. or Total 
wit •. capacity units. QPacity-

Mill. KW Mill KW 

H. E. t. L. 30 1.5 9 0.72 

B. H. e. L. Hardwar IS 0.6 6 0.60 

B. H. E. L. Hyderabad IS 1.30 

45 2.1 30 2.62 

Heavy Electrical. (India) Ltd. have so far, completed deliveries of 
W Hydro units, aggregating to 0.25 million KWand 4 Thermal units, aure-
ptiDg to 0.21 mHJion KW, BHEL Hyderabad have completed ddimies of 
S Thermal units, ~Ptin8 to 0.27 million KW. Thus, tl) achieve a tar-
get of 23 million KW by the end of 1973-74, the indigenous manufacturers 
have yet to supply the following generating units:-

---'-~-,.------------.. -.-----
Name of indigenous manufacturer Hydro Thermal 

No. of Total No. of Total 
wits ~ units capacity 

----_._--------------_.- ._-
Mill.· KW Mill. KW 

H. E. I. L. 20 1.29 5 0.51 

B. H. E. L. Hardwar 15 0.6 6 0.60 

B. H. E. L. Hyderabad 10 1.03 
35 1.89 21 2.14 

. . The foregoing indicates over-all position regarding orders placed with 
"indIgenous manufacturers." 
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4.58 The effect of delay in delivery of equipment to be supplied by 
H!J.vy Electricals (India) Ltd., on completion of various hydro and thermal 
projects in the country is indicated in the following two statements ;-

StatenwJt sh(}wing effect 0" Project completio" due to late delivery 
of eqllipmt!nt for Hydro project, by H.E.l.L. 

Name of 
Project 

No. of units 
and capaci-
ty included 
in Fourth 

Plan MW 

2 

Date of Delivery 
placo- promised 

ment of In July' 
ordc-r 67 for 4th 

Plan for-
mulation 

3 4 

La .. t 
revised 
delivery 

schedule as 
indicated 

in June, 71. 

5 

Effect on Project comple-
tion. 

6 
-----------------.-----

1. Obra Hydel 3x33 

2. Yamuna II 
(Chibro P.s.). 

3. Ultai 

4x60 

4. Beas Unit h16S 
I(»ohar P.s.). 

8. Upper Siodh 2d 1 

6. S~ravatbl. .lx.89.1 III . 

1962 I 5168 
II 6/68 
III 8/68 

1964 I 6/69 

II 1/70 
III 7/70 
IV 9/71 

1965 I 4/71 
II 8/71 
III 4/72 
IV7J72 

1965 71/72 

1966 13170 
U 5/'10 

Ul68 I 72.-73 
II 72-73 

U68 111/70 
117/71 

Delivered 
exoeptmain 
sbaft etc. 
9/71 
4/72 
6/72 

1/73, 
6173 
n./73 
3/74 

3/1973 

2/7.2 
3/72 

3/73 
3/73 

10{72 
4{73 

The delay in supply of 
equipment affected the 
completion of the pro-
ject as per lCbcdule. 
(All the three units 
commissioned after de-
liveries were actually 

completed in 1969·70 
and 1970-71). 

The delay in supply of 
equipment affected 
project completion. 

Tho delay in delivery of 
equipment will conse-
quently dolay project 

, completiOn. 

. ne delaywOtild atree. 
tbel iCompiction of the 
Project. 
(The delivery is likely 
to be shifted further.) 

The delay in delivery of 
equipment will conse-
qUOJltly delay project 
conwletion. 

"(Dth'Vory is likely to 
slip back further). 

0111 of two uD.its t.bo 
. completion of OM wilt 
would be d~layed. 
(HElL) haw Indicated 
that doJivery of one of 
the Wlits may be dola-
yed further.} 

The completioll of _be 
Plojocl wW be atfec:tod 
due to delay in deU· 
very. 
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Statement showing effect on project completion due 10 IDte delivery o/equipment 
{or Thermal Project by HElL. 

- --_. -_ .. _-_.-.-----
Name of Project No. of Date of Delivery 

units place- promised 
and ment in July 67 

capacity of for 4th Plan 
included order for-

in mulation 
Fourth 
Plan 

MW. 

1. Parili 1 x30 1964 I 67-68 

2. Cbandrapura lxl20 

3. Namrup tx30 

1968 J 3/10 
II 11/10 

1968 12/10 

Latest Effect on Project com ple-
revised tion. 
delivery 
schedule as 
indicated in 
June, 71. 

8/71 

9/71 
9/12 

3/72 

The completion of the 
project has been dela-
yed. (Delivery since 
completed in Octoberl 
December, 1971). 

The shift in delivery 
hu only marginally 
affected the commis-
~ioning of the 15t 
Unit. The Project 
works have also slip-
ped back due to sbor-
tase of materials. 

The shift in delivery 
has delayed the com-
pletion of the project . 

. ---.-----
".59 TIle foregoing two statements reveal that the completion of 6 Hydro 

Projects and 3 Thermal Projects In the coaatry bu either been delayed or "ould 
be delayed due to DOD-adherence of delivery IIChedules by the Heavy Electricals 
(India) Ltd., This analysis indicates that generation of nearly 1425 MW of 
power bas been sldftecl back. The delay caused In the completion of varioUl 
projects ranges from one year to three yean and five months. The Committee 
note that for commissioning of 9.2 million KW of additional generating capacity 
HElL and BHEL are to supply generating units aggregating to 4.9 million 
KW including 0.2 million KWof neuclear unit. The HELL is to supply 30 
Hydro units of 1.57 MW aad 9 thermal UDits of 0.72 MKW According to 
the schedule of deUvery HElL is yet to supply 20 units of 1.29 MKW bydro sets 
and 5 units of 0.57 MKW of Thermal set.. Due to delay In delivery of the sets 
ranging from 12 to 41 mODtbs, completion of 6 bydro Electric projects and 3 
thermal projects have been/will be delayecl and cOll8equently generation of 
1425 MW of power bas been put back. TIle Committee regret to note that the 
latest revised delivery schedule iadicated in June, 1971 Is likely to sllpback fur-
ther in some cues. It neecl hardly be pointed out that sucb delays bave affected 
the 1I'0wth of industrial procioction and Investment botb In public and Private 
Seeton besides baving other implicatio.... In the first ilstance tbe Company 
,,01 be pat to a financial loss due to payments of penalites to the customen under 
the penalty clause. Secondly, the confidence of tbe customer Is shaken by not 
gettIns timely supply of tbe equipment "bleb ultimately atrects order poBition 
aacI the repotation of tbe Company. The Committee, therefore. emphasise 
among other tblngs. the need for advance planni.. and dOIler coordination 
between the manufacturing units and Electricity authorities. The CoDDDittee 
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strongly recommend that the Government aDd the Board of Directon of Hea"y 
Electricall (India) Ltd., should keep a special watda OD tbe prop'eII made by the 
Company frOID mODth to DlOnth, ideotlfy the caatel of delay and take remedial 
measures without delay. 

4.60 The Committee also recOllllDeDd dlat liDee Heavy Electricllll 
(lDdia) Ltd., is engaged in manufacturing beavy equipment for the power generat· 
log projects aDder the administrative, control of Ministry of Irrigatioa and 
Power. Government may CODIider the adviaabUity of tr .... ferri .. the .... i. 
trative comol of the Uodertakiag from the Mhlistry of IndUitrial Development 
to the MiDistry of Irrigation aDd Power which II respomdble for geaeratioo, 
transmission and development of power in the country. 

D. Otr.Loadinc 
4.61 In order to adhere to the delivery schedule, the Company 

also off-loaded orders of the value of Rs.53.94 lakhs during 1968 and 
1969 and of the value of Rs.2.50 crores during 1970-71 to other man· 
ufacturers, both in rndia and abroad. Economics of placing the 
orders for such components vis-a-vis the cost of production and sale 
price were not worked out by the Management. The delivery period 
has also not been adhered to by the suppliers in some cases defeat· 
ing the very purpose of olI·loading. 

In view of the complail"ts regarding non-adherence;. to the delivery 
schedule for manufacture and supply of electricity generatinl equipments, 
the Government of Inaia· have appointed a Committee to watch the progress 
of manufacture and to go into delays that have occurred or are Iilkely to 
take place. 

4.62 During evidence, the Committee enquired if approval of com· 
petent authority was obtained before off-loading the works to outside parties 
in order to adhere to the delivery schedules. The Managing Director of the 
Company stated as follows:-

"It is not that we are doing this for completl. items which we manu· 
factuft through somebody else. There is a Fabrication Depart· 
ment. This is required to produce 4,000 tonnes. We feel we may 
produce 3500 tonnes. That 500 tonnes fabrication which we need for 
that year's production in other divisions we off-load. Suppose a 
certain typt· of sheet is not available I cannot buy in the black 
market." 

4.63 The Committee enquired whether it would not be profitable to 
pay more in the open market for which they would get cash·m~mo instead of 
wasting 2 years. The Managing Director stated that in the market they 
barter their sheets with those they needed to help their production going. 
He- said that they could not buy in the open market. and that in their accounts 
it was reflected as barter. He also informed that there was a "Purchase 
Committee" which went into such transactions. 

4.64 In a written reply furnished after the evidence. the Heavy E1ec-
tricals (India) Ltd .• have stated that all off-loading is done according to normal 
purchase procedure that is with the approval of competent. authority 
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4.65 It has been indicated that the total number of contracts for Power 
Plant to be h~lped by this off-loading is about ten. They were able to improve 
the slippages by off-loading which would have otherwise occurred though all 
the deliveries originally scheduled were not adhered to. There would have 
been delay between 24 to 30 months from the original delivery schedules had 
this off-loading not been resorted to. 

4.66 The Committee enquired how was the reasonableness of rates 
quoted by thesuppJiers determined when the estimated cost of producion of 
similar items in the factory was not worked out. The Management stated in 
reply that the rates quoted by the suppliers were very closely studied and 
vis-a-vis their own estimate. Only when the rates were reasonable keepingin 
view the seriousness of slippage that would have otherwis, occurred, the or-
ders were placed by the Company. 

4.67 The Committee cannot look witb equanimity the fact that in order 
to adhere to the dellvt!ry schedules, the Heavy Electricals (India) Ltd. had to 
off-load orders of the value of Rs. 53.94 lakhs during 1968 and 1969 and of 
the value of Rs. 2.50 crores during 1970-71 to other manufacturers both in India 
aDd abroad. The Committee recommend that both the Management of Heavy 
Electrlcals (India) Ltd. and Government should go into the reasons fot whieb 
the CompaDy have to go in for 'off loading' and should take remedial measures 
to speed up tbeir production in order to obviate 'oft' loading'. The Management 
should, of course, ensure that the cost of manufacture in tbeir factory itself sbould 
be at least compedtive if not lower than wbat it costs by 'off loading'. During 
evidence it was revealett that at times the Company resorted to barter deals by 
exchanging steel sheets a"ailable with them with the sheets wbieb they needed. 
These deals were entered into aDd even re8ected as such in the accounts of the 
Company. The Committee cannot see wby it should not be possible for the 
Government to see that the Company is assured of supply of material needed 
by it to keep its production going especially wben such material is available in 
the open market. The Committee recommend that Government should look into 
soch difficulties of the Company as this and help them to overcome them 'With· 
out delay. 

E. Defective Works 

4.68 The expenditure incurred on the rectification and replacement of 
defective works during the last three years was as under:-
-----.--
Code Particulars 1966-67 1967-68 1968-69 1969-70 1970-71 -------------------
041 Defective Purchase 51,660 24.310 38,886 
042 Defective Material :'i2,531 56,427 72,859 
043 Defective Workmanship 2,08,477 2,86,736 4,95,856 
044 Defective Design 12,917 12,458 22,608 

Total: 3,25,585 3,79,931 6,30,209 

No record showing the value of works found Defective on inspection, 
which required rectification, was maintained to enable a comparison with 
the value of output from year to y::ar. 
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4:69 During l'''idence, the Chairman on HeavyEleetrica:Js (India) 
Ltd. explained : 

"On the shop floor, certain items have to be rectified. That is a normal 
feature where there is a rigid control and inspection. The quantum 
of defective work during 1969-70 was about Rs. 7,12,000/- out of 
which Rs. 4,93,000/- was on account of defective workmanship. 
I submit that this is not a very large proportion of the total pro-
duction. It is not that it is a completely rejected one. We recti-
fied and utilised this .........•.... In some cases, the items of 
work are und:rtaken for the first times. I do Dot have the details. 
If you want I can give where the defective work had to be under-
taken. In many cases, it may be for the first time. We manufac-
ture coils. Sometimes the insulation is not correct and it gets 
burnt out and we have to rewire." 

4.70 In reply to a question whether they had ,any proper control and 
supervision over defective works arid also how it compared with the Collabo-
rators' factory in England, the Managing Director of the Cotnpany said that: 

''These defective works on the shop fioor arise out of many reasons. 
Suppose, a part is to be welded. In many a case, we use ultra-
sonic testing device because of the quality of the product. An 
at times, it has to be rewelded. There is a thing which goes as 
rectification of defective work. In our factory, what we have done 
is, at every stage, we have experts. 'So, if a product in the fabri-
cation division is not absolutely perfect, that is rectified there it-
selr; that type of defect only. And there may be drawing errors. 
May be l/8th inch wrong. It has got to be remade. There are 
different types of defects". 

4.71 Giving the percentage· of defects the witness mentioned· that it 
was approximately Rs. 5 lakhs compared to the gross manufacture of Rs. 
25 crores. He further said that if they compared with value added, this 
figure would represent Rs. Slakhs out of Rs. 12 crores. 

4.72 In reply to another question the Chairman of Ihe Company 
staled that the permissible percentage of defective works in such a manu-
facturing concern in the world was something like 0.1 per cent. 

4.73 The Committee pointed out that under 'waiting for work and 
material' head which contributed to idle time' of labour, the amount indi-
cated against 1970-71 was Rs. 1O.14lakhs whill in 1969-70 it waS Rs.lO lakhs. 
The Chairman of Heavy Electricals ([ndia) Ltd. explained that when the 
material was not on time, they would be booked against idle time. Similarly, 
he said, when the facbricating shop did not produce as anticipated either he 
did not get the material or his production had fallen down. He further stat-
ed that idle tim! in 1970-71 was Rs. 13.78 lakhs. 

4.74 During the evidence of the Ministry of Industrial Development 
the Committee referred to the question of thl' loss sustained by HE(I)L 
8 LSS/72-S. 
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due to the large sums spent in-defective purchase, defective material, defective 
workmanship and defective design. The Secretary of the Ministry stated: 

"The loss was Rs. 7 lakhs 12 thousand, out of which 4 lakhs 93 thou-
sand was due to defective workmanship. The figures, J certainly 
admit, are high but J would only submit that these figures have to 
be seen in the context of the total purchases made and the percent-
age that this constitutes because, with the best will I submit that a 
certain amount of defective material may come in, in spite of our 
vigilance. Out of the total of 7 and odd lakhs, this constitutes 
only 41 % of the total output of 12.35 crores in 1969-70 and it is 
only 4.93, lakhs i.e. 0.21 % in 1970-71. One defect in the matter 
of this defective material is that we get a lot of castings and forgings 
from various companies in India. On the face of it, it appears to 
b:! all right and has to be accepted, but when we do the machining 
etc., we find there are holes and have to reject it. This sort of 
thing, 1 would submit, is not capable of detection by visual 
inspection. It is only when we work it and scrap the top surface 
that w~ find that there are defects inside and we have to reject it." 

4.75 The Committee pointed out that there were X-ray machines 
which could go through the castings and find out the defects. Th~ Secretary 
of the Ministry agreed that there were X-ray machines and ultrasonie detectors 
but he said that these were very expensive machines and at the time of 
purchase from various companies it was difficult to take these machines there 
and that they had to take some risk in regard to those items. 

4.76 The Committee asked the managing Director of the Company 
to maintain the records regarding defects found in the equipment purchased 
so that in future Audit should not point out such a thing. The witness said 
that if the amount was calculated pertaining to the defects found then there 
must be some records from which the calculation was made. 

4.77 It was observed that the value of the turbine found defective 
was not shown but it was indicated by the Management that 1 per cent of 
the total production was th e expenditure incurred in renoving the defects. 
Asked about the value of t he product in ~ hich defects occurred, the Sec-
retary of the Ministry explaining the position said:-

"I do not know whether that would be very purposeful. Suppose you 
have a turbine or something like that of the value of Rs. 1 lakh 
and you have to do some small repair costing Rs. 50/- it is not 
necessary to shew the value of the item costing Rs. 1 lakh in the 

estimate." 

The representative added that those defects were of minor nature other-
wise the expenditure would have been much more. 

4.78. The Committee find that npenditure incurred on 'rectiftcatioll and 
replacement' of defective works has increased from Rs. 3.25 luhs in 1966-67 
to Rs. 5.79 laths in 1970-71, a rise of about 76 percent. During evidence, 
the representative of the Ministry of Industrial Development stated inter alia. 
6'1 submit that a certain amouat of defective material may come in, in spite of 
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oar vigilance." The Committee caDDOt see wby tbere sbould be such a high 
rate of iacrease. U the vigilance is effective, defective material sbouId be aeg-
ligible. The diftkulty bowever is that castings and forgings are accepted 
by Heavy Electrieals (India) Ltd. on "visual inspections" only and when the 

. top surface of it is scr~ped, it is only theD that lOme times defects come to notice. 
The representative of the Ministry admitted that there were X-ray macbines 
.and Ultra-sonic Detectors which could go througb the Castings and tbrow up 
.the defects but he tbougbt tlleir use woold not be advisable. First, tbe!.e 
machiDes were stated to be expensive. Secondly, it would be difficult to take 
dIe8e madUnes to the companies from wbom castings and forgings are to be 
purcbued. The Committee recommend tbat the possibility of use of these mod-
.ern devices for detectien of defects in the castiags and forgings should be explor-
·ed further in consultation with other public undertakings wbo use castings and 
forgings. The poiDt to be co_dered is whether one should go in for these 
modem machines oace rather tIwl waste moaey and time year after year on 
I'ectificatioo of defective works. 

F. Idle Thae 

4.79 The table below indicates the total direct wages as booked I'is-
.a-vis the idle time during the last three years:-

(Rupees in Jakhs) 
---_. __ ._,--- ----- , 

1966-67 1967-68 1968-69 1969-70 1970-71 
----, .. ,-

Direct Wages as booked 54.35 61.61 67.00 66.97 85.89 

'ldel time 8.87 10.74 11.58 13.26 13.78 

Percentage of idle time to total 
direct waacs as booked 16.3 17.4 17.3 19.8 16.00 

----------_._--_ .. _--------------_._-----
The variouslfactors!contributing to the idle time and the extent of 

<:ontribution of each of the major factors are indicated in the table bclow:-
. ". --.-.~ -- - _ ... -

.-~----.. 
Year Waiting Waiting Waiting Waiting Waiting 

for for for for for work Total 
machine power cranes instruc- and 

tions material 

----
1966-67 1,00,140 28,067 31,798 49,068 6,77,844 g,'I6,917 

1967-68 1,23,797 21,259 32,038 57,759 8,39,622 10,74,475 

1968-69 1,24,531 22,544 44,505 70,510 8,96,089 Il,58,179 

1969-70 1,40,705 17,483 55,274 84,214 10,28,888 13,26,564 

1970-7 J 1,40,030 19,000 47,000 1,58,000 10,14,000 13,78,000 



It will be seen that the absence of worlcand material accoun6i for 
roughly 73 % of the total1dle ~hne d'lfrihg the Int"five years. 

4.80 The Ministry have stated (May, 1970) that "Devolopment of 
supplies is a major problem to this industry .........•............ AU 
efforts are being made to overcome these d~ulties." 

" 
4.81 The Committee asked if it was not anomalous that while on the 

one hand the Compan~. was unable to adhere to delivery schedules in the 
execution of orders, on the other hand, substantial portion of the available 
time of the workers remained idle particularly on account c:L absence of 
work and material. In a reply furnished after the. evidence, Heavy Elcctri-
cals (India) Ltd. have stated that theirs was a factory of multiple products 
and the shops had been laid out in accordance with the sequence of work 
for each product. The jobs undel;taken by them were specific to the require-
ment of each customer and as such it was possible that eyeD with a minor 
imbalance in work scheduling. there will be work areas which will be idle 
on account of the delay of the jobs that may have occurred in the earlier 
work centres. It was further explained that lack of materials may account 
for idle time in the areas that process the job initially. The idle time in other 
areas was on account of the imbalance in the production flow and since it 
was a very large engineering complex manufacturing thousands of details 
in various work centres, idle time in specific areas "On account of imbalance 
in the work-flow was inevitable. The Management however stated that the 
matter was constantly engaging the attention of the Production Control 
and Manufacturing Supervision in each Division with a view to reducing 
the idle time as much as possible. 

4.82 Asked whether idle time indicated technological gap, the Mana-
gement replied that the existence of some amount of idle time was a normal 
feature of any manufacturing industry and in their case it did not indicate 
any technological gap. 

4.83 The Management also stated in a written reply that they were 
very much consciouc; of the existence of the idle time and that the position 
was reviewed of very often with a view to ensure better production plann-
ing so as to keep the incidence of idle time within possible minimum limit. 

4.84 The Committee note that percentage of 'idle time'.in Hea,y 
Electricals (India) Ltd. to total direct wages as booked bad been ranging bet-
ween 16.0 to 19.8 Absence of work and material accounted for roughly 73 % 
of tbe total idle time. The Committee find that idle time is occasioned in 
specific areas due to imbalance in the work-flow. The Committee recommend 
that work scheduling should be planned on a realistic basis and planning 
and prodtlc! control machinery in the Heavy Electricals (India) Ltd. should 
be geared up so as to minimise idle time. It is hard to understand much less 
justify that an undertaking like Heavy Electricals (India) Ltd. which is unable 
to conform to its delivery schedules should have idle time as high as 20 per-
cent. 

G. Plaat Utilisation 
4.85 No procedure had been prescribed for the compilation of sta-

tistics at regular intervals showing the idle machine hours of heavy and costly 
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macbil1l&.with a view t~).tako. steps for etfccti'Ve·utilisation. In,Vlis con nec-
tiott, the Bureau of P_lic Enterpriaes 9b1eTved &$ foUows:-

, ' t.;.,·. 

"The introduction of the' composite machine hour rate would indicale 
the un-utilised time of each machine and the loss due to such 
under-utilisation, the causes of which may be looked into and sui-
tlible remedial measures taken in time. If necessary the com-
posite machine hour rate of each machine or group pf machines 
may be reviewed periodically so that all variations that have since 
taken place may be given effect to. fi1 order to have the full 
benefit of machine hour rate, it· is necessary that the standard 
titTle taken for each eperatron may be pre-determined and this 
should be compared with the actual time taken and the causes for 
variations looked into." 

.~ 

4.86. The Ministry ha"e stated. (May. 1970) as follows :.-
"Columns have been provided in tho job card for recording Machine 

a nd Machine group numbers. The effective working hours of 
each machine/machine group could be processed on the data pro-
cessing equipment. This is not being done at present mainly 
due to:-

·(a) Inadequate capacity of thl! available data pI:ocessing equipment. 
(b) Installed capacity of the production shops not being reached 

and machine tools being engaged but not efficiently utili'led dUe 
to lack of development of ski /speed of the operations. 

However, a system of colle;tion of data on a selective basi'! for 
larger machines is being introduced. 

{c) As regards steps for effectivc'"utilisation. taking outside jobs is a 
a possible course. But we could nm take outside jobs on a large 
scale mainly because we could not get suitable jobs. Also time 
scheduling and booking the luge machine tools for outside jobs 
was difficult tricky and . might haveresu)ted in holding up ollr 
own produetion of turbines and generators." 

4.87 During evidence the Managing Director of Heavy Electricals 
(Indi~) Ltd. stated:,-

"The production control does it. In our factory the principle is -one 
machine, ,one ma,n. We have a job card system where the artisans 
number is recorded. Manufacturing order number is recorded. 
The number of hours worked is recorded. The number of idle 
hours he is having is also recorded. Then waiting time fo r mate-
rial, waiting time for instructions. waiting tiJtJc for other things-
everything is rCCOl"ded. The machine and the man are Tela ted. 
1 have gQt. a card wl)ich, 1 will ~w to you. The card co n tains 
machine number. If man is idle, machine is idle." 

u -_.-_ ... -
AccerdlDg to Audita new'Data Processin. Mael;line was installed in July 1970 \I h', wa. DOt.leinglttililldto its full Qq)acity due to limuadoa of otber allied machines. 
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In reply to a question, the witness said that they had sot every 
heavy machine loaded up and there were detailed charts and they knew bow 
much each machine was working and that they bad got detailed time analy-
sis. 

4.88 The Committee enquired if they could find out for how much, 
time a machine was used and for how much time it was idle. In reply thr' 
witness stated:-

"Yes, we know it. We know the idle time of the man. He is workin,-
on that machine. We don't do it on the machine itself ........ . 
we have got the card ·systemlall the time. What they refer to is. 
collection of data from these cards which is being done." 

4.89 The Committee suggested that if they could find out idle hours. 
of machines, it was possible to utilise their idle capacity by taking up· 
outside jobs even from private industry. The Chairman of of Heavy 
Electricals (India) Ltd. thought that it should be possible to extract this 
information by putting through data processing machinery. He also added 
that they were thinking of going in for a comp!Jter for the purpose. 

4.90 During evidence of the representatives of the Ministry of Indus-
trial Development, the Committee asked how the non-introduction of the 
system of recording the actual utilisation of heavy and costly machines even 
after a lapse of 8 to 9 years could be justified. In reply the Secretary of 
the Ministry stated:-

"Actually in regard to tbis position, we have a sort of job card and 
in that card system, the actual time taken by each machine is 
recorded. But there is a lacuna in this system, that is, we do 
not have a readily available system in which the utilisation of 
each machine as such is also indicated. There is also a column 
showing how much time is taken by a machine. As far as the 
workmen are concerned, there is a job card which not only 
indicates the amount of work the workers themselves have done 
but also indicate how much time a machine has taken. Having 
got the information regarding machine-wise utilisation and 
other particulars, you have got to pool this information in various 
cards of various workers in order to find out how much work is 
done. I think this system has to be introduced." 

4.91 In reply to a question, the Secretary of the Ministry stated that 
the Superintendent at the floor had the knowledge about the utilisation and 
non-utilisation of the machines but he said he favoured the system in which 
there was a record to know which machine was utilised fully and which was. 
not being utilised fully. 

4.92 Asked whether any assessment was made from the job cards 
regularly as to which machine was utilised fully and for how much time and 
what was a idle time etc. as for example, a log book kept for a car indicated, 
the Managing Director of Heavy Electrical! (India) Ltd. stated:-

"We have informaion on the job card we have. the data processed 
which extracts the idle hours of tho man doinl the job. Wo 
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do not have sufficient capacity on the data processing macbinos 
to extract tbis additional information on machine utilisatioD. 
We do agree tbat machine utilisation is necessary but when we 
get a c~mputer which we are processing now, we shall be ablo 
to extract this information. It is Dot that we do Dot want 
to do it, actually we want to do it." 

Asked when they expected to instal the computer, the Managinl Direc-
tor informed that they had the approval of the Board and now the proposal 
had been placed before the Government. 

In reply to a question the Managing Director assured that there could 
be no retrenchment of workers fonowing the installation of a computer. 

4.93 In a written reply furnished after the evidence, the Management 
of the CompalllY stated regarding Plant utilisation as folIows:-

"The system of pre-determining the standard time for each operation 
has been introduced with the start of the incentive scheme in our 
factory since early 1965. As most of our shops have been covered 
by the Incentive Scheme, there exists a regular system by which 
the actual time taken for each job is compared with the standard 
time. Currently, the *average efficiency on the basis of standard 
is about 70 to 75 %. 

In Heavy Electricals factory. each machine is manned by one or more 
direct workers. and a detailed system of reckoning the idleness 
of the direct workers has been III opera lion since the commen-
cement of the factory. Hence the incidence of idle time as re-
flected for each worker would be a sufficient index of the utilisa-
tion of plant and machinery as well. The system of a reckon-
ing idle time has been constantly reviewed from time to time by 
the Works Management who are of the view that the existing 
method of reckoning idle time is adequate for the present. As 
soon as the new electronic data processing system is installed a 
system of working out idle time for each machine will be intro-
duced. It may be pointed out that the shops are laid out separa-
tely for each product and according to sequence of operation. 
The Consultants have also worked out the capacity of each 
shop in terms of physical outputs. In such an arrangement the 
utilisation can differ from machine to machine since the objective 
is to obtain the maximum equipments in the aggregate." 

4.94 Tile Committee regret to note that despite the obiervatioDS of the 
Bllreau of PabUc Enterprises about the utiHty of Introduction of tile com-
posite macbine bour rate, the Maaqement of Heavy EleetrlcaJs (ladla) 
Ltd. bale been cootent with "Job Card System" wWdt nco ..... abe work pat 
in by a workman bot Dot tbe machine bour rate. During evitleace the represm-
tafive of the Mmistry of Industrial Developmeat admitted "But dIere i. a IICIIDA 

. ~ 
.. AccordinJ to Audit, it is not clear how this efficiency has been calculated when the 

actual utilisation of machines is not beinl complied. It is also not clear how it is alated 
tbat 40 to SO Iar., machilleS were found faulty, loaded in 1st and lInd shifts when the 
e,.;j,ting data rccordinJ facilities do not render the compilation of the actual utilisation 
possible. 



iD .... syltelD(i.e .. job card systeap~, that is we do not have a readUy available 
syateQaia whidl utiliaation of eacb madline as suda· is altiO iudieated .... .I tbink 
dais sy~ (i.e. machine "bour system") bas to be introduced" 1bel Managing 
DiN4=tw of the Company said "We do agree tbat macbioe utilisation is neccs-
sary". It is ... rpl'ising tbat though Heavy E1ectrkals (India) Ltd. have been 
in existence for more than 15 years, tbey hale not thought of introducing machine 
hour utilisation system. This system should be introduced without further 
lO8S of time because it wiD enable the management to guage the extent of under 
utilisation of machines aud explore the possibility of undertaking jobs for 
others. 

Government sbould take an early decision on whether or not Hca\'y Flcc-
tricals (India) Ltd., should go in for a computer •. 

H. Manpower Analysis 

4.95 (a) The staff actually employed by the Company during the last 
3 years is compared as under;-

A. Factory Department 

I. Senior Supervisory 
(Officers in the 
scale of Rs. 700-
1.250 and above) 

2. Junior Supervisory (other 
Officers and including Fore-
man, Asst!. Foreman. 
down to charge hand and 
equivalents) 

3. Skilled, semi-skilled Artisans 
and Oraughtman 

4. Unskilled labour on produc-
tion and maintenance work 

S. Production clerks. Cost 
Accounting and Store-Keep-
ing Staff, Canteen workers, 
etc. 

6. Security Staff 

B .. NOli-Factory Depart~I/IS 

1. Staff in Administrative De-
partments (like Personnel, 
Accounts. Secretariat) 

2. Staff in Township (Civil and 
Electrical Maintenance) and 
Medical 

Total: 

As on ---- ----_ .. _-
31-3-1967 31-3-1968 31-3-1969 31-3-1970 :11-3-1971 

246 

1,667 

7,834 

1,852 

1,368 

348 

1,287 

1,003 

14,605 

276 

1.815 

6,877 

],980 

1.623 

395 

956 

1,046 

14,968 

276 

1,887 

6,990 

2,044 

1,615 

420 

912 

],096 

15,240 

291 

1.884 

7,174 

1,621 

418 

867 

1,169 

15,504 

311 

1.97:! 

7,50.1 

1.9(iX 

l,573 

432 

887 

],199 

15.845 
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Besidl'Js the abov.e regular staff, there were 601 work-charged and daily 
ratederilployees as on 31'stMtrch, 1969 (1,057 on 31st March, 1968). 

4'.96 The Consultahts in their report for the period ending November. 
1'969 observed as follows:- . 

"Reference to the personnel data of Bhopal factory indicates that 
. there are 1,887 junior supervisors overseeing the work of 

10,649 lower grade workers in both works and offices. This shows 
a ratio of 5.6 workers per Supervisor. 

Reference to figure in respect of the previous year shows a ratio of 
5.8. 

A reasonable ratio for an established factory would be of the order 
of 9.5 workers per Junior Supervisor and this should be reached 
in Bhopal when the final two departments i.e. Heavy Plant and 
Steam Turbines are fuBy established in, say, two years' time. At 
the present time when Switchgear Transformer, Motor Capacitor 
and the Main Feeder Departments have already been established 
for at least 5 years the overall ratio of workers to Junior Super-
visors should already have reached about 7.5 to I." 

4.97 In their reply the Ministry stated in May, 1970 that the Consul-
tants have made the comparison of the total Junior Supervisory Staff i.e. 
the supervisory staff upto the level of officers in the grade of Rs. 400-950 
with the lower grade workers. This may not be correct as the Engineers 
in this grade working in the design department do not usually supervise the 
work. Further there are other areas where work is done at the level of super-
visory grade. If the supervisory staff working in these places is excluded 
and then a comparison is made with the number of workers the ratio 
will work out to 11.6:1 (6316 to 542) as on 31-3-1969. 

4.98 During evidence the Chairman of Heavy Electricals (India) 
Ltd. explained :-

"1 would submit that the consultants' figures included all supervisors. 
They struck a proportion including the drawing office staff etc. 
If you take the shop ftoor, the supervisory staff' as compared to 
workers, we arrive at a ratio of 12.7:1." 

In this respect it was observed :-
"If the consultants have taken all the supervisors, irrespective of whe-

ther they are in the drawing office etc. and arrive at a ratio of 
9.5: 1 even if you take all supervisors and others in the drawing 
office. the figure should come the same." 

The Chairmaa of the Company replied as follows:-
<tl submit, sir, that for comparison of superVisors with the effec-

tive workers, we ~hould go by the proportion that we have on 
the shop floor; dlat isreaIly relevant. In the case of drawing 
office who arc supervisors and who arc the actual draftsmen ctc. 
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there could be an ar8ument what cate80ries they had in mind, 
when they recommended a proportion of 9.5 to 1 aDd what cate-
gories they have taken here as doing the supervisory work, we do 
not know. What is really relevant is the supervisors on the shop 
floor, where we have reasonable proportion of supervisors as to 
the staff on the shop floor." 

It was pointed out that a norm had been siven in the Consulta-
ants' report but it could be compared only if they knew the norm in other 

countries. The Chairman of the Company said that the ratio 12:1 was on 
the high side and that they should have more supervisors on the shop floor. 

4.99 Elucidating the position further the Management of the Com-
pany stated in a written reply furnished after the evidence that a comparison 
had been made by the Consultants of the total 'Junior Supervisory Staff, i.e .• 
Supervisory Staff upto the level of officers in the grade of Rs .. 450-1075-
with the 'lower grade workers'. This according to them, may not be strictly 
correct because. engineers in the design department in the grade of Rs. 
450-1075-were actually engaged in design work and did not usually supervise 
the work. There were other similar areas where actually work was done at 
the level of supervisory grades such as production planning process and rates 
etc. It was further stated that for the purpose of appropriate composition. 
the total actual number of workers being supervised had been segregated and 
also corresponding supervisors. On this basis the ratio was considered very 
reasonable and they said it compared favourably with similar organisations 
in this country. 

4.100 The Management further informed the Committee that 
in their final report submitted by the Consultants in December, 1970 
there was no observation in regard to the ratio between workers and super-
visoss. 

4.101 In reply to the question whether any further recruitment/pro-
motion in the grade of Junior Supervisors was made even after the views 
expressed in this regard by the Consultants in November. 1969, the Manage-
ment stated : 

"There has been no recruitment of Junior Supervisory staff (Assistant 
Foreman etc.) from outside during the five year period 1964 to 
1969. Recruitment was, therefore, commenced on a limited scale 
to replace wastages as well as to meet requirements in new areas of 
production and 20 Assistant Foremen (who supervise the work for 
artisans) were absorbed after training 10 the year 1970 in manu-
facturing areas. There were also certain other categories of staff 
of equivalent rank in the design, inspection and site erection areas 
in addition to the above." 

The number of promotions made to the cadre of Junior Supervisory-
staff (chargehands) in the manufacturing areas is as follows ;-. 

J970-71 

J971-72 .. 

• 
•• 62 

66 
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As aaainst the above, recruitment has been made also in the artisaOl 
cadre every year to replace wastages as well as to meet the requirements in 
new areas of production and increased output. Thus the increase in the 
number of junior supervisory staff has not actually contributed to decrease 
in the ratio. The ratio of junior supervisory staff to workers in the manu-
facturing areas in March, 1969 and August 1971 is almost the same and is· 
given below :-

Ratio oftirst line Supervisors to Workers 
Ratio of Junior Supervisors (taking into 

account junior officers as part of junior 
Supervisory staff to workers) 

March 1969 
1: 14.61 

1: 11.2 _ ...... _._---_._---------------

AUlust 1971 
]: 14.4 

1: 11.2 

4.102 The Committee DOte tbat in their report for the period ending 
November. 1969, the consultants bad pointed out that there were 1887 junior 
supervisors at the Bhopal factory overseeing the work of 10,649 lower grade 
workers in both works and offices, the ratio being 5.6 workers per supervisor. 
Duriog evidence, the representative of the Heavy Electricals pointed out tbat the 
Consultants bad arrived at that ratio by including even the supervisory staff 
working in their Design Office. At the shop, the ratio was about 12.7 workers 
per junior supervisor. The preseat ratio (as on August, 1971) at the Ibop 
floor is stated to be 11 . 2 workers per junior supervisor taking into account 
junior officers as part of junior supervisory staff to workers. The Committee 
also DOte that the ratio of workers to "first line supervisors" was 14.4:1. 

The Committee recommend that Government Management may consider 
fixing suitable and realistic norms for Supervisors/workers ratio on the Ibop 
floor at different leyels. if necessary with the assistance of Management ex-
perts aacI issue iastructions for adhering to such norms. 
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ORDER POSITION 

5.1 The products of the Company are custom-built and the range 
of manufacturing cycle va,ries from one to three years depending on the 
product. It is, therefore, necessary that the order book of the Plant 
should always be full for at least a period of 2to 3 years, for arranging pre-
production· activities in time. 

5.2 According to the Management, "the order in hand as on 3 
March, 1970 will keep the shops busy for 2; years in the case of Transfor-
mer, about 20 months in the case of Industrial Motors, far about 3 years in 
the case of Traction Equipment and (or over 3to 4 years in the case of 
Generating Plant. 

5.3 As on 31st March. 1970 the Company also participated in about 
t 86 tenders of a total value of Rs. 18.35 crores for export to the various coun-
tries including some countries which are not included in the export juris-
diction allowed as per clause XXII of the Main Consultancy Agreement for 
which special approval of the Consultants was obtained. Fourteen orders 
for a total value of Rs. 7.7 lakhs have so far been received." 

5.4 The order book position as on 31-3-1971 was as given below. 
The orders have been segregated into major products :-

S. No. Product 

1. Switchgear, Controlgear, Capacitor & Rectifier 
(excluding Trading Control) 

2. Traction Control 
3. Transformers 
4. Traction Motors 
5. Traction Generators 
6. Industrial Motors 
7. Heavy Rotating Plant 
8. Water Turbine 
9. Steam Turbine. 

.. - ... ~ .. ----------.... -~ .... ~ ..... - -
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Total 

(All values in Its. lakh~) 

Orders pending exc-
cution as on 31-3-1971 

1134.94 
651.88 

2350.53 
1634.21 
269.94 
314.91 

4111.00 

2694.00 
5893.00 ----

19,055.41 
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5.5 The number of tenders with the total value thereof in which 
Company participated for exports upto 31st March, 1971 was as Under:-

1. Number of tenders participated. 
2. Value of tenders partioipated • .' 

• 320 Nos. 
2970 lakhs 

5.6 During evidence, the Managing Dire9tor of Heavy Electricals 
(India) Ltd. informed the Committee that as on 30th September, 1971. 
the Company had orders of the value of Rs. 222.45 crores and that the. 
delivery was due during the next 5 years. 

5.7 The Committee enquired how many orders for equipment were 
pending with the Company and when they expected to complete them. In 
reply. the Secretary of the Ministry of Industrial Development stated that 
orders were very large and there was a big list. He added that 42 orders for 
hydro-electric turbines alone were there out of which nine had been supplied 
and there were orders worth Rs. 222 crores in hand. 

5.8 The Committee wanted to know when the orders were placed and 
what were the target dates given for the supply and whether the Ministry 
was keeping track to see that the production was going on properly and the 
dates given to the customers for the supply of machines were being adhered 
to. The Secretary of the Ministry replied :- • 

". would submit that it is difficult for us to keep track of all individuat 
orders because here alone orders worth Rs. 222 crores are pend-
ing and we have to consider something like 500 individual orders 
for individual items and it may not be possible for the Ministry 
to keep track of all this. What the Ministry does see to it whether 
the overall targets of production are kept up and the performance 
of the Company in relation to its commitment or non-commit-
ment to these targets. But I would submit that it is very difficult 
for us to keep track of everything. Only the Electricity Board. 
the Central Water and Power Commission and the Ministry of 
Irrigation and Power brought to our notice that there going 
to be some delay." 

5.9 Observing that as on 31st March, 1970 the Company had parti-
cipated in about 186 tenders of the total value of Rs.18. 35 crores for exports 
to the various countries but had been able to secure ]4 orders of total 
value of only Rs. 7.7 lakhs, the Committee enquired the reasons for the value 
or the actual export orders received being so much less in comparison to the 

• value of tenders participated. 

In a reply furnished after the evidence Heavy Electricals (I) Ltd. have 
stated that till November, 1970, under the existing techical consultancy-
agreement Heavy Electricals (India) Ltd.'s export franchise was limited to-
Burma., Ceylon, Nepal and Pakistan: but towards the end of the period it 
has been extended to Thailand, and Cambodia also though for some pro-, 
ducts only. 
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It was further stated that till then all enquiries for restricted areas were 
10 be cleared specifically by the Consultants. The clearance from Consult· 
.ants came for equipment for which they themselves or other British manu-
facturers were not serious contenders, either because of the equipment not 
being based on British Design and manufacturing practices or because of 
other developing nations being wen entrenched in an area, due to political 
economical influence or due to proximity. HElL had to quote wherever they 
.could despite disadvantages to get their name in 186 tenders amounting to 
an average of four to five tenders per developing country, who were their 
potential customers, a number not altogether adequate to acquaint those 

.countries with their existence and perseverence. 

5.10 Heavy Electricals (I) Ltd. have claimed that despite these hand i-
.caps their order book for export had moved as follows :---

(figures in lakbs) 

1967-68 1968-69 1969-70 1970-71 1971-72 (upto 1.11.71) --- --- --- ---- ---
0.96 2.1 7.7 42.6 128 

5.11 The Ministry of Industrial Development stated in a written reply 
furnished after the evidence that the HElL Bhopal under the Agreement WIth 
its collaborators Heavy Electricals (India) Ltd. could export only to Burma, 
Ceylon, Nepal, Pakistan and Cambodia till November, 1970. They parti-
~ipated in a larger number of tenders mainly to gain experience and in those 
.cases where they tendered for territories outside the Agreement, they could 
do so only with the prior consent of the collaborators. On the expiry of 
the Agreement, however, it had become possible for HElL to submit tenders 
to a much wider clientele, and the present order book for exports has already 
reached Rs. 1.32 crores. It was also stated that Heavy Electricals (India) 
Ltd. which had their own initial handicaps were breaking new ground. 

5.12 The Committee feel that adherence to delivery schedule is vital 
in attracting customers in any undertaking for improYing the order book 
position. They note tbat according to order book position of Heavy Elec-
tricals (India) Ltd. as on 31st March, 1970 the shops will be kept busy for 
only 2,1 years in the ease of transformer, about 20 months in the case of induS* 
trial motors, for about 3 years in the case of Tradion Equipment and for 
over 3 to 4 years in the ease of Generating Plant. 

The Committee also note that as on 30th September, 1971 the Heavy Elec-
tricals (India) Ltd. had orden of the value or Rs. U2.45 crores and that tbe 
,delivery was due during the next five yean. During evidence the representa-
tive of Ministry of Industrial Development explained "It is difficult for us to 
keep track of all individual orders because bere alone orders worth Rs. 222 
erores are pending and we have to consider something like 500 individual orders 
for individual Items". The Committee are unable to accept the viewpoint 
of the Ministry. Failure to ensare observance of time schedule and delay 
in the execution of orders aet as inhibiting fadors in getting fresh orders from 
the customers. The Committee, however, recommend that Government should 
.at least review the progress of executioD of important orders from time to time 
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s} t!lat difficulties faced by Heavy Electric ... (India) Ltd. are ideatified and 
Government are in a position to reader belp to the undertaking to remove the 
difficulties which retard orderly progress of execution of orders. 1bey also re-
commend that the undertaking should locate otber difficulties, if any, whicb 
affect tbe order position and ensure tbat they do not recur in future. Most 
of tbe customers wbo place orders witb Heavy Electricals (India) Ltd. are 
organisations in public sector. lbe Committee do not, tberefore, see why 
it should be difficult for the Management of tbe Company and Government to 
.embark upon an integrated and detailed planning to ensure tbat Heavy Elec-
tricals (India) Ltd. have at an times, orders for execution from 3 to S years 
which would in turn ensure efficient production in the undertaking. 

Tbe agreement entered into by HE(J)L with the Consultants whicb bad put 
restrictions on export of tbeir products, expired in November, 1970. In tbe 
revised agreement no limitations on export jurisdiction of the Company bave 
been imposed. The Committee therefore, strongly r~mmend that all out 
.efforts should be made both by the Management and Government to attract 
more orders from otber countries and thereby increase exports. 



VI 
PRICING POLlCY AND S~LES PERFORMANCE 

A. Pricioa Policy 
6.1. The products manufactured :by the Company may 'be broadly 

divided into three distinct categories for adopting sales poHcy as detailed 
~~~ . 

Products in the competitive 
·ranae . 

(i) Switchgear and Control-
scar, Control and Relay 
Penals Type II KV to 220 
KVI Industrial Control 
gear, Industrial Rectifi-
ers Metering Equipments. 

(ii) Transformer-Power Trans-
former Thermae welders 
Industrial Transformer 
Traction Rectifiers EMU 
Reactors. Rectifiers 
Transformers. Capacitors 
(MW and HV)~ 

Products in the liCllli-
monopoly ranse 

(i) Transformers, 
Traction Transfor-
mor ~lJht Loco. 

(ii) Industrial Machine 
D.C. Machines 

(iii) Industrial Machines-A.C. (iii) Heavy Rotating 
Machines. Plant Large Elec-

tri" Motors. 

(iv) Steam Turbines (Conden-
ser RAPP-220 MW) 
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Products in the monopoly 
. rango 

(i) Switchgear ~d Con~ 
trolgear. Traction 
Control DC 
Do AC 
Do BG 
Do MG 

D.C.Loco 
(ii) Transformer Trac-

tion Transformer EMV 
Baking Rectifiers. 

(iii) Traction Motors Type 
133 AZ/AY Motors 
Type MGSI generator 
Type 253 BX Motors 
Type 165 Motors 
Type T.G. 5301 gene-
rators. Type AG 51 
Generator. Type AG 
32 Generators (MG) 
Type 253 AZ Gene-
rator (MG) Type TG 
109 Generator (MG) 
Type 253 AZ Motor 
(MG) 
D.C. Loeo Type 4939 
AZ. 

(iv) Heavy Rotating 
Plant Water Turbine 
Generator Steam 
Turbine Generator. 

(v) Water Turbine Divn. 
Water Turbine. 

(vi) Steam Turbino Divn. 
Steam Turbine, Marine 
Turbine. 
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6.2. The note on pricing policy submitted to the Board of Directors 
in its l06th Meeting held on 18th November, 1968 gives the various elements 
to be included in working out selling pri~s from the estimated factory cost 
(Direct material, Direct labour, Factory overheads based on percentage to 
Direct labour, engineering expenses and miscellaneous direct charges). 
In the "monopoly range" where it is possible to establish selling prices, all 
elements like complaint reserve, packing charges, commercial and adminis-
trative expenses, percentage increase for firming the prices and royalty are 
included in the detailed estimates on the basis of which quotations are given. 

6.3. In the "competitive rafige" where prices are, as a rule fixed by 
the market levels, a total percentage commercial and administrative charges 
is indicated in the estimates rather than indicating all elements first, and re-
ducing the total estimate to market level. RccegtIy a system has been intro-
duced under which normal estimate is made (indicating the usual percentage 
of recoveries) for all the elements of cost, and reducing the price to the market 
level specifying reasons for such a measure. 

6.4. With regard to the fixation of sale prices by the Undertakings 
manufacturing monopolistic/semi-monopolistic equipment, Ministry of 
Finance (Bureau of Public Enterprises) have prescribed the following guideline 
in their O.M. No. BPF/%/ADV.F/68/25 dated 27th December, 1968 :-

(a) The pricing of their products should be within the ceilinf of the 
landed cost of comparable imported equipment. 

(b) Within the ceiling of the landed cost, it would be open to the enter-
prises to have price negotiations and fix prices at suitable levels 
for their products which would give them a reasonable return on 
the capital invested. ,It is desirable that the prices so fixed should 
be operative for a period of 2 to 3 years. 

(c) Ordinarily the landed cost should be regarded as the absolute ceil-
ing. If, however, in assessing the landed cost, there are reasons to 
believe that the FOB/elF prices for imported equipment are arti-
ficially low or in other exceptional circumstances where cost of 
production of indigenous manufacture is very high, it may be 
necessary to have the prices higher than the landed cost; in such 
cases the matter should be referred to the Administrative Ministry 
of Finance, Bureau of Public Enterprises. 

6.5. Heavy Electricals (India) Ltd. feel that for an undertaking which 
essentially manufactures custom-built equipment to meet specific require-
ments, it will indeed be difficult, if not impossible, to make comparisons with 
the landed cost of imported equipment. Barring certain standard products 
bulk of manufacture in the monopoly region does not lend itself to such 
comparisons. 

Besides, the M'lnagem:mt feels that the price cannot be compared with 
the landed cost of imported equipment due to :.-

(a) higher duties on imported raw materials and components as COM-
pared to the duty payable on assembled equipment; 

(b) higher basic price for material and components; and 
8, LSS/72-6 
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(c) higher range of variations in prices quoted by different I1il8.nufac-
turers depending on design philosophy followed and safety margin 
adopted e.g. British manufacturers whose design approach and 
manufacturing techniques the Company follows by and large, 
generally adopt liberal design with larger margin of safety resulting 
in higher cost, while other manufacturers produce more economical 
designs with very tight margins of safety. 

6.6. It has not been possible to work out in financial terms the implica-
tions of not adhering to such a ceiling due to non-availability of imported 
price for custom-built equipment so far ordered on the Company. In March, 
1969 the Company, however, submitted brief specifications for the various 
products to the Ministry of Industrial Development for circulation to various 
Embassies to get the landed cost of comparable imported equipments. 

6.7. As the prices in respect of the products in the "competitive range" 
are regulated by the principle of what the market can bear. a procedure of 
quoting selling prices covering only a part of the factory expenses and commer-
cial and administrative charges has been in vogue in the Company. Although 
no formal delegation has been made for quoting prices for sale of products 
below the estimated cost of production. the Commercial Department has been 
exercising full powers in this regard. Even broad guidelines indicating the 
ceiling of the recovery of the overhead expenditure, that could be forgone 
from time to time. have not been issued either under orders of the Board of 
Directors or by the Chairman and Managing Director. 

6.8. The Management intimated (December. 1969) that "the quotations 
made are covered by general approval given by the competent authority for 
a level of recovery of Commercial and Administrative charges and Factory 
Expenses on the first estimate on the certain basis. In conformity with this 
approval and the general guidelines given by that approval for the level of 
recoveries the other Officers prepare quotations for submission to the cus-
tomers. Considering the very large number of quotations sent by various 
Divisions. it is not a practical measure to approach the Chairman and Manag-
ing Director in eve-ry case for a specific approval. Depending on the market 
conditions and the level of prices ruling during a period. the minimum level 
of recoveries for factory expenses and Commercial and Administrative charges 
are defined and approval taken." 

6.9. A formal order delegating the powers to the various officers was 
issued by. the Chairman and Managing Director only on 18th April. 1970. 

6. 10. As the Chairman and Managing Director of the Company 
has not so far been authorised by the Board of Directors to re-delegate the 
powers delegated to him, the delegation order issued by him on 18th April 
1970, therefore, is not in order. 

6.11. During evidence when asked about the present pricing policy. 
the Chairman of Heavy Electricals (India) Ltd. explained the present policy 
as under ;--

"There are several factors in the operation of this company which re-
quire consideration other than the main formula laid down. that 
is. landed cost. -There is no real thing as a landed cost, for many 
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of the products which are of a unique nature. The fact is that the 
capital base ofthe Company has also increased at one time and 
therefore, the incidence of the capital charges are fairly he-avy. We 
are depending upon large imports for the raw-material required 
and they also asked for the custom duty sometimes even higher 
than what would be if the material was imported as a part of 
the finished machine." 

The Managing Director of the Company added ;-
"When these foreign companies sell us, they are not keen that we should 

compete with them. For instance, we are paying only Rs. 4,500 
per ton approx. when it comes here. 1 am not sure what they will 
charge in their own country for the material for CRGO steel. 
Similarly, where there is a sort of monopolistic thing, we go for a 
big casting or forging; we sometimes have to pay Rs. 20,000 
per tonne, because they know that we cannot go anywhere and 
they ar~ not very keen that we should have advantage and compete 
with them and the prices arc very high. Therefore, the prices 
of our products go up because of these factors." 

6. ]2. The Committee indicated that the Commercial Department 
of the Company had been exercising full powers for quoting prices for sale 
of products below the estimated cost of production although no forma] dele-
gation of powers had been made to the various officers till April, 1970 and 
enquired whether this was done with the approval of Government. It was 
also indicated that the Board of Directors had not authorised the Managing 
Director to redelegate the powers delegated to him. The Chairman of Heavy 
Electrical (India) Ltd. stated that when the power was delegated to the Com-
mercial Department to the then Chairman there was no formal order of re-
delegation of powe-r by the Chairma to lower authority. 

6. 13. The Financial Adviser said that it was not a case of delegation 
of power because the Chairman was a full-time person and the power was 
being exercised under his supervision. 

6.14. When the Committee pointed out two flaws in this respect 1'/'=. 
neither the Board of Directors nor the Finance Department was consulted, 
the Chairman of the company mentioned that it was not required. The 
Committee enquired whether the Fi!lance Department approved particulurly 
their charging less than the cost price. The Managing Director of HeHvy 
Electricals (India) Ltd. explained the position as follows :-

"We found out that the actual cost was more than the estimated cost. 
That means we did not have enough experience how much it will 
take on the shop floor. The estimate was prepared on the facts 
given by the Finance Department only. This is the only calcula-
tion what the sales people do. The Finance Department every 
year gives us what are the overhead expenses which are to be charg-
ed. It is a regular circular issued by the Finance Department. 
Then the Finance Department also gives us what are the commer-
cial and administrative charges to be allowed. This is a matter 
of building up and it is done in aU divisions and there- are hundreds 
of quotations which are to be dealt with. The Finance Department 
does not come into the picture." 
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6 .• 5. The Committee enquired that in the absence of preparing a comp-
lete estimate covering aU elements of cost at the normal levels. how any con-
trol was being exercised by the Management to check that the reduction made 
was not more than what was authorised or reasonable. The Management 
of the Company itated in a written reply furnished after the evidence that 
"the reasonable reduction is that which is dictated by the market level of 
prices and as such the question of a check to ensure that the reduction made 
is more than what is reasonable does not arise." The process of reduction 
was by eliminating profit first and then reducing the commercial and adminis-
tration charges. Commercial and administration (C&A) charges include 
various elements like administrative charges, commercial and selling charges, 
township expenditure, interest on loan, etc. According to the Management 
it was not necessary to indicate which one of these charges was being cut down. 
When reduction in commercial and administrative charges was made. it cut 
down the recoveries uniformally for all the items involved. Explaining the 
position further the Management stated as follows:-

"We.have not been able to absorb all the overheads in the prices that 
we are able to quote under the guidelines that we have. But more 
recently, we are trying to rectify the situation by quoting to our 
customers a .more reasonable price compared to our cost of prod uc-
tion.1t 

"In the earlier stages when full information regarding the various ele-
ments of costs like complaints, packing etc. were not available 
individually, it was a general practice to make all ad-ho,' recoveries 
towards commercial and administration charges, which included 
some of these elements. Packing. in any case, unless it was of a 
special nature, was charged to the factory expenses and was ade-
quately covered by that head. As 10llg as the competent authority 
authorising reduction knew about the total level of recoveries under 
the heading of commercial and administration charges, he was 
fully aware of the reduction being made and authorised. Recent-
ly. we have been preparing 2 estimates one showing the full re-
coveries of C&A charges and the other proposed recovery to meet 
the market condition. The variation, as a rule. goes only in the 
C&A charges and is readily available on the estimate sheet for com-
parison. However, it must be stated that even in the earlier method 
of reducing C&A charges. the extent of reduction was always avail-
able to the officer authorising the reduction. Only he had to make 
a small calculation himself to arrive at the amount. The difference 
is entir.ely procedural and has no other significance. 

An agreed format was prepared in July. 1969 in consultation with the 
Government Audit for preparation of the estimate. This estimate 
sheet besides having appropriate columns for the various ingre-
dients has also a column where definite reasons for reducing the 
sale price by making reduced recovery of profit and C&A charges 
are indicated. 

Whil,.! w: w'!r~ having Factory Exp'~nses (FE) rates (based on optimum lev-
el of the production) right from the b::ginning. no detailed study was 
und.!rlabn for fiution or com'n~.!rial anj a:iministrativ.! charge s 
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as a good deal of administrative charges were allocated to'Inci-
dental Expenditure during Construction' in the earlier years. Based 
on the practice prevailing in the Consultants' Factory, an ad-hoc 
rate of 171 % was levied in totality as commercial and adminis-
trative charges on the Estimated Factory Cost. In course of time, 
production and selling functions increased rapidly. While the 
ad-hoc levy of 171 % as C&A charges was continued in respect of 
generating plant, the recoveries in respect of other products were 
increased depending on what the market could bear for indi-
vidual products. A detailed study was, however, undertaken in 
1967-68 and it was found that Commercial & Administrative Char-
ges were around 30 %. The recovery rates of C&A Charges were, 
therefore, formally fixed at 30 % of Estimated Factory Cost (E.F.e.) 
from the year 1967-68. In subsequent years also, when C&A 
charges were around the same percentage the rate was continued 
at 30% upto 1969-70. Durin~ this period, again, the recovery 
of C&A charges had been Iinuted to l7i % for generating plant 
to keep the prices at reasonable level. If in any individual case, 
price for comparable equipment allowed a larger margin, recovery 
was made at 30 % of E. F.e. * The rate of C&A recovery was again 
raised to 35 % with effect from August, 1970 when a detailed review 
of the actuals of year 1960-70 was made. A review of the same 
was again made after the close of financial year 1970-71 and it was 
decided to continue the existing rate of 35 % which is till current." 

6.16. The Committee pointed out that in October, 1961 the Board of 
Directors passed the following resolution:-

"Resolved that for conducting the day-to-day affairs of the Company 
the Chairman may exercise the powers vested in the Board of 
Directors in accordance with their policy." 

6. ]7. In June, 1968, the Ministry agreed with Audit that it was neeeii-
sary to report such decisions taken by the Chairman to the Board of Direc-
tors to enable it to satisfy that these were in accordance with the policy. 
This was, however, for the Board to decide and the Company was being re-
quested to place it before the Board. 

6. 18. In a written reply furnished after the evidence the Management 
stated that the communication of the Ministry, in question, was placed 
before the Board in their meeting held on 6-6-1969. 

The Committee was further informed that the Board considered it 
desirable to codify the delegation of powers by the Board ofOirectors in 
favour of the Chairman and Managing Director and suggested that a proposal 
for delegation of powers to the Chairman and Managing Director containing 
a list of items may be put up to the Board for approval. This was done and 
the Board of Djrectors in their meeting held on 1 ]-1-1971 finally approved 
the delegation of powers to the Chainnan as recommended by 
its Sub-Committee. 

*Acx:ordina to Audit, files indicating that theC&:A charaes were reviewed dur~g 
1969-70/1970-71 and it was dcicidcd to recover these charaes (ii} 35 per cent oCtile Factory 
CGat,haye not been shown to the Chief Auditor, Commer~arAc:!countl, Bhol)8) for veri· 
fication of the reply of HE (I) L . 
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6.19. In regard to the price ceiling imparted equipr.ent the Marafe-
ment explained their existing Pricing Policy and stated that the products 
manufactured by their factory were divided into two distinct categories ;-

(a) Products in the competitive market. 

(b) Products in monopoly or semi-monopoly range. 

It was further mentioned that though the method or estimating the cost 
was similar in both the cases, with slight variation of certain ingredients due 
to shop conditions, fixation of selling price was dependent to a large measure 
on the extent to which these prices were acceptable to the customers. In 
the competitive range fixation of selling price was guided by market cond i-
tions. This generally gave the direct factory cost (Material, labour and fac-
tory overheads) and a margin of recovery towards administration. commer-
cial and dthcr charges including Royalty where applicable. Depending on 
the market for each product, certain percentage profit was also covered where-
ver possible. 

6.20. Even in the so called monopoly range they were unable to fix 
the prices to give reasonable margin of profit as the customer insisted that 
prices be fixed reasonably and compared them with the lowest offers made 
by foreign manufacturers for similar or comparable equipments. Price 
comparisons were made with distress offers of foreign manufacturers sup-
ported invariably by export subsidies. Besides this incorrect equation of 
home and export prices, customer was not prepared to concede that compari-
son should be made with products having similar design philosophy and 
manufacturing techniques. These issues were discussed with the Planning 
Commission and it was more or less agreed that prices fixed by negotiation 
with the customer should be equitable and should not be more than the land-
ed cost of comparable imported equipment following more or less similar 
design. ph:losophy. 

6.21. Regarding the policy of relating the price to landed cost of 
imported equipment. the Management stated that because of the following 
three prime factors this was not a very rational policy. 

0) From August. 1960 onwards till February, 1969 only fully finisiled 
components not requiring any further work. when imported. 
used to be charged customs duties at the conccfisional rates as 
applicable to completed equipment j.e. all other imports of raw 
material and semi-finished components used to attract hiaher rates 
of customs duty. However, from February, J969 onwards some 
more items out of this catesory were covered under concession a) 
rates of customs duty. 

(ii) Quotations for imported equipment are normally supported by 
heavy exports subsidies and other export incentives. 

(iii) The prices of imported components and semi-manufactured pro-
ducts are much higher. 
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6.22. Explaining the general ba.<;is for assessing the cost and arriving 
at th! selling price the Management stated that the estimated cost took into 
consideration the cost of: 

(1) Direct Mlterial; 
(2) Direct Labour; 
(3) Factory overheads (Indirect Material, Indirect Labour. Employees 

benefits. Depreciation. Works Management cost, Works Services. 
Repairs & Maintenance expenditure, Insurance of the Plant, cer-
tain normal tooling); 

(4) Engineering & Drawing Office expenses; 
(5) Standard Development charges; 
(6) Development Reserve; 
(7) Handling charges for purchases Resold; 
(8) Chargt:s for special Tests if any; 
(9) Complaints Reserve; 

(10) Packing charges. 

The selling price was evaluated by adding the following to the above :-
(I) Commercial and Administrative charges (C&A). (Administra-

tion charges, Commercial charges, Township expenses. Consul-
tants charges, Deferred training expenses, interest on loan capital). 

(2) Profit as a percentage on the total of the above. The margin 
of profit, both in the competitive and the monopoly ranges, varies 
in different cases. In the competetive range, the margin is guided 
by the market level of prices, and in favourable conditions as are 
existing at present, recoveries of profit upto 20 % have been made 
without any difficulty. Earlier during the recess;on, we had to 
forego even the normal recoveries to be able to sell our products 
in a highly competetive market. In the monopoly range, the 
normal percentage of'profit is about 10% on the estimated costs. 
For the generating plant and traction equipment, where policy 
pricing is invariably adopted, margin of profit normally included 
In our estimates, is about 10%. However. it has been the 
experjence that whenever the prices are fixed by the Govern-
ment pegging them to prices for imported equipment, even this 
margin is not available. 

6.23. The Committee pointed out that the Committee on Public 
Undertakings (1967-68) had recommended in their Twelfth Report (Fourth 
Lok Sabha) that the Undertaking should work out such costs of production 
in respect of each of its products as would help evolving a rational pricing 
policy and asked whether HElL had brought about any chanae in the pricing 
policy since that recommendation of the Committee on Public Undertak-
ings. 
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6.24. The Company stated in a written reply that no change in the pri-
cing policy as such had been brought about. It had not been found necessary, 
they said, to change the policy since their system was already such as would 
result in rational prices; materials were based on the engineering specifications; 
labour hours on the process and rate specification and factory overheads 
based on attainable level of production. However, certain imperfections 
especially as regards control and delegation in working out the system were 
spotted and improved upon. 

6.25. The Management mentioned the following three major elements 
in working out the cost of production :-

"Material 

The quantities specified by the engineering specification and for the 
purpose of pricing the latest market prices are being taken. Where-
ver necessary, a suitable escalation clause to cater for the increase 
in price of material is included. 

Labour 

The labour hours and the grade of labour are based on the data supplied 
by the Process and Rate Division. In the big contracts, where it 
would take long time to complete the job, suitable escalation clause 
for increase in labour rates is incorporated. 

One aspect where optimum workjng condition will have meaning is, 
in regard to efficiency of labour. We are assuming the average 
efficiency which is likely to be attained during the period when 
the job will be done. 

Factory Overheads 

*These are calculated on a level of production which is likely to be at-
tained during the pendency of the contract. By and large, this 
would correspond to optimum working level in the established 
product divisions; and may not be so in the newer products es-
pecially in the Power Plant Divisions." 

6.26. In regard to the steps taken to effect economy with a view to 
reduce losses, the Management of the Company attempts were continuously 
made to increase the output by motivating the persons through incentives, 
arranging for the uninterrupted flow of materials and components by suitable 
'Make or Buy' decisions, etc. The areas of leakage were being very rigidly 
reported to the top management and different level supervisors were being 
made fully aware of them so that these could be reduced. These relate to 
idle time. overtime, inventory, holding, etc. The expenses on social over-
heads like maintenance of residential builwngs, roads, hospital and educational 
facilities etc.. had been considerably curtailed. It was also stated that the 
effects of these steps would be felt in due coune. 

-----------~--------.-------------------.- .According to Audit. It is Qot clear how it is stated that tbe attajnabJe production 
assumed for calcuIatini the factory overheada aeneraJ1y correspond to the 'optimum 1cvC'1 
in tbe eStablished products divisions when it bas been atated earlier by HE (I) L that it 
is dlf6c:ult to apell out the installed capacity of the different machines. 
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6.27. The Committee find that Heavy Electricals (India) Ltd. are manu-
facturllll products in two distinct categories viz. "competitive unge", 'seml-
monopoly' or 'monopoly range'. As far as "monopolistic" and "semi-mono-
polistic" equip .. ents are concerned, the instructions issued by the Bureau 
of Public Enterprises stipulate that ordinarily the "Ianded-cost" of comparative 
imported equipment should be regarded as the absolute ceiling but wbere there 
are reasons to believe tbat the F.O.B./C.I.F. prices for Imported equipment 
are artificially low or in other exceptiooal circumstances where cost of produc-
tion of indigenous manufacture Is very,high, prices may be fixed higher than the 
landed cost with the approval of the Ministry of Finance. As regards "com-
petitive" items, Heavy Electricals (India) Ltd. have recently introduced a sys-
tem under which normal estimate is made for all the elements of cost, and the 
price is reduced to the market level specifying reasons for such a measure. 
Heavy Electricals (India) Ltd. have expressed the view that 'barring certain 
standard products bulk of manufacture in the monopoly region does not lend 
itself to comparison witb the landed cost. 1be Committee recommend that 
HE(J)L sbould evolve their pricing policy in sucb a way that prices fixed by 
negotiations witb the customer are equitable and as far as possible are not more 
than the landed cost of comparable imported equipment following more or less 
similar design philosophy. While tbe Committee agree tbat prices of products 
in tbe competitive range bave to be regulated by the principal of "what the 
.arket can bear." The Committee recommend that some guidelines should be 
issued to the Commercial Department to ensure that the selling prices of prod-
ucts in the competitive range are not unduly below tbe cost of proouction. 
In fixing the selling prices, tbe Committee would urge Government that utmost 
care should be taken to ensure that overheads are, as far as possible, absorbed 
in the prices. The Committee would stress the need for improvina efficiency, 
increasing output and effecting economy so that the prices cbarged by Heavy 
Electricals for various products compare favourably with the internal price 
obtaining in exporting countries in respect of the particular product. 

B. Non-enforcement of the Price Variation aause 
6.28. Sale contracts entered into by the Company during the period 

December, 1963 to August, 1966 contained a 'Price Variation Clause' permit-
ting an adjustment in the sale price of the product based on the difference in 
material cost between the date of tender and a date representing three-fifth 
of the contractual delivery period. Although. there is a general trend of 
rising prices of raw materials, the .Management did not take any action to 
assess the claims recoverable on this account. 

6.29. The Company assessed in December, 1969 that it would be en-
titled to recover Rs. 40.06 lakhs by making the formula applicable to signi-
ficant material like Copper and Core Steel for sale orders of transformers only. 

6.30. During evidence the Committee enquired whether the Company 
was taking advantage of the 'Price Variation Clause' according to which 
they were entitled to recover sums amounting to severallakhs. The Chair-
man of Heavy Electricals (India) Ltd. stated that in the case of traction motor 
which they had to supply to the Railways, they were taking recourse to the 
price variation clause. Enquired whether this advantage was being taken 
in each case, the Managing Director of the Company stated as below :-

··We are making claims in each case. But the difficulty has been in 
establishing our claims. We have run into difficulties in various 
ways. The price variation clause wlrich we started in August, 
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11}66 was on this basis that the tenders will be based on the cost 
of material ruling on the date of tender and at three-fifths period 
of the delivery. we will find out the cost of the material. As 
every body knows, this is one of the Standard forms of price varia-
tion clause given all over the world. They say that the three-
fifths period is the time you are supposed to have all the material. 
In effect, we may not buy it at that time. The difficulty came in 
when we tried to establish the cost of material at three-fifths 
period which may vary from order to order. The Factory is a 
continuously operating factory and there is no fixed cost price 
index data in this country. 

We ran into the difficulties. Suppose I say, purchase order No. so 
and so placed in September, 1967, and this is the cost. Nobody 
is willing to say that this is the material which went into this order 
nor there is any way of proof that a particular steel or a particular 
copper went into the order. 

This is the difficulty and most of the claims which we have been 'making 
are being disputed. • 

Later on, we revised this price variation clause. Then, we said that 
we would go on the indices published by the Board of Trade in 
U.K. This is the BEAMA price variation clause. We introduced 
that and we are having good amount of success in that. This has 
been accepted by the Customer. The cost indices are published 
and we are able to say what is the cost." 

6.31. It was observed that the contracts which included the price 
variation clause were for the period from December, 1963 to August, 1966 
and the position regarding the contracts entered into by the Company after 
August, 1966 was enquired. The Managing Director explained that in 
respect of contracts after August, 1966. they had gone by the price variation 
clause on the basis of the Board of Trade indices and that they had better 
chance of making recoveries. 

6.32. The Committee enquired whether the amount of Rs. 40 lakhs 
which they had assessed as the amount due to the price variation clause had 
been recovered. The Financial Adviser of the Company replied that upto 
31st March. 1971 the total claims aQlounted to Rs. 42,99,335.61 paise out 
of which they had already recovered and received an amount ofRs. 6.10,448.05 
p. The Managing Director also informed the Committee that the latter 
price variation clause was proving to be more practicable and that after 1966 
they had assessed about Rs. 3.92 lakhs out of which they had already re-
cevered Rs. I. 58 lakhs as on 31.3.1971. 

'.33. TIle Committee regret to DOte that tboIIgIt the SIIes Coatnets 
entered 1Dt0 by die Compaay daring the period from December, 1~3 to Aupst, 
1966 mdudttl a PrIce Vartation a.1e the Maaapmeat dl4l DOt take uy 
acti. to eafora dill d ....... to ... die cIa_ recovenltle OD tbIIaccouat 
tUl DeceIDhr, 1969. Tbe COBUDIUee obIerve tIIIt tile very ,.,.. of bavlag 
saeIt ~ela .. i. die .... cemacta II ........ If it II BOt aIforcei properly ud 
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timely action is not initiated to lodge claims for recovery of the amounts. It 
transpired during evidence that in respect of contracts after August, 1966, 
tbe Company introduced a revised 'price variation clause' wbicb is operated 
on tbe basis of indices published by the Board of Trade in U.K. The Committee 
recommend that a periodical assessment should be made by the Management, 
claims preferred on the parties concerned and concerted action taken to ensure 
speedy realisation of the amounts recoverable. lhe Committee also recom-
mend that responsibility sbould always be fixed for any fallure to take timel~' 
action in tbis regard. 
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EXPORT PROMOTION AND IMPORT SUBSTITUTION 

A. Export PromotioD 

7.1. The Consultancy Agreement with M/s. A.EJ., U.K., restricted 
export promotion of the Heavy Electricals (India) Ltd. to Burma, Ceylone, 
Nepal and Pakistan till November, ]970 but towards the end of the period 
it was extended to Thailand, and Combedia for certain peroducts only. 
Till then all enquiries for restricted areas were to be cleared specifically by 
the Consultants and with the specific permission of Consultants, HElL 
have been quoting to certain other countries like U.A.R. Iran, etc. also. 
The restriction on export jurisdiction ended with the expiry of the agreement 
in November, 1970. 

7.2. The Management of the Company, while explaining the reasons 
for accepting restrictions imposed on exports by the Consultants, stated in 
a written reply furnished after the evidence that, it is reasonable to assume 
that any foreign manufacturer giving licence to another country to manu-
facture equipments would not want to create competitors for its equipment 
in other countries of the world, and jeopardise the sale of their own products 
in those areas or to fall foul with other licencees elsewhere. The acceptance 
of restrictions on export as perhaps dependent upon the offers available to 
the Government at the time. 

7.3. The Management added that Heavy Electricals (India) Ltd. 
is a constituent member of India Consortium for Power Project (Pvt.) Ltd. 
and it has been and will be their endeavour to participate in Overseas tenders 
for turn-key projects involving equipment from several sources including 
that from other manufacturing companies. 

7.4. The Committee desired to know in how many international fairs 
the products of HElL had been exhibited and with what results. The Manage-
ment stated in a written reply that they had so far participated in several 
Overseas trade fairs/exhibitions but not through India Consortium for 
Power Projects (P) Ltd. (Appendix-II). They had never participated in any 
trade fair/exhibition abroad exclusively by themselves but only as part of 
Government's efforts by way of Country's Stalls /Pavilion. Until November, 
1970, their participation in such fairs was, therefore, necessarily limited to 
prestige building. Their participation in such trade fairs/exhibitions had 
resulted in creating 'Customer Interest' in their ability and capacity. 

7.5. According to Management, HElL could find good markets and 
there is a considorable scope for their finished products in developing coun~ 
tries, specially those near India like the Middle East and the Near East. 
There is also scope for sale of their intermediate products to these countries 
for contracts in third countries close to India. In spite of this unlimited 
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scope, the HElL has been quotibg ot1 selective basis i.e. after considering 
domestic order book, established nature of a product and operational ex-
perience they have on it within the country with a view to ultimately get up 
to sate of apprt>ximately 10% of their capacity abroad. 

The table below gives values of Tenders participated in Orders 
received, Tenders active and Value of Orders likely to mature: 

,-------------_._-------
(Rupees in Lakhs) 

Tenders 

Order received Participated Active Likely to 
mature in-
to orders. 

Iraq 
UAR 
Iran 
Singapore & Malaysia 
Sudan 
Thailand. 
Ceylon 
Syria 
Indol1'Csia 

14.75 
2 . .50 
Nil 
91 
Nil 
Nil 
0.60 
Nil 
Nil ___ .. ___ ,, ___ .. _ ,_._ - -·_-·0---___ -, 

'5 
140 
370 
20S 
30 
S2 
20 
30 
2 

12 6 
30 20 
370 100 
Nil Nil 
Nil Nil 
Nil Nil 
Nil Nil 
Nil Nil 
Nil Nil 

--. __ ._----
The above orders are confined to those countries only, where we have 

participated in Trade Fairs/Exhibitions. Countries not listed in the Table 
are the ones where we have not submitted any Tenders and, therefore. have 
received no orders. 

7.6. Total value of Orders received upto 1.12.1971 amounts to appro-
ximately Rs. 1.28 crores and these, in addition to the countries shown in the 
above Table, also include equipment for Malawi, Uganda. Australia, Ku-
wait & Ghana, countries in which we have not participated in any Exhibi-
tions/Trade Fairs. 

7.7. The Ministry of Industrial Development stated in a written reply 
that the Consultancy agreement having expired in November, 1970. there 
are no restrictions thereafter on export of the products covered by the origi-
nal agreement. The company is now submitting tenders against global 
inquiries from all these countries. They are also taking part in exhibitions/ 
trade fairs in these countries. There are good prospects for securing business 
in the export market for standard products like transformers, switchgear. 
motors etc. The prospects for business in generating plants will brighten 
up as machines produced at HElL start operating in our country and as 
operating experience is gained. 

7.8 The Committee note that the Heavy Electricals (India) Ltd. bad 
no discretion in the matter of export of their products due to the restrictions 
imposed by the Consultants in the Consultancy Agreement till November, 
1970. As the embargo on export jurisdiction has since been remol'cd, and as 
there is considerable scope for its products in developing countries, tbe 
Committee recommend that the Company sbould explore all possible means 
of expanding its export trade for their standard products in order to utilise 
full capacity of the Plant. 
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B. Import SubIti&lltion 

7.9. There was no provision for developing indiaenous substitution 
for imported raw materials and components of the various products in the 
Project Report which, however, infer alia ran as under:-

"No doubt the Government wiU develop the production of many of 
such items in India in due course, but in the meantime it appears 
that it will be necessary to import supplies and every assistance 
wi\l be given either putting the Government in tOllch with suitable 
Suppliers or purchasing on their behalf." 

The Company started a separate Cell for Import Substitution w.c.f. 
27th November. 1965. 

7.10. The approximate percentages of import contents (C.I.F. Value) 
to the sale value for the years 1965-66. 1966-67. 1968-69, 1969-70 and 1970-71 
are compared below:-

--_ .. , --~ .. -----_ .. _.-_ ... _--_ .. -------
Products 1965-66 1966-67 1967-68 1968-69 1969-70 1970-71 

._-" _._-_.----- 0_-_" _______ . ___________________ 

Switchgear 12 11 16 IS 14 15.5 
Controigcar 19 27 24 29 20 16.25 
Transformer 38 24 29 26 26 25.3 
Capacitor 17 17 10 IS IS 15 
Traction Motors 13 33 33 23 20 23.98 
Industrial Machines 44 27 22 20 23 20.14 
Large Motors I 27 25 201. 
Heavy Rotating Plant f 39 23 J 
Water Turbine 18 17 10 10 10 
Turbo Generators 2i 27 26 
Steam Turbines SO 43.80 
Condenser and Heat 

Eltchanegers 30 30 20 
Rectifiers 35 15.5 
Electronic Equipment 

(New Product) 5 
--... ------.--.- -. ._-- -~-- --.-~ --.-.. _--- ---

NOTE:-The higher percentage during 1967-68 was due to the effect ofdeva1uation. 
N;,te :-The import content of Switchgear is hisher due to imported relays anu 

instruments for control panels made to customer's specification and also due to the 
manufacture of a large number of GA9 airblast circuit breakers which has a higher 
import content. The increase in percentage of import content in respect of traction 
machines for the year 1970-71 is Jue to the fact that 40 armaturcrs for traction genera-
tor (TG 5301. for BG DE Loco~ had to be imported to meet urgent delivery requirements 
of .;ustomers. Electroni: equipment is a new proJuct taken up by the Company during 
1970-71. 
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7.11. The import content has gone up in case of coDtrolgear due to 
manufacture of more number of custom-built cubicles. whereas the import 
content has shown a downward trend in the case of traction machines and 
water turbines due to upward revision of price and use of indigenous fabri-
cated components respectively. The import content for capacitors has 
also gone up as major portion of output of capacitors was in the high voltage 
(H.V. type) range. 

7.12. The Management intimated to Audit (December, 1969) the 
following reasons for not achieving a higher percentage of indigenous 
content:-

(i) The indigenous manufacturers like Heavy Engineering Corpora-
tion, RanchL Alloy Steel Plant, Durgapur and Hindustan Steel. 
Rourkela could not develop as per their programme. 

(ii) The reluctance on the part of the customers for procducts like 
steam turbines ::c,ept to unproven indigenous materials, though 
available to the required specifications. 

(iii) Achievement of cent per cent indigenous content is not a practi-
cal proposition, since of necessity, we have continue to import 
some of the raw materials and semi-finished components. 

7.13. The targets for import substitution as fixed by the Company 
and the actual achievements during the last five years are shown below :-

Targets Annual fresh Substitu· 
tion. 

Actuals 

1966-67 1967-68 1968-69 1969-70 1970-71 

70.00 

44.12 

50.00 

38.12 

(Rupees in lakhs) 

60.00 

5.08 

80.00 

41.48 
100.00 

29.32 

The abnormal short·fall in the substitution during the year 1968·69 
was due to the fact that till the year 1967·68 the Company had been working 
out the figures of import substitution for which they had established suppliers 
whose samples had been approved without correlating the same with the 
actual execution of orders whereas during 1968·69 the achievements have 
been worked out for the fully executed orders. 

7.14. The Committee pointed out that a comparative study for import 
contents for four years from 1965-66 to 1969·70 indicated that the import 
contents had gone up in the cases of Controlgear and capacitors and en-
quired about the trend of import content of the products manufactured 
during 1969-70 and 1970·71. The Management stated in a written reply 
that the import content in the case of Controlgear and Capacitors had gone 
up because of the introduction of new products with sophisticated tech· 
nology in this field of application which rl!quired special material and 
components. They further stated that this import content would gradually 
come down as the regular manufacture of the concerned equipm'!nt was 
fully established. 
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7.IS. The Committee asked how the Management prol>Osed to over-
come the three difficulties/reservations of the customers intimated by the 
Management to Audit in December, 1969:-

(i) The indigenous manufacturers could not develop as envisaged 
in their programme. 

(li) The customers were reluctant to accept unproven indigenous 
materials. 

(Ui) Achievement of cent per cent indigenous content is not a practi-
cal proposition. 

7.16. The Management stated in a written reply furnished after the 
evidence as follows:-

(i) "In a number of cases the import substitution efforts could not 
succeed or have been delayed as some of the indigenous manu-
facturers are lagging behind in their production programme. 
Even manufacturers like Heavy Engineering Corporatiqp Ltd., 
Ranchi, Alloy Steel Plant, Durgapur, Hindustan Steel Ltd., 
Rourkela have not been able to suPpJy our orders. As these 
are the only indigenous manufacturers capable of taking up the 
manufacture of large and special item like rotor forgings, large 
steel castings, alloy steel, electrical sheet steel etc., we have to 
depend on them for import substitution. Efforts are being 
made to expedite the manufacture of these through constant 
discussions and persuasions. 

For example, the biggest prospetive suppliers of compo-
nents is HEC who have declined to guarantee chemical compo-
sition, heat treatment and mechanical properties specified by us, 
aU at a time and wanted to guarantee only two. As high tem-
perature properties (assumed in the design) depend on all the 
three factors, this deviation could not b: agreed without actually 
getting the material and testing them for creep which is a long 
duration test. HEL could not ensure the properties of these 
and so could not satisfy the customer about the material availa-
ble indigenously. . 

To overcome this difficulty development order was placed 
on HEC and one casting has even been manufactured by them 
for our 120 MW set. We are going to conduct intensive test 
including creep on these and if they prove satisfactory we will 
then be able to satisfy the customers and use the indigenous 
alloy steel castings on regular basis. 

For rotor forgings, vaccum degassing facility is required 
which is not available any where in India. 

(ji) In case of alloy steel forgings and castings prospective indige-
nous suppliers have expressed their inability to supply material 
of required quality. The high temperature i.e. creep require-
ment calls for strict control of chemical compositions. heat 
treatment and manufacturing process which have got to be 
strictly adhered to. Any deviation in these requires detail long 
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term creep tests before accepting the material for actual use 
on the machines. Further the manufacturers are not equipped 
with facilities like vaccum degassing for manufacture of these 
items. However, in these cases also we are constantly urging 
the manufacturer to establish the required facilities. We are 
closely associated with National Metallurgical Laboratory for 
establishment of the creep testing laboratory Jamshedpur. 

(iii) It is not possible to Indianize completely all our products in 
the near future as this depends to a large extent on the general 
development of the country. Materials like cold rolled grain 
oriented sheet steel. synthetic rubbers, special insulating materials 
like electrical grade paper. silicone varnishes etc. would not be 
available indigenously for some time to come. Moreover. 
materials like copper, tin etc. are either not available in the 
country or not available in the requisite quantity." 

7.17; The Committee asked how the present demands of the Company 
in respect of Aluminium and Copper are being met. The Management 
replied that excepting for very heavy sections, majority of their demand 
in respect of Aluminium was being procured from indigenous sources 
only. Regarding Copper, virgin Copper, they stated, that it was being 
imported as before and this was being converted by a number of fabricators. 
They further stated that they had been able to procure the desired sections 
to the extent of 60% to 70% of their requirements based on the capacity 
of indigenous fabricators. Special Copper conductors were still being 
imported. The Management have further informed the Committee that 
they are still far from being self sufficient in producing indigenous Copper 
and that they are very largely dependent on imports of Virgin Copper. 
They opined that one of the steps urgently needed to solve at least the 
Copper problem was to ensure speedy completion of some of the Copper 
projects taken up in the country. like Hindustan Copper. 

7.18. The Committee find that there was no spedfic proYisJOD in the 
Project Report for activising self-reliance by deyeloping indigenous substi-
tution for imported raw materials and components. The Committee note 
that tbough a separate ceO was set up for import substitution by the Company 
with effect from the 27th November, 1965, the performance of tbe Company 
duriag the last five years i.e. from 1966-67 to 1970-71 toward import substi-
tution bad been rather disappoiotblg. In fact, there bas been an appreciable 
increue in the percentage of import content in switchgear, traction motor 
and capacitors. While tbe Company bas been fixing increasing targets for import 
IUbstitution, percentage of achievement bas actually shown downward trend. 

The Committee were informed tbat the foUowlng difliculties stood in 
the way of achieving self-sufficiency:-

(I) 1be indigenous manufacturers coald not develop as envisaged iu 
their programme. . 

(ii) 1be customers were relnctant to accept aaproyen indigenous 
material& 

(iii) Acbieyement of cent per cent indI&enoua contents Is not • pneti-
cal proposition. 

S LSS172-7. 
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1be Committee recommend tbat Government should take immediate 
steps to belp tbe indigenous maaufacturers 10 that they do not lag behind in 
their prodactioo programme. Urgent steps should allO be taken to standar-
dise and improve the quality of the products of Indian Manufacturers so that 
these are readily accepted by the customers. The Committee suggest that 
assistance of Research Institutions in the country should be taken in developing 
indigenous substitution for items of raw materials and components in or'er 
to achieve self-reliance. 

• The Committee also recommend that Government should chalk oat a 
t iibe-bouod programme for achieving jndigenons production of items wbic" 
are beiag imported at present. 
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COST CONTROL 

8.1. An analysis of the cost of the manufacturing orders closed as 
worked by the Cost Accounts Department revealed a majority of cases, 
the selling price covered the estimate cost. The actual factory cost was, 
however, higher than not only the estimated factory cost but also the seJ!ing 
price. The variations between the estimated and actual factory cost have 
not been investigated to locate the reasons for taking corrective action. 

8.2. The C~st Accounts Department in its first quarterly report for the 
quarter ending June, 1969 placed before the Management Committee in 
its 33rd Meeting held on 19th November, ]969 observed on the completed 
orders as below:-

(]) "Switchgear and Controlgear-As style requisition were not re-
ceived even after 6 months from the date of closing the M.O's 
their values had to be adjusted in the statement for the purpose 
of realistic figure. It is also found that un-used requisitions are 
utilised after the completion of the concerned orders, result in 
prior period charges. M.O's quoted on Directly chargeable 
SR V s are still found to be incorrect and in some cases, relate to 
the M.O's completed Jonl before. Engineering Expenses are 
abnormally high, compared to the estimates. EFCV's for 2 
or 3 were not available. 

(2) Transformer-The increase in material cost seems to be due to 
increase in copper price on account of devaluation. 

(3) Capacitor-EFCV is not available for such orders. 
(4) ]ndu5trial Machines-Out of 22 orders closed, costs are found 

to be abnormal for all orders, hence they have been referred to 
the Superintendent for his investigations. 

The data of the completed .orders have already been given to the 
Products Divisions concerned but ,we do not know the results of their 
investigations. In this connection a draft prooedure was submitted to the 
General Manager for bringin, about uniformity in the matter of cost 
investigation and reporting SIDce the Government audit have taken up 
this issue for their comments. It is very necessary tbatwe have a regular 
system cost of investigation for every product and the reports of this investi-
gation must be made available to Cost Department as also Management 
Committee for any further action." 

8.3. The Management intimated Audit (December, 1969) that "It 
is not correct to state that tbe products have been sold below cost. The 
correct interpretation should be that due to various reasons the manu-
facturinl cost has gone hipr than the sale price. In the initial stap 
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the time taken for establishing of technical skills is one of the main reasons 
for higher cost of production. Sophisticated equipment custom built to 
specific requirements does take time to establish and this has contributed 
in a large measure to higher labour charges attended with which the Factory 
expenses as calculated go up very considerably. In some cases there 
has been a small variation due to the material cost also over a period." 

The Management also informed Audit that they have introduced 
(December, 1969) a systematic cost investigation for realistic estimation 
and control over costs under which variance exceeding 10 per cent of the 
estimates in labour or in material will be scrutinised and provide as a feed 
back information to product Engineering group for remedial measures on 
future estimates. 

8.4. Clarifying the position rega.rding price of their goods being not 
'OOIl1petitive. the Chairman stated durinl evidence:-

"The cost of production is certainly much more than the imported 
landed cost. The landed coats in these turbines and heavy 
electricals equipment is really not a finn figure. It depends upon 
the order book position of a manufacturer abroad. It makes 
all the difference if he gets two orders for two more turbines 
or whether he does not get those turbines. He would be pre-
pared to undergo a very heavy reduction of price that he quoted. 
There is an element of subsidy. Therefore, we have to away 
from landed cost. I have been able to succeed by getting the 
Oovt. to agree to the point to go into the cost structure and give 
reasonable and fair price. I do not want that a high price should 
be given." 

8.5. During evidence the Committee asked how the cost of the product 
was determined. The Managing Director of the Company stated: 

"There is a regular estimate sheet. There is a detailed estimate 
sheet where the costs of material from the engineering designs 
are given by the engineers. The cost of labour is determined 
the Labour man-hours and the actual man-hours which the 
designers think that it will tab. It is a regular process." 

8.6. The Committee pointed out that the selling price, in majority 
of cases of completed manufactured ordera covered the estimated 
factory cost and that the actual factory cost by the Cost Accounts 
Department, to be higher than both the estimated factory cost and 
the Riling price. The Committee also pointed out that the variations 
between the estimated and actual factory costs had not been investi-
gated and enquired as to when the Cost Accounts Department was 
established and what functions were entrusted to it and what fWlctions 
lClUaUy performed. ThI: management of Heavy Elect,ricals (India) 
lAd. staled io a written reply that t~ actu.al factory costs for established 
priXlucts like Switchgear, Transformer. ~ort Tractor, Moto,. and 
Industrial Machines had been less than the sales value in tbe aggregate 
for the last several years, though there might be variations in the individual 
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orders. They stated that this 1Nas borne by the fact that work in progress 
bad been at cost for all these products and duration had been resorted to 
only for Steam Turbine. Water Turbine and Heavy Rotating Plant. 
The Company Auditors who went into considerable detail on this issue 
while auditini the accounts for the year ended 31st March, 1970. prepared 
a statement for all the established products comparinJ estimated cost and 
actual cost with the sales value. It was found that In all cases the sales 
value was substantially higher than the actual cost. They also stated that 
even the variations between the actuals and, estimated costs had been 
favourable by and large. The only exception, they said, was in the case 
of Traction Motors in the year, 1967-68 when the prices were fixed on ad-
hoc basis pending a settlement. 

8.7. The Management also stated that the Cost AccountinJ Division 
had been in existence right from the day the factory commenced produc-
tion somewhere in 1960. The earlier set up covered the following functions:-

(i) Cost Compilation 

(ii) Time and Wages 

(iii) Material Accounting 

(iv) Data processing 

The earlier set up had to be reorganised on a decentralised balsis to 
match with the Divisional activities. Some fw1her functions 'Viz. Sales, 
AsHts and Insurance were added to make the set up more cohesive and 
homoaeneous. The Cost Division has the following functional responsi-
biJitia:-

(i) To analyse and classify with reference to the cost of products 
and operations the same expenditure which, in the financial 
accounts has been recorded and summarised under financial 
codes. 

(ii) To arrive at the cost of production of each job, process, depart-
ment or service. 

(iii) To provide data for periodical profit and loss account and 
balance sheet at periodic intervals, e.g. monthly, quarterly, half 
yearly, as may be desired during the financial year not only for 
the whoJe factory, but also for individual products. 

(iv) To provide actual figures of cost for comparison with estimates 
and to serve as a ,uide for future estimates or quotations and 
assist the Management in peke fixing policy. 

(v) To provide perpetual inventory of stores and raw materials for 
preparation of interim profit and loss accounts and balance 
sheet without stock-takiBa and checking on stores adjustmenst 
at periodica1 intervals. 
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(vi) To arrange for the valuation of finished stock and work-in-
progress at periodical intervals, e.g. quarterly, half yearly and 
yearly not only for the whole factory but for individual products. 

(vii) To arrange for the preparation and drawal of wages of aU Indus-
trial Employees including Production Incentive Bonus. 

(viii) To raise invoices for all Sales and keep detailed records for Sates 
Accounting. 

(ix) To keep detailed Assets Records for the purpose of accounting, 
depreciation and physical verification. 

(x) To maintain Insurance policies for Assets and Sales and keep 
accounting for claims etc. 

8.8. Regarding inv(;stigation in respect of the variations between actual 
factory cost and estimated cost, the Management stated that according to 
the procedure, the investigation is done not by tm Cost Department but 
by the Manufacturing Division in consultation with the Engineering Divi-
sion. They however, added that the variations in material cost between 
the actuals and the estimates had been generally of the order of*5 per cent. 
In regard to labour, the estimates in the earlier years were bound to be 
approximate. In the absence of any standard times established for their 
labour at Bhopal, the time taken by the individual artisans, particularly, 
in the early stage of growth, was widely varying. The Management also 
intimated that with the introduction of the incentive scheme in most of 
the Divisions, the labour cost between the actual and the estimates tended 
to be comparable. Element-wise comparison of actual factory cost and 
estimated cost for the year 1970-71 for all the orders closed is furnished 
product-wise as in the (Anntxure). 

8.9. The Committee noted that prior to J969 no analysis of actual 
costs of the products was being conducted and enquired that in the absence 
of any analysis of actual costs how control was being exercised to ensure 
that the actual cost was not higher than it should have been. The Manage-
ment stated that the actual costs of the products were worked out all these 
years right from the Ixginning and the investigation as a procedure came 
into vogue only from 1969. As regards the control of the actual cost, it 
was taken care 01' basically by the paper work which they had adopted from 
the Consultants' pl'a('ti~. The Engineering Division worked out material 
requirements for each job to the last detail and the detailed specifications 
were converted into requisitions by the production office and reltased to 
the shops. Th~re, was thus a close control on the material consumption. 
As regards labour, the process and rate Department worked out opera-
tion details for each component, and those details were converted into 
job cards for use on the shop floor. 
---------------

• According to Audit, records in support of the statement that the investigations on 
random basis indicated variations to the extent of 5 percent of the material cost were not 
made IIvailable to the Chief Auditor, Commercial AecountB, Bhopal for Verification on 
reply. 
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8.10. The Company informed the Committee in a'written reply that 
during th:- last S years the actual cost had been less than th\. Sales Price 
in all the established products. In the earlier periods, when the 
products were getting stabilised manufacturing the costs in some of the 
products were more than th., selling price in cas: of certain orders. This 
in some cases had been due to wrong booking of material, labour etc. 
They furtht: r stated that though detailed cost investigation might not have 
been in vogue, total actual cost of tht. job was available and could be com-
pared with the estimated factory cost or selling price. It was further stated 
by the Management that following the practice in A.E.!., the actual factory 
cost value was furnished only to the product superintendents. It was only 
in the beginning of 1969 that the cost Department adopted the practice 
of putting up tht:se reports to the Management Committee. The Board 
of Directors are furnished with the product-wise profit or loss at the end of 
every y( ar and the detailed information on order-wise and sales value is 
furnished to the Management Committee. Regarding investi~tion of 
variations, the Management Committee had asked for detailed lOves,iga-
tions in certain cases. 

8.1]. The Committee enquired as to when the system of Cost investi-
gation was introduced and in how m1ny cases such investigation had been 
condu;:ted and with what results. The Committee also enquired why the 
variations between actual factory cost and estimated cost were not investi-
gated. Management furnished a written reply in which they stated that 
the system of Cost Investigation was formally introduced with effect from 
12th December, 1969 but complete data on c1o~d orders had all along 
been furnished by the Cost Department to the Manufacturing Divisions 
for looking into order-wise variations betwl'en Estimated Factory Cost 
and Actual Factory Cost. It was also stated that generally the trend of 
Actual Factory Cost vis-a-vis Estimated Factory Cost had been totally 
favourable. To prove the point thry furnished the following figures for 
the year 1970-71:-
--. ---- .. " ----

Estimated 

- -"---"'" ---.. ---------
Industrial Motors 

Traction Generators. 

Traction Motors 

Transformers 

Capacitors 
Switchgear 

Contro1gcar 

Factory 
Cost 

43.92 

52.63 

221.00 

574.83 

31.83 
180.02 

86.34 

._----_.". 
Actual Factory 

Cost Variation Sale 
Value 

#.48 (0.56) 62.43 

51.74 0.89 63.43 

179.33 41.67 361.78 

501.48 73.35 722.77 

23.53 8.30 4'.88 
183.91 (3.89) 240.37 

79.84 6.50 124.01 
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8.12. The Management further stated that the unfavour-
able trend in the case of traction was only marginal and it 
happened because of the external factors beyond the control of Shop 
Executives. Variations, they stated. were sencrally attributable to the 
purchase ratr.s being different at the time of actual purchase as against the 
rates adopted in the estimates. Similarly for labour costs, the wage rates 
at the timt. of actual operations differed from the estimated wage level. 

8.13. The Committee asked if proper action was taken by all concerned 
on these investigations or reports and if so, whether there had been any im-
provement thereafter. The Committte also enquired if the results of such 
investigations we re used in giving future quotations. In a written reply 
furnished after the evidence, the Management stated:-

"Whik it is very difficult to quantify the benefits arising out of cost 
investigation, it cannot be denied that constant feed back of the 
data to Shop Executives on the orders closed has created con-
siderable awarenC"ss of costs leading to better operating results 
in the established products. 

The following figures prove the trond:-

Product 

Traction Industrial Moton 

Transformer 

Capacitor. 

Switchgear & Control gear 

Pcrceataae of 
f"tory cost 

to gross I 97o.'7t 
output 
1969-70 

---- --------------

82% 16% 

84% 

81% SS% 

97% 

------------ _.'--- -
It will be observed that there has been marked improvement in the 

margin available at the manufacturing cost stage. 

The data on actual factory cost of the orders is very much made 
use of for corrective action by Manufacturing and Ensineering 
Divisions as also while submitting future tender quotations." 

Regarding investigation of variation between the actual factory cost 
and estimated factory oost the Management stated as follows:-

.. An investigation of variation between the actual factory coat and 
estimated factory cost was not done in a very systematic manner 
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or as a matter of routine in the earlier period. Howevt r, it does 
not mean that there had been no investigation at all. It was 
done on a rendom basis. These investigations indicated that 
there had been no appreciable variation in the material (about 
5 %), but variation was only in labour and consequ:mtly the 
F~ctory Overhead that it had attracted. In the absence of an 
incentive system, the booking of labour correctly to the job was 
not done; further due to the conditions then prevalent both as 
regards the development of skill and the discipline, labour book-
ings were erratic. Detailed or systt.matic investigation was not 
actively pursued sinct the above facts of the variation were 
widely known. 

With the growth and development of skills and also incentive cove-ring 
wider areas, a more systematic cost investigation was introduced 
in December, 1969. Implementation of this is still not very perfect. 
Education and understanding with regard to the timely and 
proper use of the documents connected with tht paper work 
system. Coordination and understanding between various 
departments have to be achieved to make this investigation yield 
good results. Efforts are being made in this dtrection." 

They further stated in this respect that the cost investigation had 
undeniable created an increased awareness at various levels about controlling 
the actual cost so as not to excet.d the estimated cost. Corr«tive action 
wherever necessary was being taken. The information or knowlege that 
had been made available wherever investigation was done was made use 
of in submittmg future tender quotations. 

8.14. The Committee drew attention of the Ministry of Industtial 
Development to the rtcommendation of the Committee on Public Undt.r-
takings (1967-68) in their Twelfth Report (Fourth Lok Sabha) that the 
Undertaking should work out norms of costs of production in respect of 
each of its products as would help evolving rational pricing policy and 
judging reasonablen~ss of act.ual cost of production and enquired what 
progress had been made by Heavy Electricals (India) Ltd. in evolving 
such ·norms .. The Ministry of Industrial Development stated in a written 
reply that according to their information the Company had worked out 
norms of cost of production for its established products such as switchgears, 
transformers, traction motors, etc. This had been don(' taking into account 
the factory overheads as spread ov~r the attainable optimum capacity of 
the works. The same principle had been applied to the cost of commercial 
and administrative overheads. On this basis the quotations for different 
products were worked eut. For the custom built products also, while 
individual estimates were made on the above basis, for purpose of compari-
son actual costs were worked out on complo:tion of orders and the varia-
tions between the tstimated costs "nd actual costs were investigated. 

*Nors:-According to Chief Auditor, Bhopal, no norms of cost of production for the 
established products mentioned here, have been filled. 
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8.15. The Committee note that an analysis conducted by the Cost 
Accounts Department of Heavy Electricals (Iodia) Ltd. regarding cost of 
the manufacturing orders, indicated that in majority of cases, the sellinl price 
covered the estimated factory cost. The actual factory cost wu found to be 
higber than both the estimated factory cost and the selling price. The varia-
tions between the estimates and actual factory costs were not analysed to 
find out the precise reoons for taking tbe necessary remedial measures. 
The Committee also note that the Cost Accounts Department, in its quarterly 
report for tbe quarter ending Jane, 1969 had inter alia obsened, .. It is very 
necessary that we have a regular system of cost investigation for every product 
and the reports of the investigation must be made avaUable both to tbe Cost 
Department and the Management Committee for any further action". The 
Committee find that, thougb the system of Cost Investigation was formally 
introduced in the Heavy Electriclals (India) Ltd. with effect from the 12th 
December, 1969, investigation of variation between the actual factory cost, 
and estimated factory cost is not being done in a systematic manner. Educa-
tion and understanding with regard to the timely and Proper use of documents 
connected with the system, coordination and.understanding betweeD varioas 
departmeDts still remains to be acbieved. 

8.16. The Committee note that in regard to the orders completed during 
the year 1970-71, against the value of material worth Rs. 857. 491akhs provided, 
in the estimates the actual consumption of the materials was Rs. 705.93 
lakbs. The Committee feel that while the cost of materials actually consumed 
may be higher than tbe value provided for In the estimates OD accOUDt of rise 
in cost, the reasons for reverse trend need elucidation, particularly when it is 
claimed that there was no appreciable chaole iD the physical qullDtity of the 
materials. The Committee also recommend that endeavours should be made 
to place the existing Cost Investigation System on a more systematic and 
scientific footiag not only in respect of the established produces of the Company 
but also each item of manufacture. 

8.17. The Committee emphasise the need for developinl a proper 
Management information system by which desired information and analysis 
in respect of Sale Price, Estimated Factory Cost Value and Actual Factory 
Cost Value for all orders become available for taking timely corrective action 
and adjusting suitably the trend for future quotations. Cost control belag 
one of tbe essential tools of Management, the Committee urge that unless a 
scientific cost control system projected on the buis of accumulated experience 
of the past and latest trends is developed, Management may Dot be able to 
effectively check cost trends of products in tbe interest of efficient and econo-
mic management. Tbe Committee cannot too strongly stress the need for 
concerted action to brlag dOWD tbe cost of manufacture so that the capital 
macblnery and equipment which are mostly used for generation of power 
become available to other public undertakings statutory bodies at prices 
comparable to those obtaining in international market. The COll1lllittee also 
recommend that the analysis of cost should effectively be utililled. for com-
parison with tbe rates prevailing in tbe international market. 



IX 

MATERIAL MANAGEMENT AND INVENTORY CONTROL 

A. MaWi" PrOClll'emeDt 

9.1. The Power for issuing the D.P.R. (Departmental Purchase 
Requisition) has been delegated to the following Officers under various 
categories :-

Name of the Official authorised to sign D.P.R. 

-.- ~------ .. -------
1. Superintendent or his equivalent 

2. As.'1istant Works Manaaer 

3. Works Manaacr . 

Ordinal)' Proprietary Emer-
Purchases purchases geney 

purchases 
Rs. Rs. Rs. 

us: 1,00, Uc: 10, U~t ~. 

Up to Up to Up to 
5,00,000 ~,OOO 10,000 

Above Above Above 
5,00,000 50,000 10,000 -_._ ........ -

9.2. According to the purchase procedure, purchases arc to be made by 
open tenders except in the fonowing cases :-. 

(i) In s~iaI circumstances which should be recorded. 
(ii) Whenever the value of an item is less than Rs. 50,000 and it is 

not proprietary or special development item. limited tenders will 
be issued to known Suppliers. 

(iii) For very small value orders i.e. value Qeing less than Ri. J,OOO 
in each case, limited tenders will be issued to 3 Suppliers. 

(iv) For items which are of proprietary value or which involve special 
desigh and engineering consideration single tender wiU be issued. 

(v) For Purchase requisitions whose value is less than Rs. 200. no 
tender wiU be issued. 

9.3. Prooodure to consult the Finance where the difference between the 
accepted and lowest tender is more than 5 per cent. (subject to an overall 
limit to be prescribed) has not been laid down as envisaged in the Ministry 
of Finance. Bureau of Public EnterpriSCII O.M. dated 31st January, 1969. 

The instructions issued by the Ministry of Finance in their O.M. dated 
3Ist January, 1969 stipulate that ·'Finance should invariably be oonsult~d 
for finalising purchase orders where <a) ring prices are quoted by the tenders; 
(b) the lowest offer is higher than the last purchase price by 50% and (c) 

100 
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the difference between the accepted tender and the lowest tcchnicalJy accep-
table tender is more than 50% subjcct to overall limit." Action has also not 
been taken for introducing a system of reporting cases to Board of DirectoTS 
beyond certain financial limits as required in the Ministry of Finance, Bureau 
of Public Enterprises O.M. dated 27th October, 1969. 

9.4. The Company Auditors in their special report on the annual 
accounts for 1968-69 observed on the purchase procedure as detailed below:-

(a) "The prescribed procedure for caIling of open tenders is considered 
adequate except in the case of purchases made under special 
circumstances, where discretionary powers have been delegated 
to the buying officers to make purchases without calling for open 
tenders even where the purchase value exceeds Its. 50,000. In 
our opinion all purchases falling within the above category should 
be reported to the Board of DirectoTS for its consideration and 
approval in terms of clause 19 of para 72 of the Articles of As-
sociation of the Company. " 

(b) "For D.P. Rs., whose value is less than Rs. 200 no tender will be 
issued but purchase will be made against cash either from Bhopal, 
Bombay, Calcutta, etc., and wherever possible after checking 
prices with 2 or 3 firms and the same should be recorded in the 
file. It was noticed that there is nothing to show in about 50 
per cent cases that prices were checked up with other firms as 
required before the purchase." 

9.5. The Committee asked whether a procedure regarding consulting 
the Finance where the difference between the accepted and the lowest tenders 
for procurement of material is more than 5 per cent had been laid down as 
envisaged in the Ministry of Finance (Bureau of Public Enterprises) Office 
Memorandum No. 9(28)/F1/67 Cir. Adv (P)-36 dated the 31st January. 
1969 in which it is inter alia stated that the Finance be invariably consulted 
for finalising purchase orders where :-

(a) Ring prices are quoted by the tenders. 
(b) The lowest offer is higher than the last purchases prices by 5 %, 

and 
(c) The dift'erenC4 between the accepted tender and the lowest techni-

cally acceptable 'tender is more than S % subject to an over-all 
limit. 

9.6. The Committee also enquired whether a system of reporting to 
the Board of Directors cases regarding procurement of material beyond 
certain financial limits, to be prescribed by the Board of Directors, was in-
troduced as aquired in the Ministry of Finance (Bureau of Public Enterprises) 
Office Memorandum No. 1450-Adv (C)/Cir-56/69, dated the 27th October, 
1969. 

The Management stated in a writtell reply tbat the Oftice· Memoran-
dum dated 31·1-1')69 was received by HE(I)L .ftcr a gap of seven months i.e. 
on ~~9. It was DOt placed before tbe Board as no such action was con-
templated in the Ministry of Finance (B.P.E.) O.M. No. 14S().Adv (CIC)R 



102 

56/69, dated 27·10-1969, whieh was received by HElL on 19·11·1969. Clari· 
fication regarding applicability of the O.M. was sought from the Ministry 
of Industrial Development and Internal Trade vide letter No. TST 16 (12) 
dated 17·3·1970. Clarification was received in their letter No. PRC 16(19) 
dated, 7-9-1970, stating that the instructions contained in O.M. dated 
27-10-1969 were applicable primarily to works contracts. The Ministry also 
indicated that the question whether these may also be observed in the cas,es 
of purchases of stores was left to the Public Undertaking concerned to decide 
as deemed necessary. 

9.7. The Ministry of Finance O.M. dated 27·10-69 was also put up to 
Board of Directors in the 122nd meeting held on 3-5·1971. The Board deci-
ded as follows :-

ted. 

"The Board approved that only those contracts accepted without 
calling for tenderse in mergent cases should be reported to the Board 
where the amount involved was Rs. 25,CXXJ/- and more in each 
case. In regard to cases where open tenders are invited and more 
than one valid tender is received and lowest tender is not accepted 
due to technical or other reasons, it was decided that the cases 
costing beyond Rs. 10 lakhs each, instead of Rs. 1 lakh should 
be reported to the Board. 

2. The Board of Directors desired that in all cases of purchases of stores, 
etc., reasons should be recorded for not accepting the lowest tender 
due to technical or other reasons." 

The Management stated that the decision of the Board being implemen-

9.8. As regards purchases of stores, they stated that the powers had 
been delegated to Manager Purchase and his .. ub-officers for purchases against 
lowest open tender or limited tenders upto Rs. 21akhs. However. in case of 
orders other than lowest, purchase Department was empowered to make pur-
chases upto an amount of Rs. 1 lakh. 

9.9. In case of single such as proprietory items an emergency purchases, 
Manager Purchase and his subordinate officers had been authorised for making 
purchases upto Rs. 1 lakh and Rs. 50,CXXJ/- respectively. 

All other purchase cases were referred to Junior Purchase Committee 
and Senior Purchase Committee in which finance fespreseDtative was one of 
the members. 

All purchases beyond Rs. to lakhs were being approved by the GM/ 
Managing Difcctor, and were reported to the Board of Directors throush 

Quarterly Financial Reviews. 
The Management further stated in this connection as follows :-

"It will be observed that the procedures in the Company are appropriate 
to the needs of a Commercial Undertaking of our magmtude and 
adequatelY meet the principles of accountability. It is pointed 
out that major value of purchases made by the Com~y in a year 
are being dealt by the Purchase Committees in which Finance is 
duly represented." 
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9.10 The Committee in this connection asked the Ministry of Industrial 
Developmenl whether they considered it necessary that a system should be 
evolved under which general instructions issued to the Public Sector Under~ 
takings by Government be brought to the notice of the Board of Directors 
without delay even if their immediate implementation was not considered 
feasible by the Management for certain valid reasons. Ex.plaining the pro-
cedure followed by HE(I) L the Ministry stated in a written reply as follows ;-

"In the case of a single tender such as for a proprietary item or for 
emergency purchases, Manager Purchases and his subordinate 
officers are empowered to make purchases upto Rs. 1 lakh and 
Rs. 50.000 respectively. For purchases above Rs. Ilakh and below 
Rs. 2 lakhs there is a Junior Purchases Committee and for pur-
chases above Rs. 2 lakhs and upto Rs. 10 lakhs there is the Senior 
Purchase Committee. On both these Committee!1 a Finance 
representative sits as one of its members and hence such purchases 
take place only in full consultation of Finance. Purchases 
beyond Rs. 10 lakhs have to be approved by the GM/Managing 
Director and are reported to the Board of Directors. As regards 
the other requirement of the Ministry of Finance (BPE. O.M. 
145-Q/Adv/CIR-56-69, dated 27-1~1969) regarding the need for 
recording reasons for not accepting the lowest technically accep-
table tender and bringing it to the notice of the higher authorities, 
it has been confinned by HElL that purchase procedures laid 
down for the two Purchase Committees and for the delegated 
powers of the Manager (Purchase) and his subordinates do 
provide for such recording of reasons, and where the lowest 
acceptable tender is passed over such a purchase is also put up for 
approval by the next higher authority. 

It may be stated that about 75 per cent of the total purchases made by 
the Company in a year are handled by the Purchase Committees 
in which Finance is duly represented. It is considered that the 
procedures followed by the Company are appropriate to the needs 
of a commercial undertaking of such a magnitude as the HElL 
and adequately meet the principles of accountability." 

9.11 The Committee are unhappy to find that spec::ific instructions il5lled 
by the Bureau of Public Enterprises about regulating the purdaue orders ia 
1969 did aot receive prompt attention. The Committee are also surprised that 
the instructions Issued by the Bureau of Public EnterpriseS as early .. Juuary, 
1969 were received by Heavy Electricals only in August, 1969 i.e. after a ,ap 
of about 7 months and another year was spent by HElL in obtaining clarificationi 
and seven to eight months more were taken In placing the matter before tbe 
Board of Directors for obtaining a decision. The Committee desire dlat tile 
Public Undertakings should act with greater promptne8s and earnestness 
in bringing the general directives ISIUed by the Bureau of Public: 
Enterprises and/or the Administrative MiDistry conceraecl. to the n0-
tice of the Board of Directors and implementing thereof. In fact, 
tbe Bureau of Public Enterprises, tbe Administrative Ministry 
conc:erned should have a procedure for foUowing up the actiOD takeD by 
tbe Uadertakiap OD their directives to see tbat DO avoidable delay takes 
place in ImplementatiOD of tile orden. The Committee note that 
7S % of tile total purdul8e being made by the CorporatiOD are haodled by Pur-
cbue CODlIIlittees ia wblc:b • representative of die FiDaace is preseat. TIle 
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CommIttee desire that a 8yslnlatlc aaalysis Iboald be made of tile remainilll 
15 % parcbMes also to see which cues could be brought further witbiD the 
purview of tbe Purchase Committee. 1be Committee recommend that the pro-
cedure pvemlag these purcbues should be Reb .. to eusure competltlve_ 
ia rates of suppliers and recording coacurrently the reasoas where a lower otl'er 
is DOt accepted or where the dlfl'erence betweea the purchase price proposed to be 
paid aacI the previous price paid for It is more tban the prescribed pe1'Ceatage. 

B. laventory 

9.12. (i) Procurement of materials and stores are made in advance on 
the basis of the future production programme. Inventory levels expressed 
as a peroentage of next years production ~e indicated below :-

As on 31st March 

_ .. _-_ .. - -- ------

Closing 
balance 01 
inVl1ltory • 

raw 
material 

aDd 
components, 
Itore and 

spares and 
work·in· 
progress 

(Rupet'$ in /akhs) 

Productioo durins Column 2 
the next year as per. 

centage 
Year Amount of 

Column 4 

-------_.--_ .. - ----- -- .. _.- -
2 3 4 

- - ----------- --------_ •. _--_._------_._--
1966 
1967 
J968 
1969 
1970 

-.- -_._---

, 
1.271 
2,048 
3,085 
3,821 
4,050 

1966-67 
1967-68 
1968-69 
1969-70 
1910-71 

1,742 
2,301 
3.400 
2,550 
2,890 

73 
89 
91 

106 
140 

(ii) The fotlowing table indicates the! comparative position of the 
inventory and its distribution at the close of last three years :-

R.aw materials 
SlOrea and spare parts (production and miKlOI-

Jancous) 

Work in Pro~ . 
Finished goods . 
Other &toIIei (CJIdudioJ scrap aad II'\&torials-in. 

transit) . . • • . • • 

,.. 

1966-67 

920.90 

261.41 
865.24 
413.94 

24.19 

2,485.68 

(Rllp«$ irI Wells) 
... .-

1967-68 1968--69 
~-

1.280.35 1,42.1.52 

266.37 233.00 
1,551.85 2.,166.56 

535.SO 870.49 

14.'9 10.79 

',634.66 4,702.36 
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9.13. The stock of stores and spares, raw materials and other stores 
was equivalent to 10.72 month's consumption (including actual consumption 
of raw materials and components directly charged to jobs) for production 
n:quirements in 1965-69 as compared with 12.86 months' in 1967-68 (after 
e'x~luding loose tools written-off). 

. 9.14 The works-in-progreis at the end of 1968-69 represented 6.5 
months' value of productin at cost (including depreciation) as against 6.4 
months' in 1967-68 and 4.3 months' in 1966-67. 

9. I 5 The following table indicates the total amount of works-in-progress 
value of raw-materials and compoMnts charged directly to tbe jobs and 
value of raw-materials aDd components not processed or consumed at the end of last three years :-

; (Rupee.\' i" /01.:11.\) 

---.----- -·-~Val~_;;r-Val~c <ir ---Val~lc-'('\r--P~~~nt;g~-

Year 

. ~J " ... 

1966-61 
1967-68 
1968-69 

work~in- " raw raw l of value of 
progress matetialsJlllterials arid raw 
as on 31st and components materials 
March ,component~ not processed and 

charged' ' . dr con~Uriictl componcn ts 
,dir~tly '" lit tne 'end. not pro-

~, " L 
:1 : ,;r:' 

865,24 
1,537.85 
~;166.56 

to jobs of tj1e YW : .~ed >or 

'/,.,., n' 
.,., 

119.43 
700.49 
910.31 

consumed 
at the end 

of !!Car but 
~ J 'I ,~IuI.rf¢d 
. ,1Irect~ to 
/: ' jobs lied 

" incll.1dcd 
in W.J.P. 

91.22 10.54 
''143.96 9.36 
641.94 29.63 

.r:"-_ .. ---,~--.,. - ... . . -, .. -~, 
----~----

9.16: If the value of raw-materials and components not processed or 
consumed at the end of the year is excluded from the works-in-progress, the 
stock of stores, spares, raw~materials, cOn;Jponents and other stores represent 
14.88 months' consumption for production requirements in 1968-69 as com-

o pared to 14.05 months' in 1961-68. 

Finished goods represented. 4.3 months' Sales in 1968-69 as compared 
with 4.3 months' in 1967-68 and 4.4 months' in 1966-67. 

9.17 The main reasons attributed by the Management to heavy in-
ventories are as detailed below :-

(i) Lack of co-ordination before placing orders resulting in the repeat 
indents for the same material by the different indentors. 

(ii) Till 1965-66, the minimum and max.imum ordering levels were not 
fixed with the result that the stores were purchased without cor-
relating the actual requirement which resulted in huge accumula-
tion of stock. 

(iii) Ordering the material much before the actual finalisation of the 
sale orders. .'/ 

8 LSS/72-8 
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. 9.18 The Committee enquired how. t.he Government propose to recon-
cile the statement that therd was delay for want of raw material a.nd at the 
same time they had surplus stores and heavy inventory. The Secretary re-
plied as follows :-

"As a matter of principle, Sir, I would 'say tyes'. Because the inventory 
must include all items which are to be needed and the inventory 

. must be so managed that yOU have got in your stores. whatever 
thing you need and· we should not be forced to stop production 
because of lack of spare parts, raw-material or something like 
that. I entirely agree that in principle, it is correct. But sometimes 
certain crucial items are required for which some manufacturer 
has said some time back that he could not supply the spare for one 
year and we shall have to be delay the production for one year. 
So, in such a case the production gets upset on account of certain 
crucial items, not coming in time. But I agree that in principle 
the inventory must be managed in such a way that it provides aU 
the raw material needed to keep the production system well." 

9.19 The Committee asked why they could not use the computer for 
the purpose. The Secretary stated that the question had not been gone into 
but could be examined. . 

9 .20 The Committee enquired how it was ensured which material and 
components were not in stores and in the work in progress. The Secretary 
explained that only those items which remained in the stores and did not re-
main in the work in progress go to workshop, were included in the inven-
tOl')'. 

9.21 The Committee referred to value of raw-material and components 
indicated op. page 73 of the Annual Report of the Company for ] 968-69 
and asked how the value of raw-material and components not processed at 
aU could be included in the cost of work in progress. The Assistant Finan-
cial Adviser explained tl)at "if a particular component is important and bou-
ght up for a particular machinery an,d it cannot be used at initial stages except 
on that product" then it is issued ·to the wof:k shop because a shop knows 
where it is to be used and thus shown in -work in progress." 

9.22 It was pointed out in this connection that this short of accounting 
gave a misleading pict'rite, both in 'regard to the value of work in progress and 
of the position of the raw-materials. Therefore, such a misleading account-
ing should be avoided. The Assistant Financial Adviser, however, reiterated 
that the procedure did not give a misleading picture and that was the basis 
on which profit had to be worked out. He further explained that while, in 
one year, he could take advantage of showing such materials worth Rs. 9 
crores, in the subsequent year, he had lost advantage when it was reduced to 
4 crores. 

9.23 The Committee pointed out that according to Audit Report 
there was no co-ordination between different indentors of the Company 
resulting in repeat indents for the same materials. The stores were purchased 
withQut corelating the actual requirement till 1965-66. The materials were 
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ordered much before actual finalisation of the sale orders. Since alt these re-
sulted in huge accumulation of stock, the Committee enquiTed whether pro-
per procedure had now been introduced to avoid accumulation of the heavy 
Inventory. The Management of the Company stated in a written reply 
furnished after the evidence as follows:- , 

"Since 1965-66, a centralised stock Control Section has been responsi-
ble for indenting common raw materials required by various 
Divisions for the Factory. Proper procedures have n'ow been 
laid down vide Circular No. 68 dated 6-5-67 both for Central 
Stores as well as for the Divisional Stores so that accumulation of 
heavy inventory is avoided. 

The reasons for increase in inventory till 1968-69 were :-
(i) Setting up of the Steam Turbine Shop and buying raw~materials 

and components for Steam Turbines. 
(ii) the risc in production in the factory requiring a buiJd up of work 

in progress and stock. 

While, it is true that stocks were increasing till 1968-69, they have come 
down considerably since then, as shown below :-

(Its. In lalclu) 

lDventory Year wise 

R.M. &. Comp Storc& &. Total 

31-3-1969 

31-3-1970 

31-3-1971 
---- ._-------_._-----

1,4~1. 52. 

I,H5.n-

1,022.38 

Spares 

233.00 

237.54 

215.98 

),654.52 

1,353.31 

1,238.36 
--_._-----

9.24 The Committee regret to' note tbat there were beavy inventory in 
the Company. The closing balance of inventory, raw material and components, 
stores and spares and work in progress was Rs. 38.21 crores at the end of the 
year 1%8-69 whicb was equivalent to 106 per ceot of the total production during 
the year 1969-70. The Committee find tbat one of the reasons for beavy 
inventory was that tlaere was not effective coordination between difl'erent in-
dentors of tbe Company resulting in repeated indents for the same materials. 
The Stores were purchased without coordinating tbe actual requirements till 
1965-66 whicb resulted in buge accumulation of stocks. The Committee are 
perplexed at the paradoxical position that while 00 the one hand the Company 
had beavy inventory and surplus stor:e on the other hand there was delay in the 
manufacture for want/0f raw materials. The representative of the Ministry 
of Industrial Development conceded during evidence that 'the inventory must 
be 50 managed that you have got in stores whatever thing you need and w(' sbould 
not be forced to stop production because of lack or spare parts or raw material. 



108 

9.25 The Committee recommend that the existing inveatory system 
should be improved and the inventory so controlled as to provide all the raw 
materials necessary for maintaining a smooth flow of production "ItItout at 
tIae same time creating an undue accumulation of materials and spare parts. 
The Committee suggest tbat the Cempany, should explore the poIIlbility 
of using computers for this purpose. The Committee also recommend that serlous 
elForts should be made to achieve coordination between receipt of purchases from 
outside an. items produced in the workshops. 

9.26 The Committee wish to draw attention of the Management to various 
recommendations contained in their 40th Report (3rd Lok Sabha) on 'Material 
Management'. Tbe Committee bave no doubt tbat implementation of those 
recommendations would go a long way to impro\'c inventory control In the 
enterprise. 

9.27 The Committee also find that maintenance of records in respect of 
invcntory in tbe Company was defcctive as value of raw materials and compo-
nents not processed or consumed at the end of tbe year but issued to worksbops 
were shown as work in progrt·ss. The Committee feel tbat this procedure gives 
a misleading picture about the work In progress and raw materials. The Co-
mmittee, therefore, desire tbat tbe present system of showing tile raw materials 
etc. charged directly to works as work in progress should be revised and such 
raw materials etc. which have not been processed at all should be included in 
the value of the raw materials and components for purposes of accounts. 

c. Non-moving Stores 
9.28 The details of stores and spares which have not moved for 3 years 

or more are given hereunder :-
(Rs. ill lakh.~) 

---. -_., .--~-------.---.------.--.---... ----------
Raw materials . 23.77 
Components • 13. 58 
Stores and spares 26.59 
Construction stores 10.82 

TOTAL. 74.76 ---_ .•. _ .. -------
Surp/lls Stores 

The value of the surplus stores at the close of the three years from 
1967 to 1969 was as under :-

--_._------... ----.. _- - .~- .. -------... - - -_. ----_._---

Type of Stores 
As on 

31-3-1967 _._----_ ... _-_. __ ._ .. _------_ ... - ----_._--
Production and training stores • 
Construction and erection stores 

TOTAL. 

28.31 
25.04 

53.35 

As on 
31-3·1968 

As on 
31-3-1969 

(Rs. in lakhs) 
60.91 54.78 
7.93 6.58 

68.84 61.36 _ .. '---- ..... ---~ -----------.. __ .... _-_._------_._--_. 
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9.29 During evidenceoftbe representatives of the Ministry ofIndustrial 
Development. the Committee p?inted out that the inventory of 
the Company had been very defective and that the vallie of non-moving 
stores at the end of 1969-70 and which did not move for more than 3 years 
amounted to Rs. 86.63 lakhs and this included stores and spares to the tune 
of Rs. 42.39 lakhs. The Committee enquired into the reasons therefor. 
The Secretary stated in this connection as follows :-

"By and la;rge the spare parts were obtained on the advice given to us 
by our consultants that we must keep such and such parts because 
they are crucial and so on. We had to be guided by 
them because at the time we stated, we had no experience of this 
at all. So, we had to be dependent on our Consultants, parti. 
cularly about what parts to keep." 

9.30 The Management intimated Audit in December, 1969 that "The 
surplus stores have come down as on 31.3.1969 when compared to the position 
as on 31.3.1968. With sales of the order of Rs. 24 crores in 1968-69, 
surplus stores of about Rs. 55 lakhs cannot be ~onsidered as very high." 

9.31 The Committee while pointing out that the value of non-moving 
stores at the end of 1969·70 whicll had not moved for 3 years or more amClun· 
ted to Rs. 86.63 lakhs out of which stores and spares were to the tune of Rs. 
42.39 lakhs as against Rs. 26.591akhs mentioned in the Audit Para. enquired 
of reasons for procurement of these stores in excess of requirement. The 
Committee also pointed out that the value of surplus production and training 
stores and construction and erection stores as on 31.3.1970 increased as com· 
pared to the last 3 years i.e. from ]966·67 to 1968·69 and asked what action 
had been taken for the disposal of such stores. The Management stated 

. in a written reply that the surplus and the non-moving stores may be viewed 
in the proper perspective. These surplus and non.moving stores arose out 
of inevitable imbalances and changes in the manufacturing programme 
in actual working. These items, they stated. were the accumulated effect 
of working of the Company for over 10 years, durin~ which ~riod about 
Rs. SOcrores worth of stock materiais (excludiug those Items which are direc-
tly charged to the jobs) have been bought. It was further mentioned that 
including what had been disposed off in the last one or two years the value of 
surplus and non-moving stores was hardly 1 1% of the total value of stock 
purchased. According to the M~nagement. in an Engineering Industry of 
magnitude which had to undergo a period of basic development, this small 
percentage was very reasonable. 

They further stated that efforts were being made regularly to dispose 
off the surplus stores in various ways. The value of stores and components 
which have not moved for the la~t two yeats or above, as on 31st March. 
I 97 J are given below : 

1. Raw material 
2. Components 
3. Stores and spares 
4. C.c)nsJrl,lCt i on ~tores . 

Total 

Rs. 19.331akhs 
RI. 22.291akhs 
Its. 63.04 lakhs 
Rs 10.491akhll 

Rs 115.201akhs 
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The management indicated the action taken as follows :-

"Raw materials consisting of various ferrous and non-ferrous sections 
will be converted or occasionally exchanged for shapes and sizes 
which we need for our immediate consumption. 

As regards components, Rs. 16 lakhs worth of components will be used 
in the next two years. The balance of about Rs. 6 lakhs will have 
to be disposed off by direct selling or exchanged with some other 
components of equivalent value. 

In the stores and spares category about Rs. 20lakhs of spares will have 
to be maintained as insurance against break down. About Rs. 6 
lakhs of spares will be consumed in the next two years. leaving a 
balance of about Rs. 37 lakhs which mostly comprise of tools and 
gauges. The disposal of these tools is being vigorously purs ued. 

Regarding the construction stores, as the construction work connected 
with the various expansion projects is in the last phase, review is 
being done to find out how many of these items arc to be retai ned 
for maintenance and how much have to be disposed off. 

Surplus accumulation over a period is a normal feature in any manu-
facturing industry. as such no further investigation has been con-
sidered necessary. In fact, in our case, this is p~enomenal1y low 
when one considers that this is all the accumulation in IO years 
during which period materials worth crores of rupees have been 
bought and used." . 

9.32 The Committt"e find tbat the value of non-moving stores at the end 
of 1970-71 which had not moved for two years or more amouatecl to Rs. 115.20 
lalms and value of surplus stores as on 31.3.69 was Rs. 61.36 lakbs. 

The Committee note that the surplus and non-moving stores arose out of 
imbalance and changes in the manufacturing programme. The Committee also 
note tbat non-moving stores and surplus stores have been identified over a period 
of ten years and comparison made with the value of total purchases. 1be 
Committee recommend that the determination of surpluses and DOIHIlOring 
items should be continuous process for which Company should Ulldertake peri-
odical review and serious efforts should be made to dispose off such non ..... oving 
and surplus stores as the company no longer requires. The Committee also re-
colDDlt"nd that now that the period of initial development of the Company is 
almost over it should not be difficult for tbe management to evolve norms for 
procurement of materials and make assessment of their requirements for the 
next t1\'O or three years on realistic basis so as to avoid unnecessary accumula-
tion of surplus and noa-morillK stores which not only lock up the scarce capital 
but also pub •. . th ,cost of production. 



III 
D. Irreplarities iD purdlllesj .... .. de 

9.33 (a) A few cases notieed in Audit where purChases were made in 
excess of requirements or extra expenditure incurred OR purchases ate detailed 
~~:-" .. 

S. Item 
No .. 

2 

1. Wired Glasses 

-------------------'----.------
• r 

. ,Remarks 
/, ,i 

3 

In 1962-69, the Companyl imported 70,7S() na n":r 
of wired glasses "om Poland against sterlillf pay-
mont (Rs. 8,69,49"4) to be used in construchon of 
Factory Block Nos. Vil. VIll, IX and X in anti-
cipation of Governmont'sapproval of the Supple-
mentary Project Report prepared by the Consul-
tants in 1961. The Government, however, did "not 
approve the Company's proposal for the construc-
tion of said Blocks. 

As a result of fire whicn broke out on 5th April. 1967. 
about 5,100 wired gla&ses (Balance quantity on 
4th April, 1967 was 34,103 Nos. of wired Slasses 
valued at Rs. 4.30 lakhs) were found damaged by 
the Enquiry Committee set up in April, 1967 10 
~nquirc into the causcs or fire. 

Subsequently, physical; verification conducted on 13th 
October, 1967 ,evealed a shortage of 16,916 Nos. 
of wired glasses (includm, 5,100 founddamaged 
by Enquiry Committee) valued at .Rs. 2,07718. 
The Company suffered a loss of Ks. 1.22 lakhs 
(Rs; 2,07.718 minus Rs. 65,938 reatised from In-
surance Company and Rs. 19.540 from sale of 
crackedandbrakertgtasses) .. The leiss has t'lot been 
wri~ten olf so rar (November, 19(9). 

The Management il'ltimlitM in December, 1969 tbllt 
"It was not fll'&cti¢abk to defer purdtue'ilCtton tlll-
the _ approval of Government was received. We 
WCle for.ced tq; keep the wifed g~ .in the open 
as there was acute shortaiC of covered ~ommo~­
tion. More" than nohna\' care has been taken in 
~eepilll the gltisses in their orllinal 'packing cases. 

The loss is being reported to the Board." 
,:,.Had dae GII7~nal offer daMNfIJ8th .ftLiust, 1964 in 

.. ,~Qr order ,~,tbe 18th ~, 1964 
been accepted within the validity period, the Com-
pany would ~ave saved Rs. 52,460 (£2,914-8sh.). 

In reply, it was stated by the Manatement iD May. 
1969 that the time a.Ilowed ,(60 4ays) in the ofi,ainal 
of1'er was not sufficient for takins a decision. 

~'J ' , 

'9.34 The Committee eoquiJ;CCI the rCUOl1S for tbo import or·'wired 
glasses of the value of Rs. 8,69,494 against atcrlin& payment without obtain-
ing Government'sapprovaJ for the factory blocks in the construction of 
which these glasses were proposed to be used. The Management of the 
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Company explained in a written reply that the wired ~lasses were bought in 
the year 1961·62 to be in r~diness for construction of Blocks VII, VIII, IX 
and X whicb.had been approved by the Board of Directors. The purcbase 
was made in anticipation of the Government sanction, as they said, it was 
their experience that works were held up for want of timely availability of 
materials. They stated that unfortunately sanction from the Government for 
this construction did not materialise and there was a temporary lull in this 
construction activity. Regarding disposal of the wired glasses after Govern· 
ment's disapproval for con~truction of the factory blocks, the Management 
stated that it was expected that the glasses would not be surplus as they 
hoped to get some more Governmel1t sanctions for construction in the next 
few years. They did get pie.ce meal sanctions under expansion projects for 
which some quantities of glasses were used. It was further mentioned that 
by the time Bureau of Public Enterprises took up the question of disposal of 
surplus materials available in various projects "ide Circular No. 1001 Adv. 
(~ Cir, 27/67 of 4.10.67, they had no glasses to dispose off. 

9.35 In reply to a question whether the wired glasses could not be put 
to any alternative use in the construction work. the Management stated in 
a written reply that they had used all serviceable wired glasses except 9195 
complete and 13498 pieces of damaged glass which were sold. 

9.36 Regarding arrangement for the proper storage of the glasses the 
Management stated that due to paucity of proper storage accommodation 
for construction materials duringthe period in question the glasses were stack-
ed in their crates in open area. They further stated that open storage of 
wired glasses. especially in their crate packages was 110t an uncommon 
practice. As regards the damage in question, it occurred due to uneven 
sinking of the ground under their weight over a period of time. 

9.37 The loss amounting to Rs. 1,21,353.93 had been written off 
by the Board of Directors in their meeting held on 16.3.1971. This amount 
included the los8 on account of fire to the extent of Rs. 670C1J/· approximately. 
The Management further explained that such cases were promptly reported 
to the competent authority for write off. In this case the finalisation of 
claim with LIe, salvaging of the serviceable glasses and their sale took time. 
Since it was necessary to first ascertain the exact amount to be written off. 
the matter was put up to the Board of Directors after action stated above 
had been completed. 

9.38 1be eon.aittee Rote dlat the C .... p.ny imported in 1962-63, 
70,7SO DIImllers of wired.asses frmn Poland against sterling payment (Rs. 
8.69,494) for lise In the PMposed construction of four I'actory blocks in an-
ticipation of Government's approv.1 which was ultimately withheld. On 
5th April, 1967 Hout 5.JOO Nos, of II asses were damaged as a result 
of Ire. 11,816 wired "1liiie. were found sbort on physical verification 
conducted on 13tb October, 1967 due to break.ge. Tbe Company 
thus suffered a loss of Rs. 1.12 la~ Tbe Committee find that undue 
haste bas beea sltOWD for importing tbegJaues (witbout wltitlng for formal 
apprcmal) agalast mach needed foreign e"ch.nge. Secondly~ sufficient care 
was 80t taken to lliake .,..r arrangements fllr storage of the glasses ~ith 
the result th.t •. the Company sd!Jtalncd a fin.nelll loss not only betause of 
the dun.ge caused to tbe glasses but also by keeping their capital blocked 
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for a number of years. The Committee recommend tbat construction stores 
should not In futare be imported/procared unless the Managrment had ob-
tained the approval of Govemment for the propoeed construction for wbich 
the .. aterial is required. Proper arrangenents sbould always be made for tbe 
storage of material putlcularly delicate and breakable till It· is consumed. , 

The Committee undentand that by the time tbe Bureau of Public En-
terprises took up tbe question of disposal of slll'plus mater'al a'ailable ia 
various projects vide tbeir circular of 4th October, 1967, tbe Company had DO 
glasses to dispose oft'. This sbows that the glasses must ha,-e been salvaged 
aad ..,Id by the Company in September, 1967. The Committee also uncler-
staDd that the amount payable by tbe In. ... ra~e Company became known 
in May, 1969 and the matter was reported to the Board of Directors thereafter. 
The Committee deprecate the delay of about two years in reporting the 
matter to tbe Boud of Directors. 

s. No. Item Remarks 

9.39.2. Components-With a view to meeting the production require-
ments according to the sales forecasts in the Switchgear and COl1trolgear 
Departments. the Company placed two orders with Mis. Associated Elcc-
tricaJs Industries on 31st October, 1964 and 10th December, 1964 for the 
supply of welded assembly frame work for C-25 T.T. mechanism and chain 
retainers and S.P.L. 25 operating mechanism respectively. The pur-
chase orders did not provide for any specific date of delivery of the material. 

In regard to the order placed on 10th December, 1964, the deapart-
mental purchase 'requisition was forwarded by the indenting department 
concerned to Purchase Department on 7th October, 1964 alongwith the offer 
dated the 18th August, 1964 valid for 60 days, a normal practice in case of 
quotations received direct-from M/s. AEI by that Department and was re-
ceived by the Purchase Department on 22nd October, 1964. As the validity 
of the offer had already expired, the Purchase Department approached 
the Suppliers for extens;on of the validity period upto November. 1964. 
M/s. AEI agreed to the extension subject to price variation cll~.use. 

The Company was in a position to manufacture the items ordered 
but the above two orders wefe placed with a view to meeting production 
programme for 1965-66. As the supplier could not make supplies earlier, 
the Company's London Office was asked in January, 1966 to get thor.e or-
ders cancelled upto the maximum quantity. Mis. AEI did not accept 
the cancellation and demanded the-cancellation charges of 29,900 (In the 
plea that heavy expenditure had already been incurred in the procc~s of 
manufacture. The Company accepted the supplies against those orders 
which were received during February, 1966 and May, 1967. The purpose 
of placing order which involved the payment of £ 50,789 in foreign exchange 
was thus defeated ; the amount could have been saved had the orders been 
placed after satisfying about the suitability of the delivery period. Had 
the components ordered on 10th December, 1964 been manufactured at 
Bhopal the Company could have saved Rs. 3.68.130. 

9.40 The Committee desired to know the circumstances for placing 
the 2 purchase orders with MIs. Associated Electrical Industries of U.K. 
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OD 31-lO-64 and 10-12·64 without providing for any definite date of delivery 
of the material The MaDalemcnt stated in a written reply that during the 
year 1965-66, the Switchacar &hop bad to meet the customers' demand to 
the tunc of7S0 numbers of 11 KV with spring closing machanism. This 
spring closing mechanism was a very complicated assembly of a number 
of components requiring very high degree of skill both in manufacturing 
and assembly and based on the experience of the year 1964·65, during which 
against an expected output of 10 such assemblies per week the actual out 
put· was hardly 6 per week, it was considered desirable to import fully assem-
bled spring closing mechanism to the tune of 250 numbers from AEI and 
make remaining 500 numbers at Bhopal itself. Accor.dingly the two' orders 
were placed on AEI with delivery to be completed within 2J years and 21 
months respectively. 

Even though the deliveries quoted by AEI did not fully meet their re-
quirements for the year 1965-66. it was considered essential to order out 
these 250 number as a parallel measure and request AEI to expedite the 
deliveries. 

AEI however. revised the delivery schedule for their order of October, 
]964. 

This had been accepted and the actual deliveries had been made from 
Dec(!mber, 1965 to November, 1966 which generally conformed to the de-
leveries indicated by them in their quotations. 

, 9.41 Regarding order No. PA 1890 'of 10-12-1964. as tbe AEI could 
n:'lt conform to the delivery conditions mentioned in their quotations. 

In January, 1966. AEI expressed their inability to improve the del i-
ver;es. it was felt that the order may be cancelled since the supplies would 
not be forthcoming for the productions programme of 1965-66. But AEI 
demanded cancellation charges amounting to the full value of the order 
and being a regular consumption item it was considered more economical 
not 10 cancel the order but get the components, instead of paying exhor-
bitant cancellation. charges. 

9.42 The Committee asked the reasons for not dealing with the supply 
order placed on Mis. AET on }0-12-64 promptly within the validity period 
thereby avoiding the extra expenditure of Rs. 52.460. The Management 
stated that the purchase could not be concluded within the validity period 
of the offer in view of the fact that the matter of procurement had to be 
gone into in great details, in relation to the requirements and capacity avai-
lable at Bhopal and as such the 60 days allowed became insufficient. They 
further stated in this connection that competence to judge the technical 
suitability of the offers received was then being just developed among their 
engineer~. 
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9.43 Explaining the justification for the import of these items which 
could be manufactured at much less cost i". the factory itself, the Management 
stated:-

"The ordering of components could not have been avoided, because 
at that stage of development of production activities it was essentially a 
matter of procurement of certain items which were needed till such time as 
the standard of skills had been develpoped to reach the necessary rate of 
production. 1f these components were taken up for manufacture at Bhopal 
it was feared that considerable delays would have taken place in fiinshing 
the products. The cost of such delays would have been financially much 
more than any savings which could have been effected if the components 
were manufactured at Bhopal itself." 

9.44 The Management informed that the components against the two 
orders in question were received at Bhopal between July. 1966 and August, 
1967 and that all the components had since been fully utilised. 

The Committee asked why the Consultants should have not been 
approached for extension of validity period before it expired. The Manage-
ment explained that the validity available was only 60 days from the date of 
the quotation on an issue like this where the attempt was to boost up pro-
duction by importing from abroad but the deliveries being quoted by the 
supplicrs were approximate and qualified. Accordingly extension in vali-
dity was asked for but only on 5-) 1-1964 whereas the quotations had ex-
pired on 18.10.1964. 

9.45 Tile Committee note that the two purchase orders placed on Mis 
Associated Electrical Industries, U.K. by Heavy Electricals (India) Ltd., on 
31st October, 1964, and 10th December, 1964 did not pro,-ide for any specific 
date of delivery of the material. The Committec also note that in regard to 
the order placed on 10-12-1964 the departmental purchse requisition and 
the offn dated 18-8-64 valid for 60 days received direct from Mis. AEI were 
forwarded by the indenting department to Purchase Department after the ex-
piry of the validity of the offer with the result that Purchase Department 
had to approach Mis AEI for extension of validity to which they agreed sub-
ject to price variation clause. -Though the two orders were placed abroad for 
meeting tbe production programme of the Company for 1965-66 as the supply 
was sufficiently delaycd, it was proposed to cancel the orders. When Mis AEI 
demanded £ 29,900 as cancellation charges, the Company was prepared to 
accept the supply against those orders in February, 1966 and May, 1967. 
The Committee find that the very purpose for placing orders which involved 
payment of £ SO,789 in foreign exchange was defeated because of the inordi-
nate delay in supply. The Committee are surprised at the careless way in 
wbicb such an important time bound case affecting the progress programme 
was handled. The Committee feel that the case deserves a thorough probe 
which should be initiated, the responsibility fixed and suitable action taken 
against the defaulters. The Committee also recommend that purchase orders 
wltb foreign firms should be placed only after satisfying fully about the suitabi-
lity of the delivery period, keeping in view their past performance in tbe manu-
facture and supply of tbe cOlllponents. 
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9.46 (b) Cases of sale of imported materials to other parties on their 
request were also noticed in Audit. An important case in this report is 
mentioned below :-

Item 

1 

eROO 
Steel 
Orade 46 

,. 

Party to Whether 
whom sold sanction of 

C.C.J.E. 
obtained 
for sale 

2 

MIs. Ouest 
Keen 
Williams 
J,..td., 
Bombay. 

t. 

3 

Yes 

S.O. No. Total 
and D .. te sale 

8121/SR 
1-5-69 

" 

Price 
(Rs. in ltIk/ts) 

5 

15.54 

,: . 

"1" , 

Remarks 

6 

The Company placed 
three orders for 2.5()() 
M.T. of this type of 
steel with the foreign 
firms during the period 
from 15th September. 
1967 to 31st January, 
1968. While the sup-
plies against the last 
two orders for 750 
tonnes each were un-
der executipo the Pro-
duction Planning De-
partment (Transfor-
mer Division) found 
that the ~to;;k.~ already 
with the Company were 
in excess of illunediate 
requirements and de-
sired that the supplie!l 
be deferred till August, 
1969. Part supplies 
which had already been 
shipped or were under 
shipment were accepted 
and tbe balance quan-
tity of stet:l was Of-
dered in grade 41, a 
!luperior quality of 
steel. 

'MIs. Guest Keen Wil-
liams, Bombay who 
were experiencing diffi-
culty in the procure-
~tofstee1approach· 
ed the COml)aoy for 
the iss ue of sleel on 
loan in Jartuary. 1969. 

300 M.T. of steel was 
sold at i~511C rate (Its. 
4;2~3 per M.T.) plus 
21 .S % to cover the 
commercial and Admi-
Tlistrative charges, i.e., 
lts. ~,I SO per M.T. 
bbeauwe there wall tow' 
4emand . for transfor-

. m~.with' t\lis pde' 
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2 3 4 

----- ------------

6 

of steel from the cus-
tomers. Even after dis-
posing of this quantity. 
the Company had in 
stock a quantity of 
748.460 M.T. as on 
31-12-1969. 

It was intimated to Audit 
in April. 1969 that the 
steel purchased was 
nOl in excess of re-
quiremenls II.IId was 
hardl), sufficient for 
orders in hand. 

The quantity was. how-
ever. sold after obtain-
ing the approval of 
t.le Chief Controller of 
Imports and Exports 
at no profit no loss 
basis: but this deprived 
the Company of the 
benefit of import 
licence involved in the 
importation of this 
material. 

For items not declared 
surplus but sold to 
customers the Com-
pany normally char"es 
Issue rate plus 50/~ 
on account of Com-
mercial and Adminis-
trative charges. Levy 
of reduced perccntqc 
towards Commercial 
and Administrative 
charles resulted in 
short realisation of 
Rs. 3.64,350. 

9.47. The Committee pointed out that in May, 1970 the Ministry 
of Industrial Development informed Audit as fol1ows :-

"In April, 1969 it was felt that with the introduction of 220 K.V. 
class transformers and the high premium customers placed on core 
losses, there is need to bring in much superior 41 grade in the place 
of 46 grade. From this point of view it was considered to be the ad-
vantage of the Company to see a portion of 46 grade which were in 
excess of immediate requirements." 
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9.48. The Committee also pointed out that the Superintendent Trans-
former Division had. expressed the following view in a letter dated 
24-4-1969 to the Works Manager :-

"Except in case of 4 Transformers, the rest. of 144 pending customers 
orders are designed to take 46 Grade Steel. In fact the stock on hand 
and the quantities yet to be received are insufficient to complete the 
orders in hand. In addition 46 gr~de steel will continue to be used along-
with 41 grade for new customers orders to be booked in future as grade 
41 steel is not replacing grade '46' but it is a new addition to the type 
of cold rolled steel being used by us." 

9.49. The Committee enquired that in view of the opinion of the 
Superintendent, Transformer Division, whether it was advisable to sell 46 
grade steel to the private firm and wanted to know the authority who expres-
sed the view that a portion of 46 grade steel in stock was in excess of im-
mediate requirement. The Management stated in a written reply 
that the re-sale order for 300 tonnes of 46 Grade 
CRGO steel was issued on 1-5-1969. On that date the 
stock on hand of this grade was about 1780 tonnes. The stock 
as on 29-5-1970 was 389 tonnes and there had been no receipts of this grade 
between these two dates. With the rate of consumption at that time and 
taking into account the material in transit, there would be sufficient sheet 
steel of this grade at least for the next 6 months. Thus, if this re-
sale was not affected, this quantity (of 300 tonnes) would have been carried 
in stores as idle inventory for J 4 to 16 months. When the decision to re-
sell was taken, i.e. in April, 1969, the position was that with the introduction 
of 220 KV class transformers and the high premium that customers placed 
on core losses, there was need to bring in more of the superior 41 grade 
in place of the 46 grade. But the 46 grade would also contlDue to be used 
for certain transformers, in reduced quantities. From this point of view 
it was considered to be to the advantage of the company to sell a portion 
of this material which was in excess of immediate requirements at that time. 
The actual consumption figures fOr the past one year had shown that this 
was a· correct decision. 

9.50 The Management further stated in this connection as follows :--

"It is stated that the Company intimated to Audit that the Steel pur-
chased was hardly sufficient for the orders in hand. It has to be pointed 
out here that the orders for transformers in hand in May 1969, were 
f~r more than one year. In an effort to keep down the inventory 
levels to the minimum, a review was made of the sheet steel position 
in April, 1969, and the decision to sell 300 tonnes was taken only 
after ensuring that the balance stocks will be sufficient to carry on 
production without hold up and, at the same time, reduce inventory 
levels. 

The approval of the sale was accorded to by the then Chairman 
and Managing Director, with the concurrence of Finance." 
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9.51. The Committee asked if HElL had purchased 46 grade steel after 
effecting the sale of the same grade steel mentioned in the Audit Report 
(Commercial), ] 970, Part V and if so, how the rate of new procurement com-
pared with that which was sold. The Management stated in a written reply 
that the total of 2500 MTofCRGO steel was ordered abroad between 15-9-67 
and 31-1-68, out of which 2200 MT was for Grade 46 and the remaining 
for grade 41. The next order for Grade 46 steel was placed after nearly 
3 years (on 14-12-70) for approximate, 650 tonnes, whereas during the sallle 
period approximately 2400 tonnes of grade 41 steel was purchased. 
They added that this clearly indicated that grade 46 steel was being used less 
and less as time went by. They also said that presently all purchases of 
CRGO steel were of grade 41 only. They informed that the above-men-
tioned subsequent order for 650 tonnes for grade 46 steel was placed at app-
roximately £ 20 per MT more than the previous price of £ 167.1.8 which 
was about ] 2 % more in a period of about 3 years. 

The Committee enquired as to why the stf el was sold at rate lower 
than the normal rate, to the private firm which resulted in short realisation 
of Rs. 3,64,350 and whether the approval of the competent authority was 
taken for charging lower rate and whether the Finance Branch was consulted 
in this connection. The Management of the Company stated in reply 
as below : 

"As for the rate at which re-sale was effected, the import control 
regulations stipUlated that the transfer of materials is to be made to 
the actual user only and the rates should be fixed taking into account 
(i) the elF value (ii) customs duty and landing and clearing charges 
(iii) transportation charges and (iv) other reasonable incidental charges 
incurred in relation to the imported goods, vide Rule 94 of the Import 
Trade Control Regulation. Based on this the total cast per tonne 
taking factors (i) to (iii) obove, worked out to Rs. 4263.50 per metric 
tonne, to which departmental charges of 21.5 % are added bringing 
up the sale value to Rs. 5180/- per metric tonne. These departmental 
charges are the reasonable incidental charges incurred in relation 
to the imported goods referred to in rule No. 94. This sale is 
govt.rned by the conditions of Rule No. 94 referred to above ; 
the 50 % charges recoverable. as mentioned in the Audit Report 
Commercial 1970, Part V, pertain to normal commercial sale 
of spares. 

Through this sale the Company was able to recover 21.5 % over 
and above its procurement cost. If the sal:: was not effected there 
would have been a loss to the Company in the form of inventory carrying 
costs in addition to interest charges for 14 to 16 months, which may 
come to about 15%. Thus saving to the Company as a result of 
re-sale is 21.5% + 15% = 36.5%." 

9.52. The Committee note tbat wbile the supply of 1500 MT CRGO Steel 
Grade 46 ordered witb tbe foreign firms was under execution, tbe Production 
Planning Department (Transformer Division) of the Company found that the 
stocks already with the Company were in excess of their immediate requirements. 
TIle Committee also note tbat the 300 M.T. of this steel was sold on Ist May, 
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1969 to Mis. Guest Keen Williams of Bombay who were experiencing diffi. 
culty in the procurement of that steel. The Committee find that the steel was 
sold at issue rate plus commercial and Administrath'e charges at a reduced 
percentage which resulted in short realisation amounting to Rs. 3,64,350. 
S.bsequeotly the Company procured 650 tonnes of the same grade eRGO 
steel at approximately £20 per MT more than the privious price order for whlcb 
was placed on 14-12-70. The Committee obsen'e tbat Hea\'y Electricals 
(ludia) Ltd. bad not only to pay £13,000 (Rs. 2,34,000/-) extra for the same 
grade of which tbey had sold earlier but bad also to forego the beneftt of import 
licence to that extent. The Committee are somewhat intrigued by tbe un-
usual concern shown by the Heavy Electricals in reducing their im'entory in 
this ,articular scarce material i.e. CRGO Steel grade 46 and that too in favour 
of a private party. The Committee are not sure whether inventory in 'respect 
of other imported items also has been/was restricted to the same period of 
requirement or it was particularly considered necessary in the case of imported 
steel and that too in a particular grade. 

The Committee are not convinl.'ed about the justification for charging 
Jesser rate of department111 charges in this case when in the case of sale of 
surplus items departmental charges at the rate of SO per cent of the issue rate 
is normally charged ami when import control regulations do not stipulate a 
particular rate of recovery while calculating the so called saving, management 
appear to ha\'e taken into accollnt interest charges at 12 per cent against which 
the interest paid by the Coml,any on cash credit to the State Bank of India 
is only 8 per cent. If there was an anxiety to reduce the inventory in steel for 
this particular grade it would bave been better for the undertaking to exchange 
it with steel of the reqnisitl' quality from another sister Public Undertaking 
or by disposing it of to another Public Undertaking. The Committee are not 
conVinced by tbe explanation given by the Management. The Committee 
r('COmmend that Government should consider undertaking a probe in the 
matter. 

The Committee feel that Government should also Issue suitable instruc-
tions to ensure that transactions of this nature, particularly in scarce •• d il1l-
ported raw materials, do Ilet recur. 
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FINANCIAL MATTERS 

A. OperatiDa ReIult. 
The comparative operating results during the last 6 yean Me iDdicated 

.low.-

S. 1965·66 1966-67 1967-68 1968-69 1969-70 197~71 
No. 

10Idpat 

1. Sales 742.72 1,IOS.55 1,415.31 2,397.64 2,156.60 2.668.90 

2. Additions to 
finished ,ood •. 83.82 140.56 121.$6 334.99 166.83 275.86 

3. Additions to 
Worb-In-pro,-
ress 159.32 467.30 672.61 628.71 S29.66 81.14 

4. Tranarer for 
Internal UIC 27.66 25.67 21.45 39.21 30.40 25.96 

1,013.52 1.742.08 2,300.93 3;400.55 2,549.83 2,889.58 

U .... t 

I. Direct Material 500.22 814.39 1,355.99 2,170.21 1,334.76 1,380.55 
~ Conversion Colt ... 
(I) Direct Labour 51.40 54.35 61.61 67.00 66.91 85.59 
(ii) Direct Expenses 16.27 23.21 30.59 21.29 30.05 

(iii) F.ctory Expenses 604.61 744.89 706.02 799.38 826.69 915.54 
(iv) Tool. /k. Pattern 

Owses . 30.11 29.17 15.S2 18.28 18.79 18.56 
(v) Enaineerina Ex-

penscs 89.48 86.96 85.91 96.17 101.27 108.22 

Total CooYerlion Cost 775.60 931.64 892.27 1,011.42 1,035.01 1,157.96 

3. Trainin, Expen-
ICS written oft' . 46.89 47.86 47.88 47.56 41.45 41.26 

4. Consultancy 
charaes . 38.60 73.14 52.51 42.19 34.19 16.59 

5. Manufacturin, 
Tools and Pat-
tern 30.85(-) 37.04<-) 18.14(-) 8.91 7.95 0.51 

Manufacturin, 
2,601.85 clwJCS . 1,330.46 1,890.01 2,330.41 3,262.44 2,443.46 

121 
8LSS/72-9 
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1965-66 1966-67 1967-68 1968-69 1969-70 1970-71 
-----.-

m Percentage of 
manufacturing 
charJCS to out- '" put 131.27 108.49 101.23 95.99 95.8 90 

IV~' 
LOSt( ~);::: 
(+) . (-)316.94(-)147.93 (-)29.48 <+)138.11 106.37 287. '7'l 

. V SellinI' and di8- . , 
tributiOD . 29.38 ..a, 38 65.03 91.99 114.26 104.904 

VI General Admi- , . 
nistration 107.66 104.13 105.80 118.01 115,64 118.01 

VII Interest 191.48 270.79 365.62 447.40 572.34 544.86 

viIi Effect of Deva-
luation 79.90 44.53 

(Credit) 

IX Net expenses on 
Township-less 
interest 29.04 33.44 58.68 65.19 79.7) 74.78 

6R80 616.S7 580,08 584.4B 775.60 578.19 

Percentage of 
Net Loss to out-
put 66.58 38.84 25.21 17.19 27 17 

--.----------- ---- .... _-- -.----.-~--- .---.~.--. 

NOTE: 1, the figures for the years 1965-66 to 1967-68 were recut durio, .'68-69 
to make them comparable. 

2. (+) represents profits or deduction in expenses. 

10.2. The value of output for the year 1968..:69 includes work-In-pro-
gress which in turn includes raw materials directly charged to work- in-pro-
gress but not processed at all. worth Rs. 641.94 lakhs as against Rs. 143.96 
Iakhs included in the output of 1967-68. The output al~o includes sate value 
of purchases made (Rs. 152 lakhs in 1967-68 and Rs. 6761akhs (1968-69). If 
the sale value of purchases resold and the value of raw materials and compo-
nents not processed are excluded, the value of real output turned out by 
the Company works out to Rs. 2096 lakhs and Rs. 2227 lakhs during 
1967~68 and 1968-69 respectively. On this basis the percentage of net opera-
ti ng loss (after excluding profit on resale of purchases) to output works out 
to 29 (approx) and 32.4 during 1967-68 and 1968-69 respectively. 

10.3. It will be seen that for the first time in 1968-69 there was a manu-
facturing profit of Rs. J 38.11 lakhs. This was mainly on account of a pro-
fit of Rs. 118 lakhs earned on purchases resold. The corresponding pro-
fit in 1967-68 and 1966-67 on such purchases resold was Rs. 24 lakhs and 
Rs. 23 'lakhs respectively. The profit on re-sale of goods purchsed, as 
mentioned above, is again based on the selling price fixed by the Company 
which has not been finally accepted by the customers. 



·W.4.l:>aring evideeoe the ~ ooquind the .. .-ons for inacase 
in the IelliI1l,and distribution ..,.. fl'Glla.,t;S.Ol lakhs duriD,f 1967~68 te 
Rs. 91.99 lakhs during 1968-69 and to Rs. 114.26 lakhs dunng 1969-70 . 

. ~ , i '.' , .. ,. r) , 4" 

III this connection tbe· .Ch.irman{otHoa~ El«:trica1s (I) Ltd. rcp~d 
as (ollows :-

"The eXf'enditure rise in 1%8 .. 69 is due to the fact that we intro-
duced from that year "after sales reserve" and we made afprovision 
of Rs. 21.76 lakhs under the head "after sales n:aerve". There are 
other charges which have also raised the expcoQiture. For example, we 
have to pay royalty and service charges to the collaborates. Because 
of the increased production. there was an increase in the service charges 
and royalty paymeftt to the <OeU.~ 'which amounted to Rs. 
2.34 lakhs. 

Then there is the normal increment in other heads. Then there 
was the bank charges of Rs. 2.21 lakhs which was to be paid il1 1968·69. 
Then in 1969-70 there was again further increase in the expenditure 
on account of "after sales reserve" service. 

Now that the goods produced have star~ going Qutside and the 
plant production has been brought under this category, .the expenditure 
incurred by the branches in Madras, Calcutta aDd Bombay has also 
been shown under this head. It will be noticed that 'white under this 
covered charges the expenditure has slightly gone down for the year 
] 969-70, the norma) increase is not there, that ifi beoause certain ex-
penditure has been changed from one place to another." 

to.5. Asked about the customers payment, the Financial Adviser 
()f Heavy Electricals (I) Ltd. stated as follows :-

"We have a system of advance payments in respect of plant pro-
ject. Our system is that we charge from our customers an advance 
amount of 10% After six months' period, they pay again 10% advance 
Like this we keep on charging advances but on the supply side, on our 
shop floor there is a manufacturing cycle. Side by side, there is a further 
work which ends at the customer's point. So, for the hydrc.turbine 
while we are working on the shop floor on our product, the first thing 
that we do is that we send out the parts that are to be embeded in the 
foundation itself. Now those parts are sent out while the generators 
and other things are bdng supplied. There is no separate 
billing of those cmbeded parts. We despatch those articles and 
other things for which we charge them in advance. We keep 
on deliverirlg the goods as and when required and it is only after the 
final delivery that the final billing and adjustment of the advances is 
worked out." 

10.6. The Ccmmittfe also Dote that in 1968--69 tbere was a manufacturing 
plofit of Rs. 138.11 lakhs for the first time •. The bulk of this profit (Rs. 118 
lakbs) was, however, earned on pl!rcbased resold. The corresponding profit 
an sucbpurchasfS resold during 1966-67 was Rs. 23 lakhs and during 1967-68 
it 'fIas Rs. 24 lakhs. Tbe resale of goods purcbasecl was based on die selling 
pricf find by tbe Company wbich bad not even now been finally accepted by 
tile custtmttl. The Committee are of tbe view that the real operating re-
:suits of tbe Company are Car from satisfactory. For manufacturing concern 



1-34 

of' die size of' Heavy EIeetrieaII (IIMIIa) Ltd. reIIIIiaI of ...... aiIde at a 
large mar •• of proftt am ......, be eoadered _ .. inapertaat adlievemeDt. 

to.7. The Collllllittee recommeadecl that selll .. prices for resale of 
maddnery ad c:quipmtIIt pI1I'CMsed IIaoakl a.e IettIeclIa advaace to oItnate-
misuaclerstud.iD& and 10111 draw. out correspondeDce. The CoIIIIDIttee ... 
recoauaeqdtbat entry eodeaVODr IIIMMdd be made to improve tbe real output 
of die COIDpuy. 

Financial Position 
10.7. A summary of the financial position of the Company under broad 

headings for the last three years in given below :-
(Ils. in Iakhs) 

1970-71 196~70 1968-69 LIABILITIES 

(a) Paid up capital 
---- - - ------- --------------

(b) R.eserves and surplua 
(c) Borrowinas : 

0) From the Government of India . 
(iI) From Foreign collaborators (in-

cludlna interest accrued aad 
duo) • 

(iii) From bank-cuh credit 
(iv) DefFered payments (credits) 

(including interat) 
(d) Trade dues and other c:urreat liabi-

lities (includilll provisions) • 

ASSETS 
(e) Gross block . 
(f) Less : Depreciation 
(a) Net Fixed Assets . 

TOTAL 

(h) Capital Works-ln-ProsrCSll 
(i) Other Assets (Plant aDd Machinery 

in stock and awaiting erection in 
transit and unallocated el(pendi-
ture) . 

(j) Investments . 
(k) Current AS!lCts, Loans and Advances 
(I) Miscellancoua expenditure : 

5,000.00 
1.30 

7,363.40 

6.16 
100.04 

225.74 

5,439.44 

18,136.08 

7.013.17 
2,S08.20 
4,504.97 

52.69 

234.05 
4.10 

7,267.73 

5,000.00 5,000.00 
1.30 1.13 

7,023.01 5,951.09 

137.37 - 137.43 
626.69 286.n 

221.24 141.990 

4,576.36 4,921.66 

17,592.97 16,439.61 

6,887.79 6,588.7f. 
2,222.60 1,938.83 
4,665.19 4,649.93 

34.37 85.92 

276.91 309.1~ 
1.76 

7,086.01 6,806.28 

(I) Accumulated 10S!iCIS . 4,376.42 5,987.28 5.376.32 
(i1) Deferred revenue "penditure . ']J)7 .66 81.05 148.21 
(iii) Others (Preliminary expenditure) 4.21 4.21 4.21 

Capital employed 
Net Worth 

NOTE :-

---------------------------
TOTAL 18,136.08 17.592.97 16,439.61 

---------- ---.- - ------ --------
6,34S .87 7.161.90 6,534.02 

(-)1,071.24 (-)527.44 412.84 

1. Capital employed reprexnls oct fixed assets plus workina capital (excludins 
gratuity provision and deferred credit interest suspense). 

2. N~t worth represents paid-up capital plus reserves less intanaible assets (i.e. 
mISCellaneous expendIture at (I) above). 
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18.8. Tile Committee 8Dd "at Paid.., rapital 01 HealY EIecCricaIs 
(Iaclia) Ltd ... Rio 50 a'OreL Its acauaalated 1--. a ... 31-3-1971 ..,..t to 
Rs. 59.87 crore •• This shows that the Company ha. already eateo up its eatire 
Paid-up CapitaL The Committee are perturbed over this pave flaanc:iaJ 
position of tbe Compaoy. The Committee stress that the Company sIIouId 
improve its financial position by greater utilisation of its capacity by effecting 
maximum economies aDd rel.W of Its pricing policy. TIle COllllDittee also 
recommead "at Governmeat _aid review the capital structure of tbe Company 
to see if some chaliles are called for to improve the 8naacial situatlou. 

B. Credit control 

10.9. The Company had arranged credit facilities with the State Bank 
of India to the extent of Rs. 24. SO crores. 

The interest paid to the State Bank of India during the last four years 
and the amount outstanding on account of overdraft on 31st March of each 
year is detailed below:-

------ ---------- -- --- -- ------------------------------

1966-67 
1967-68 
1968-69 
1969-70 
1970-71 

Year Total interest 
paid to State 
Bank of India 

- ---------
56.83 
52.31 
82.33 
80.12 
52.90 

Balance on 
account of over 
draft as on 31st 

March 
(Rs. in lakhs) 

682.94. 
955.12 

0.05 
626.69 
100.04 

10.10. The Committee pointed out that during 1968-69 the credit uti-
lisation from State Bank of India declined to a negligible amount of Rs. 0.05 
lakbs as on 31-3-69 but it again shot up to Rs. 626.69 lakhs as on 31-3-1970 
and asked for the main reasons responsible for this position. 

10.1 I. The Management of the Company stated in a written reply that 
the cash credit utilisation vis-a-vis the receipt from the customers from 1967-
68 onwards was as under:-

----~-.~- ... _.-
Year Cash credit Cumulative Receipts from 

utilised for customers 
the year 

-----
J967·68 273 955 1,870 
1968-69 (-)955 3,426 

1969-70 627 Ion 2,682 
197()..71 (-)527 100 4,103 

1971·72 • 426 526 1,431 

(Upto Sept'7!) 
----- --



From; tho .vt· flgu1'e8 it beeal'llt ~idCDt that the ca&tl ctodit' utilisa-
tion was ItiIllfy "Rdentuperntt.'~OI\s from' the eolllp'ny's cuato~ 
mef8. h: "" \' ,-: :~ f!' 

Book Debt! 
~ .' .~ 

10.12. The foUowill8 table indicates the value of the \)POl debts l'is-a-
vis debts written off a& bad debts and the saics durin. the last Dve year&:-

Year Total book dQbts 
consi- cohsl-
dered dored 
good doubtful 

Total Debts 
written 

off 

(Ru~ in lakhs) 

Sales Percen-
tase of 
doblOI'S 
to sales 

.... _--------------
1966-67 ,. 424.71 3.37 428.08 1134.22 37.7 
1967·68 612.82 3.93 616.75 O.~~ 1506.76 40.9-
1968-69 1078,79 5.09 1083.88 2436.8~ 445 
J969-70 1550.11 7.17 1557.28 2187.00 71.2 
1970-71 1526.57 10.14 1536.70 2694.85 51.0 
~.------ -----~ .. ~-----.--------~---. .. _._--_. __ ... -.. ------~. 

10.13. The following table shows the details of debts outstanding for 
more than one year as on 31st March. 1971 and its distribution between the 
Government and private parties: 

• Govern· Private 
ment Parties 

Department!! 
(Rupees in lakhs) 

I. Debts outstanding for more than one year but less than two 
years . 83.72 20.56 

2. Deb's outstanding for two years and more but less than 3 
years ' 29.08 12.88: 

J. Debts oll~tandin& for 3 years and more 17.9-1 33.21 ---
130.71 66.75 

.. - -_ .. __ ._--> 

10.14. The foUowing reasoDS were attributed for the accUD\ulation of 
debts:-

(i) Most of the customers of the Company are Government/Semi-
Government Undertakings. The paucity of funds with some 
Electricity Boards delays the paym~nt. 

(ii) Some parties insist for bank guarantees before releasing payments. 
which is not acceptable to the Company. 

(iii) Delay in the adjuatment of certain claims of shortages in transit. 
demurrage/wharfasc charge. etc. 

(iv) Delay in the settlement of prices of dIe products supplied by the 
Company. • 

(v) Reluctance on the part of the customers to pay against part des-
patches. 
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IO .. J S. The Com~ittee P9iotcd out that tho poIition of ~tstanding 
debts as on 31-3-1970 had much deteriorated in comparison to the position 
81 on 31-3-1969. T~outstanding against Government Departments and 
private parties nad also increased sufficiently and asked the reaSons for the 
heavy increase in the outstanding ducs as on 31-3-]910. . 

10.16. The Management stated in a written reply that th.! sal;!s figur~s 
and the debts given in the published Accounts were gross figures which 
included thf value of Goods Despatched but not billed as they were 
not bin.ble under terms of the contract. The pOsition of sales involved 
and the corresponding Sundry Debtors is given in the foDowing table;-

Year 

1967-68 

1968-69 

1969-70 

1970-71 

Sales Un- sy. Drs. Sale in-
billed unblHed/ voiced 

deferred, 

160 

478 

527 

534 

others 

237 

663 
1,001 

689 

1.32S 

1,9.20 

1,630 

2,135 

Sundry 
Debtors in-

voiced 

379 

416 

.549 

838 

10.17. They also informed that the apparent increase in Sundry Debtors 
at the end of year is partially due to the figures of debtors being cumulative. 
while the sale is for the year only. Another major reason is the fact that 
the sales invoiced in the last quarter ending March. 1971 amounts to Rs. 1043 
lakhs. Generally it takes 3 months in realising the dues after invoicing. 
On 30th June, ]971 the position of the outstanding with age-wise analysis 
was as below:- . .' 

(Rs . in Iakhs) 
. ''-.-... -- . .... -.----.-.¥.~.-----------.-- .... 

Prior to 4/67 to 4/70 to Total 
3/67 3/70 31-3-71 

--_ .. - --~- --_.- ----.-.-

Railways 0.72 6.78 168.48 175.98 
Govt. Departments 1.80 9.06 26.63 37.49 
Electricity Boards 18.45 48.91 300.95 368.31 
Govt. undcrtakinss 1.24 11.69 14.91 27.84 
Other Parties 1.86 6.39 21.74 29.99 

24.07 82.83 532.71 639.61 
.,, __ --_r.-. __ . __ . __ .. --..._---._-- --" -, --------_.- ----

10.18. The Corporation stated that railways and the Electricity Boards 
were the major debtors and even in their cases; old dtbtS were not subs--
tantial. 

10.] 9. It WI,S further litated that there .wece only 2 hydro contracts name-
ly SambG1 and Kbodri (Qr which prices bid. ROt yet been finally IlOttled in rea-
pect of Turbi." ..... Generators. The total amount. outslaading as on 31st 
March. 1971, fllrthese two contracts in respect oftbesc products was Rs. 1.14 
]akhs. Action was being taken to have the prices finalised. 
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10.21. The ManaJement further stated in a written reply as foDows:-
"Tho roalisatioD of dues from the customers is bcill8 systematically 

reviewed by the Manaaement and also by the Board of Directors 
every quarter and it is considered that the steps taken by 
Company are adequate in this regard. 

In compliance with the Board's directive, interest clause is 
now included in all our contracts. However, for reasons for 
customer relations we do not implement this clause generaUy. 
Similar courtesy is observed by the customers when there is a 
delay in the delivery of the equipment. The customer also does 
not insist on interest charges on advance payments made during 
the execution of the contract. Further, in most of the cases the 
customer accommodates HElL by not insisting on the liquidated 
damages which are legitimately chargeable due to delays in the 
delivery." 

Claims Recoverable 

10.21. The table below indicates the claims outstanding at the close of 
last 5 years. 

.. -------~- . -.~- ._--_. - ~~-.-

Amount outstandj~ as on 
(Rupees in la 5) 

31-3-1967 31-3-1968 31-3-1969 31-3-1970 31-3-1971 
----._-

(i) Claims with carriers and 
undcrwrit.!rs 23.0S 71.44 40.43 29.76 20.52 

(ii) Claims with Port Trust 
Authorities 0.98 2.42 3.7S 0.12 O.IS 

(iii) Claims with customs Autho-
rities. 37.22 44.50 37.81 27.28 13.19 

TOTAL 61.25 118.36 81.99 57.16 33.86 

Failure to lodge claims within time 

10.22. As on 31st March, 1968. there were 247 claims valuing about 
Rs. 10,17,338 pending settlement with the IN SPOOL, Bombay. These 
claims pertained to the period from 1963 to 1965 and included .both Sterling 
and Rupee claims. 

10.23. Under directions from the Government of India; the Company's 
insurance business with the INSPOOL was diacontinued with effect from 
1st January, 1966exccpt for pendin, claims. The INSPOOL was winding 
'up and itlt aft'ain wore now being managed by an ad hoc Committee set up 
for the purpose. . 
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10.24. As on 31st March, 1968 about SS claims valuing RI. 1.80 laths 
had already been repudiated by the said underwriters as time-barred or on 
the ground that the packing cases had been received intact and the under-
writers were not responsible in respect of shortages in those packages. 

1O.2S. Responsibility for the delay in filing claims had not been fixed 
till November, 1969. No recovery could also be effccted by the Company 
from the suppliers in respect of shortages where packing cases were received 
intact and the claims had been rejected by tbe Insurance Pool. The above 
loss of Rs. 1. 80 luhs had also not been reported to the Board of Directors 
till November, 1969. 

10.26. The Management intimated to Audit (December, 1969) that 
"each individual case is being examined with a view to see whether any 
recovery could be made from the Suppliers. After this examination is over, 
only such cases where the losses occur, will be reported to the competent 
authority. " 

10.27. In a written reply the Ministry of Industrial Development stated 
that 247 claims as reported pending on 31-3-68 with the Inspool Bombay 
were pending with them due to the fact that the Inspool wound up their 
activities of under writing with effect from 1-1-1966 when all Government 
undertakings were asked to place their Insurance business with the LIC of 
India. On account of this change over the staff in Inspool got reduced very 
considerably with only an ad hoc committee set up for winding up of their 
office. The delay in settlement of these claims was mainly due to the very 
slow pace of working at the inspool. 

10.28. The Inspool had in the earlier years not rejected any claims as 
time barred but started doing so only after their activities were brought to 
a close on 1-1-1966. 

10.29. As regards the 55 time· barred claims of the value of Rs. 1.18 
lakhs referred to above, the position has been examined in detail by the 
Company and they find that ID certain cases claims on inspool were not 
substantiable as the material was finally received and accounted for at the 
HElL. After due examination. cases involving los~s of small amounts 
have been closed with the write off of the small accounts involved. 

10.30. The Company was able to settle a nuijority of the claims out· 
standing with Inspool. Leaving only a few hard core cases amounting to 
a few thousand rupees pencting settlement. 

10.31. A consolidated picture could Dot be put up to the Board earlier 
as the position was rather fluid and settlements in majority cases could 
be done only after the lapse of time as explained abov~. 

Loss due to failure 10 avail of concessiona/ Customs Dllty 

10.32. Under the Indian Customs and Central Excise Tariff Act, 1964, 
as amended from time to time, the components/parts of any machinery 
required for the initial setting up of that machinery for its assembly or ma~u­
f&:ture are exempted from the payment of customs duty of a part otherWise 
]eviabl~ subject to the fulfilment of certain conditions of a bond. 
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lO.33.1D Section VII (I) of Audit Report (Commercial). 1966, it was 
mentioned that the Company failed to take advantase of legal concession 
as necessary certificate could not be obtained from the Directorate of Techni-
cal Development. 

10.34. The first bond for a sum of Rs. 5. 1 lakhs was exeouted by the 
Company in June/July, 1964 and the next bond on 231'd April, 1968. The 
Company, however, continued to pay the customs duty at full rates claimed 
by the Customs Authorities at the time of clearance of goods on the com-
ponent parts during the period the Company had not furnished the bond and 
subsequently claimed refund. resulting in blocking of the large amount 
so paid. After the expiry of the bond executed the Company paid Rs. 7. IS 
lakhs as additional customs duty on the components needed for the setting 
up of the machinery, for the refund of which claims had been lodged with 
the Customs Authorities. The claims were started to be pending with the 
Central Board of Revenue, and due to the non-furnishing of the bond, etc., 
the Company had lost Rs. 60,000 approximately by way of interest on the 
money so blocked up with the Customs Authorities. 

10.35. The Ministry have stated (May, 1970) as folIows:-
"At the initial stage of our factory the Engineering Department, Inden-

tor-User-Department and Purchase Department had to gear up 
the necessary machinery for compiling the various technical 
information in respect of the provisions of the Customs Noti-
fication No. 82/60, to submit the same to the Customs Department 
along with the bond. 

However. the initial difficulties had been overcome and the "Essentiality 
Certificates", are being regularly furnished to the Customs De-
partment. The Customs Department insisted that the bond 
should be executed prior to clearance of the goods. Hence the 
same was executed on 23-4-1968." 

It is, therefore, clear that the 'Essentiality Certificate' could not be 
prepared by the Management in time for execution of the bond, which re-
sulted in loss of concession. 

10.36. 'The Committee Dote that the balance on account of overdraft bas 
iocr .... from Rs.O.OS lakba in 1968-69 to Rs.l00.84 lakhs in 1970-71. The 
C...uttee view with concern that there bas been DO significant improvement 
in the financial position of tbe Company and tbat Company is resorting to bcary 
borrowiDgs as a result of beavy cash losses sustained by tbem. The Commit-
tee sallest that ways and means may be explored by the ComP'llllY to have an 
elreetive catb m8lUlgement system and to ensure that the finandnl charles are 
kept to the minimum. 

10.37. The Committee also note that though the position of outstanding 
debts on 31.3.71 bas shoWD an improvemeat over that on 31.3.1970, still large 
amounts are due to be realised from various E1ec:trlcity Boards and Railways. 
The Committee are lIQ"prised to find tbat Goverameat 'epartmeata tbemaelves 
are respoDSIble to the tune of 1.3 crore of rupeea remalDia& outstanding for 
periods exceecliDa ODe year. Tbe Committee, therefore, atrongly rec:ommeDd 
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that the procedure of billiog and collection of dues abould be ltreamIiIIed witb 
a view to ensure realishl1 of dues without any delay. The CoBUDittee ... 
urge tbat a careful review of the outstandings should be undertaken to see that 
tbere is no ov.erlappi-a of outstaadioa items with correspoodiag items of ad-
vances from the c .. tomers. 

10.38 The Committee also regret the lack of promptness DOt only in 
furnisbing the e'isentiality certificates but also in the matter of execution of 
filing of the bonds witll the CUstolU autltoritles wltida ..... preveated the Com-
pany from availing it8elf -of tile exemption from tile paymeat of cllltomsduty. 
Sucb DnconllCioaable delay on the part of the compuy bad blocked a huge ... m 
of Rs.7.15 laklll with die cll8toms authorities with conseq.ent 1011 of interest 
to the tune of Rs.60 thousand. The Coanaittee hope that tile Company would 
tab more effective steps to avoid recurrence ot such delays in future. 

10.39 The Committee note that claims of the ttttal value of Rs.20.52 
lakbs have been outstanding with carriers and underwriters on 31.3.]971 and 
247 claims for a value of Rs.lO.I7 lakhs were pendlog settlement with luspool. 
The claims pertain to the period from 1963 to 1965 and included both sterling 
and rupee claims. 55 claims of the value of Rs.l.8Iakbs have been repudiated 
by tbe underwriters either as time barred or on the ground that they were 
not responsible for shortaps. Tbe Committee are surprised to fiod that tbe 
Muagement bave not taken aoy action to investipte tbe reasons for the delays 
in filiog tbe claims and to fix the responaibllity, therefor OD account of whicb 
the Company bad been ,ut to financial loss. The CoDHDittee undentand 
tbat all the claims whicb were outstanding with the Iospool bad been tranlr 
ferred to UC with eft"ect from 1.1.1966. The COlBIDittee aeed bardlyemphasise 
the need for analysina each and every outstaDding daim aatI persaiDg it with 
Lie authorities with a Tiew to have expeditious settlemeat thereof. 

] 0.40 The Committee would allO lII'Ie that a careful lCI'utiuy of tile re-
maining items should be done and authorities moved at the higher level to have 
the claims setded expeditiously so tbat they may not also ultimately become 
time-barred or otherwise become ineligible for settlement. 

C. Financial Management 

10.41. After accepting the recommendations of the Committee on 
Public Undertakings contained in their J 5th Report (4th Lok Sabha) the 
Government of India. Bureau of Public Enterprises issued broad guidelines 
in May, 1%9 defining the main functions. responsibilities and powers of 
the Financial Adviser. The Government of India further desired that the 
Board of Directors should lay down the detailed powers and functions of the 
Financial Adviser particularly in regard to matters which should be res-
erved:-

I. for concurrence of the Financial Adviser. 

2. for consultation with the Financial Adviser; and 

3. those on which Financial Adviser need not be consulted. 
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The Board of Directors have, however, not considered the guidelines 
10 far (February. 1970). 

Among the major areas where the Financial Advisor was not cons-
ulted were the quotation of rates for sale contracts and fixation of sale price 
for part despatches. He was also not being consulted in the finalisation 
of purchase cases. 

10.41 TIae Committee DOte that thoap the Bureau of Public Enterprises 
i ..... broad pideIiat8 de8aiag the main fllllCtioas, respoaslbllides .Dd powen 
of the FiDaDdaI Advi ... in M.y, 1969 In punaaace of the recommeadation 
of the COIDIIIittee 011 Pablic UDdertaldap contained in their 15th Report 
(Foarth Lot S.bha). {be Board of Directors bad not COIIIIdered thole pideUaes 
dli February, 1970. The Committee take • serious view of the casual way 
in which such important items concerning fin.ncl.l matters of the Company 
are treated. The Committee also DOte that the Financial Adviser was not 
beiDa COIlItIlted in the followinc important m.tten:-

(I) The quotation of r.tes for sale contracts; 

<Ii) Flx.don of sale price for part desp.tches; .nd 

The Committee are anable to .ppreci.te how the m .... cement of the 
COIIIpIUly could· exercise ftlllUlCial control on these Import ... t matters without 
COIIIIIIdag the ftlWlclal Adviser. The Committee take stroBl exception to 
.,..,...ng the 6naDdai Adviser in matters affecting the Finances of the Com-
)NIIl)'. TIle Committee recommend that In future, all im~rtant orders issued 
by Government shoald be bro ..... t to die notice of Board of Directors who 
in tara, IhouId co_der tIaem prompdy aDd take follow-up action without delay. 
Tbe Committee strongly recommend that in future, the prescribed priaciples 
of 6aancial control should be adhered to by all Undertakings Included the 
Heavy Electrlcals (India) Ltd., Bhopal. 

D. Future projections and break-even analysis 

10.43 According to the estimated operating results as per forecast 
made by the Company in September, 1967 for the Fourth Five Year Plan 
(1966-67 to 1970-71) the total output and loss anticipated for ]967-68 and 
1968-69 and the actuals were as follows:-

(Rupees in lakhs) 

1967·68 1968-69 

As per Actuals As per Actuals 
estimate estimate 

---------.--- -----------.-~ 
---_ .. _. _ .. _ .. - --

Total output 2,560 2,301 ~,718 3,401 

Loss (-)560 (--)580 (-)405 (-)584 
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10.44 According to the fresh oxerciae made in September, 1969 pro-
j~tions of working results from 1969-70 to 1973-74werc made on the lines 
indicated below:-

1. Total output 
2. Net operating Eltpen90s 
3. Interest 
4. Depreciation 

1969-70 

As per- Rcvi-
esti- sed 
mates BudFt 

in esti-
SoC~ mates 

1969 

Budpt 
esti-

mates 

3,613 
3,150 

515 
286 

3,001 
2,850 

S40 
286 

(Rupees in laths) 

1970-71 1971-72 1972-73 1973-74 

As per Budget As por As por As per 
cat i- cati- OIti- esti- esti-
mates mates mates mates mates 

in 
Septem-

ber, 
1969 

3,897 
3,311 

591 
307 

3,649 
3,263 

673 
301 

in in in 
Soptem- Septem- Septmn-

ber, ber, ber. 
1969 1969 1969 

4,661 5,038 ',219 
3,775 4,092 4,24' 

643 650 641 
314 318 320 

5. Prolit(+)/Loss(-) • (-)338 (-)675 (-)312 (-)588 (-)71 (-)22 (+)12 

10.45 The above profitability study is based on the following assump-
tions:-

I. Working capital is based on tho inventory requirements to service IlOItt yoan output. 

2. Fini.becl output is based on cutrent Ievol of II&Ie prices. 

3. In tho n,t oporalinJ results the foUowillJ assumptions have been made : 

(a) Materials • As per Eqinoorins OItimato1 accordillJ to CUIl'OIlt 

(b) Salaries 

(e) WalOl 

(d) Personnel benefits 

rate. 

• From aD increuo of 10 par cont in 1970-71 ..... dually 
tapers to 6 per cent. in 1973-74 to let tie down subllO-
quently to 5 per cent. per annum which would 
represent only the annual increments. 

·A 10 per cent, increuo per annum which indudes S 
per cent, towards increment. The ultimate per-
sonnel strength is OItpocted to be about 20,000 for-
the present scope or this project including OItpan-
sion schemes. This strellJth will be in position by 
1974-75. 

about 18 y. of wages and salaries. 

(e) Resident consultants No provision hu been made aftor November, J97()O 
OItpensos and service when Main Consultancy Agreement expired. 
charges. 

4. Interest c:harps Provided at the prevailing rate. 

10.46 It would appear from the projections made in September, 1969-
that the Company expects to break-even at an output of Rs. 52.19 crores. 
in the year 1973-74. 
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10;45 Within a period of three months, namely, in Dec:ember, 1969 
wftiIe prepariq the revised estimates for 1969-70 and budpt estimates for 
1970-71, the management feIt that the projections made in tile profitability 
study in September, 1969 would not hold good both in terms of targets 
of production and the expenditure under certain heads, as will be evident 
rrom tbe following table:-

------------------------. (Rupees in lakhs) 

Increase/decrease Description 

I. Value of output 

2. OperatiRg expen-
ses (exol~1 di-
rect materials, stor-
tes, spere parts, 
,in'e", deprecia-
tion and township 
expenditure) 

3. Interest charges 
(excludina tOWD-
ship) . 

-t. Loss 

AI per forward 
planning 

------
As per Asper 
reviled budget H> (-) 

eatimatell eatimates 

1969-70 1~71 1969-70 1970-71 ]969-70 1970·71 

3,478 

941 

448 

338 

3,727 

1,028 

523 

312 

2,866 

1,006 

474 

67S 

3,479 (-)612 (-)248 

1,084 (+)65 (+ )56 

~ <+)26 (+)82 

588 (+ )337 ( + )276 

It would appear from the above table that the operating expenditure 
and interest charges were found to register an increase of Rs. 91 lakhs and 
Rs. 138 lakhs, inspite of reduction in the volume of output by 17.6 % and 
6. 7 % in 1%9-70 and 1970-71 respectively. 

10.47 Further in the profitability study. the value of consumption 
·of materials has been estimated at a gradually reduced sliding scale ranging 
from 55% in 1969-70 to about 50 % in 1973-74 against the actual consum-
ption of 60% in 1968-69. It has been explained by the Management that 
the reason for anticipating the reduced expenditure on account of consump-
tion of direct materials was the expectation of increased indigenous 
production of components within the factory. Even assuming that the 
-cost of raw materials and components consumed will be within the scale 
anticipated, the anticipation of breakm!-even in 1973-74 is likely to go 
wrong in view of the increase in expenditure which has already taken place 
in 1969-70. 

10.48 It may also be mentioned that in the profitability study made 
in September, 1969, no provision has also been made in resrect of charges 
on account of consultancy services etc. as the question of extension of the 
.agreement beyond 1970 with the Consultants was under negotiation at 
that time. Extension of the a,reement beyond 1970 for Steam turbines 
has 'since been concluded and IS, therefore, likely to involve additional 
,expenditure. 
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10.49 The Consultants, are, however, of the view that tbe Company 
is likely to break-even only on an out put oNts. 70 crores with the existing 
number of employees. 

10.50 During evidence it was pointed out that according to the pro-
jections made by the Company the break-even would be attended in 1973-74 
at Rs. 52. 19 crores value of total out put whereas the collaborators had 
said that the Company would break-even if the value of production Wf'S 
Rs. 70 crores and enquired how this difference in view point was to l-c 
reconciled. The Managing Director of the Company clarified that the 
collaborators did not say that Rs. 70 crores would be the break-even level. 

10.51 The Chairman of the Heavy Electricals (I) Ltd. further infor-
med the Committee that they had worked it out after taking into considera-
tion the factors like wage Board awards etc, that the break-even point 
would be Rs 61 crores how. 

10.52 The Committee pointed out that the difference between 
Company's figure and collaborator's figures was about Rs. 18 grores. The 
Chairman of the Company read out what the collaborators had said:-

"It is also demonstrated that the number of employees at Bhopal is 
far in excess of number which should be required for efficient 
and competitive .. of the present annual sale value. Alternatively, 
with the present number of employees the annual sales value 
should be of the order of 70 crores. This is not 8 break-even". 

10.53 The Chairman, HE(I)L added that break-even would be at 
'8 level of production of 61 crores of rupees which was expected to be reached 
in 1973-74. 

10.54 The Committee enquired whether any detailed and concrete 
programme had been drawn up by the Company to reach the target of 
Rs. 61 crores by 1974. The Cbairman of the Company stated that a profi-. 
tability study had been attempted. 

10.55 The Chairman of HE(I)L gave the following figures of tagrets 
.achieved during 1970-71, 

(i) Rs. 28.66 crores against the target of Rs. 30.00 crores for 
finillhed goods. 

(ii) Rs. 28.9 crores against tbe target of Rs. 35. CO crores for gross 
output. 

Elucidating the position. further, the Chairman of the Company 
·stated:-

"There are tWO sets of figures, one is the finished product and the 
other is the gross product which included the work in progress. 
That means part work is done because the cycle of manufacture 
is fairly long. According to the profitability study that has been 
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made. we expect that the estimates for 1971-72 would be 33.79 
crorcs of finished products and a gross of 40.6 crores. For 
1972-73, the projections are finished products 41. 46 crores and 
a gross of 4S. 72 crores. For 1973-74, finished progducts would 
be 55.59 crores and gross 61. 59 crores." 

10.56 It was enquired if Company could give break-up for the foUowiag:-
(i) the value of the product on which they have done some work 

and value added. 
(ii) amount of these products where the raw materials had been 

brought and it had been shown as works in progress, and 
(iii) amount where certain things had been brought and lold away 

without doing anything on that. 

The Financial Adviser of the Company stated a6 below:-
"I will giw the figures for the three years under the three heads. In 

the first category where we take the raw materials componentl 
and give out finished products, the figures are: 1971-72-33.79 
crores, 1972-73, 43.87 crores and 1973-74, 55. S9 crores. The 
work in ~ogress changes, where we take the material, we work 
on it, it IS a major assembly, sub-assembly completed, but it is 
Dot complete enough to be put on sale, and other auxiliary assem-
blies are not ready; 1971-72 300 lakhs. 1972-73300 lakhs, 1973-74 
300 lakhs." 

for 1970-71 he stated that:-
"In 1970-71, the finished output, i.e. complctly finished in saleable 

condition; 2757.43 lakhs. Under the works in progress changes. 
we had really consumed material from the shop ftoor more than 
we had put in, that was minus 81 lakhs." 

Clarifying the position further regarding the three categories of items, the 
Managing Director of the Company stated: 

"There is some misunderstanding about the three categories of items 
where it is stated that we may buy and sell, that is not a very 
accurate statement of the case. An organisation like ours, has 
two branches-one is Engineering and Design branch and the 
other is manufacturing branch. Now, there are certain items 
for which we do the engineering and design work plus the 
manufacturing work. 

There are a large number of items for which we have bought the 
designs but the manufacturing work is done on the shop fioor. 
Then there are quite a number of items for which we have done 
the designing but some components were purchased for manu-
facturing the eqwpment according to our design. This is called 
purchase re-sale of the same material but in different form, which 
1& done by us." 
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10.57 It was observed that it had been stated by the Company that 
the output also included sale value of purchase re-sold. Quoting from the 
Audit Report it was pointed out:-

"As a matter of fact. you see about the manufacturing profit which 
has been stated in the audit report in a para on page 26. The 
value of output for the year 1968-69 includes the work in progress 
which in turn excludes raw material directly charged to work in 
progress but not processed at all. That works out to Rs. 6.41 
crores and then value of pu"rchase and r&-501d is also Rs. 6.76 
crores. If these are substracted, then" there is no manufacturing 
profit at all." 

lO.58 The Chairman, HE(I)L repJiedas follows:-
"Normally when materials are drawn on to the s-hop floor they come 

under the category 'work in progress' and if there is conti-
nuous work that is going on, the accretion to work in progress 
balances from year to year. Therefore, the products-that total 
finished product would give the correct value of the total product. 
But it 50 happens sometimes, as has happened, in the case of 
1968-69. there is a decrease of 'work in progress' it so happens 
just before March some material might have come in and they 
have to be taken on to the shop floor and taken to the 'work 
in progress', So that is the explanation, it is a normal feature 
that has to be accepted." 

10.59 The Committee note that from the estimates lUde in Septelllber, 
1969, it appeared tbat Heavy Electricals (India) Ltd. expeded to break-even 
in the year 1973-74 at an out put of the value of Rs. 52.19 crores. Only after 
3 months i.e. in December, 1969 while preparing tbe revised estimates for 
1969-70 and budget estimates for 1970-71 the Management felt tbat the 
profitability study made in September, 1969 would not come up. During 
evidence it transpired that tbe Management took further into consideration 
tbe factors like Wage Board Award, continued payments to consultants etc. 
and worked out tbat tbe break-even point would now be reacbed at an output 
of Rs. 61 crores wbicb was expected to be reacbed in 1973-74. 

The Committee are of tbe. view that tbe Management sbould bave made 
tbe profitability studies on realistic basis. Tbe Committee desire that the 
Management and Government sbould spare no efforts to ensure tbat tbe break-
even level of production of Rs. 61 crores is reacbed by 1973-74. 

E. Internal Audit 

10.60 The Internal Audit Department of the organisation has been 
concentrating mostly on routine checking and in the opinion of the Com-
pany Auditors the audit coverage by Internal Audit, particularly in respect 
of some of the essential aspects of the Company's transactions, was found 
to be inadequate. The Company's Auditors suggested that the Internal 
Audit should give .special attention to:-

(i) Detailed audit (If Company's cost records. 
8 LSSJ72-10 
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(ii) Verification and valuation of Company's finished stocks and 
works-ill-progress. 

(iii) Test Audit of purchase transactions so as to ensure that the 
Company's purchase policies and procedure are duly adhered 
to in respect of all purchases made by the Company. 

(iv) Verification of scrap account. 

(v) Audit of claims recoverable account. 

(vi) Payments made to or provision for expenses and service charges 
to Technical Consultants. 

10.61 The Management intimated to Audit in December, 1969 thal 
the Internal Audit Officer has been asked (August, 1969) to devote special 
attention to the above items. 

10.62 At present there is no procedure of submission of the Internal 
Audit Report to tbe Board of Directors or to the Management Committee. 
~ Management intimated (December, 1969) that it is neither customary 
nOI considered necessary to submit the Internal Audit Report to the Board. 

10.63 The Ministry informed Audit (May, 1970) that "In line with 
the latest recommendation of Bureau of Public Enterprises, the Internal 
Audit Report will, in future, be processed by the Financial Adviser and 
Chief Accounts Officer and submitted to the Board of Directors through 
the Chief Executive". 

10.64 The Committee asked whether action on the Internal Audit 
Report was now being taken by the concerned Heads of the DepartQlCnts. 
The Committee also enquired what was the periodicity of Internal Audit 
Reports and how many such reports had been submitted. 

10.65 The Management stated in a written reply that no reports of 
Internal Audit were being submitted to the Board of Directors. The 
working of Internal Audit had been re-organised according to the orders 
of the Board of Directors dated 6-5-1970 and had been placed under the 
control of the Financial Adviser and Chief Accounts Officer. Previously 
this Branch was functioning under the control of the General Manager. 
(nternal Audit Manual laying down the functions of the Internal Audit 
had been drawn up. The reports of the Internal Audit are now being put 
up to the Financial Adviser every quarter, who instructs appropriate action 
to be taken on important points. With effect from quarter ending 
December, 1971 a system of including these important points in ,the Quar-
terly Financial Review has been introduced, which is submitted to the Board 
of Directors and the Government. 

10.66 These Quarterly Reports are being put up to the Financial 
Adviser, regularly for the last two years. 
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10.67. The Committee are surprised to DOte that the Internal Audit 
Department of Heavy E1ectricals (India) Ltd •. bad not been fWlCtioniag ell'ec-
tiYely and did DOt care to cover even some of the essential aspects of the Com-
pany's transactions. The Committee have been inf'lrmed that tbe working 
of the Internal Audit of the Company bas been reorganised and placed under the 
. control of the Financial Adviser and Chief Accounts Officer witb ell'ect from 1970 
to whom quarterly Internal Audit Reports are belog submitted, and a system of 
·reporting important irregularities to tile Board of Directors and Government 
through the quarterly Haancial Review bas been introducl"Cl. 

The Committee weald like the M auagemeat to pay eunest attention to 
Audit Paragrapbs partic:alarly tbole dealing wiill procedural lapses, so as to 
take remedial action without delay and obviate recurrence of such lapses. 
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Xl. 

ORGAN lSA,TlON 
A. hr.t of Direetors 

11.1 Heavy Electricals (India) Ltd., was incorporated on 29th August. 
1956 uttdeHhe Indian Companies.Act, 1"956. Tho business·of the Company 
is managod by a Board of Directors presided Oytr·-by the Otairman/Manill-' 
ing DirtdOr. . 

As laid down in Article 69 of the Article of Association of the Company, 
the number of Directors of the Company shall not be less than two and not 
more than fifteen until otherwise determined by the Company in a general 
meeting 

11.2 The Directors (including the Chairman) are appointed by the Prt:-
.ident of India in accordance with the provisions of Article 70(i) of the 
Articles of Association of Heavy Electricals (India) Ltd. 

11.3 The Composition of the Board of Directors as reconstituted with 
effect from the I st October, 1971 is as follows :-
1 Shri O.S. Murthy Chairman 
2. Shri T.V. Parthasarathy Managing Director 
3. Shri Y. Krishan Director 
4. Shri N.J. Kamath 
5. Shri A.K. Ghose 

General Powers of the Board of Directors 

Director 
Director 

] 1.4 The Board of Directors have the following general powers under 
article 71 of the Articles of Association of the Company :-

(i) Subject to the provision of the Companies Act, and the directions, 
if any, issued by the President from time to time, the Board of 
Directors of the Company shall be entitled to exercise al\ such 
powers. and to do all such acts and things, as the Company is 
authorised to exercise and do: 

Provided that the Board shall not exercise any power or do any act or 
thing which is directed or required. whether by this or any other 
Act or by the Memorandum or Articles of the Company or other-
wise, to be exercised or done by the Company in general meeting; 

Provided further that in exercising any such power or doing allY such 
act of thing, the Board shall be subject to the provisions contained 
in that behalf in this or any other Act, or in the Memorandum or 
Articles of the Company or in any regulation not inconsistent 
therewith and duly made thereunder, including regulations made 
by th'! Company in genual meeting. 

140 
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(2) No regulation mad" by the Company in general meeting shall in-
validate any prior act ofthc ·Board, which would have been vali-
dated if that regulation had not been made. 

IA addition to the abov~ m(ntioned general powers, Board of Directors 
will have the following specific powers that is to say powers :-

(I) to purchase, take on lease or otherwise acquire for the Company, 
property, rights or privileges which the CompanyJs authorised to 
acquire at sllch price and generally on such terms and conditions 
as they think fit. 

(i) To authorise, without J1cference to Government, the uIH.lertak-
ing of works of a capital nature where Detailed Project Reports 
have been prepared with estimates of differentcomponcnt 
parts of the Project and where such Project Reports have been 
approved by Government, and to invite, and accept tenders 
relating to works included in the approveu Detailed Projl!ct 
Report, including variations, if any, in the appre\cu esti-
mates, provided such variations are. not more than 10"" 
for any particular component part and do not substantially 
change the scope of the Project. 

(ii) To authorise the undertakings of works of a capital nature, 
not covered by clause (i) above, if required to be taken up in 
advance of the preparation of a detailed Proj!ct Report or 
otherwise as individual works, subject to the condition that all 
cases involving a capital eXpt'nditure exceeding Rs. 50 lakhs 
shall be refeued to the President for his approval before 
authorisation. 

(2) to pay for any property. rights or privileges acquired by or services 
rendered to the Company either wholly or partially in cash or 
in shares, bonds, debentures or other securities of the Company 
and any slich shares may be issued either as fully paid up or with 
such amount credited as paid up thereon as may be agreed upon: 
and any such bond, debentures or other securities may be either 
specifically charged upto all or any part of the prop'-rty of the 
Company and its uncalled capital or not so charged ; 

(3) to secure the fulfilment of any contract or engagements entered into 
by tht Company by mortgage or charge of all or any of the property 
of the Company and its uncalled capital for the time being or in 
such~othcr manner as they may think fit; 

(4)" to cre ah posts irrespective of pay but other than these again~t 
which appointments are (0 be made by the President and to appoint 
and at their discretion, remove or suspend such managers, financial 
advisers and chief accounts officers, secretaries, officers. clerks, 
agents and servants, for permanent, temporary or special servi-
ces, as they may from time to time, think fit, and to determine 
their powers and duties and to require securities in such instances 
and to such amount as they think fit. Provided that no appoint-
ment in the scale of Rs. 2500--3000 and abbve of persons who have 
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already attained the ap of S8 years from public or private sector. 
shall be made without the prior approval of the President; 

(5) to appoint any person or persons (whether incorporated or not) to' 
accept and hold in trust for the Company. any property belonging 
to the Company or in which it is interesk.d or for any other pur-
poses, and to execute and do all such deeds and things as may be 
requisite in relation to any such trust, and to provide for the re-
muneration of such trustee or trustees: 

(6) to institute, conduct, defend, compound or abandon any It:gal 
proceedings by or against the Company or its officers, or otherwise 
concerning the affairs of the company, and also to compound and 
allow time for payment or satisfaction of any claims or demands. 
by or against the company; 

(7) to refer any claims or demands by or against the Company to arbi-· 
tration and observe and perform the awards; 

(8) to make and give rcCtipt, release, and ·oth. r discharges for money 
payable to tht- Company, and for tht- claims and demands of the 
Company; 

(9) to determine who shall be entitled to sign on the Company's behalf. 
bills, notes, receipts. acceptances, endorsements, cheques, releases. 
contracts and documents; 

(10) from time to time to provide for the management of the affairs 
of the Company outside Bhopal in such manner as they think 
fit. and in particular to appoint any person to bt the attorneys 
or agents of the Company with such powers (including power to 
sub-delegate) and upon such terms as may be thOUght fit; 

(11) to invest in the Reserve Bank oflndia or in such securities as may 
be approved by the President and deal with any of the moneys of 
the Company upon such invt.stments authorised by the Memoran-
dum of Association of the Company (not being sharts in this Com-
pany) and in such manner as they think fit, and from time to time 
to vary or Tt'alise such investments; 

(12) subject to the approval of the President, to give to any person 
employed by the Company a commission on the profits of any 
particular business transaction, or a share in the general profits 
of the Company, and such commission or share of profits shall 
be treated as part of the working expenses of the Company; 

(13) from time to time to make, vary and repeal byelaws for the regula-
tion of the business of the Company. its officers and servants; 

(14) to give, award or allow any bonus, pension, gratuity or compensa-
tion to any employee of the Company, or his widow, children or 
dependents, that may appear to the Directors just or proper, 
whether such employee, his widow, children or dependents have 
or have not a legal claim upon the Company; 
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President, to set aside such portion of the profits of the Company 
as they may think fit, to form a fund to provide for such pensions, 
gratuities or compensations or to create any provident or benefit 
fund in such manner as the Directors may deem fit; 

(16) from time to time and at any time to establish any Local Board 
for managing any of the affairs of the Company in any specified 
locality in India or out oflndja, and to appoint any person to be 
members of such Local Board and to fix their remuneration; 
and from time to time and at any time to delegate to any person 
so appointed any of the powers, authorities and discretion for the 
time being vested in the Directors other than their power to make 
call; and to authorise the members for the time being of any such 
Local Board or any of them, to fill up any vacancies therein and 
to act notwithstanding vacancies, and any such appointment or 
delegation may be made in such terms, and subject to such condi-
tions as the Directors may think fit, and the Directors may at 
any time remove any person so appointed and may annul or vary 
any such delegation; 

(17) to enter into all such negotiations and contracts and rescind 
and vary all such contracts, and execute and do all such acts, 
deeds. and things in the name and on behalf of the Company as 
they may consider expedient for or in relation to any of the 
matters aforesaid or otherwise for the purposes of the Company; 
and 

(18) Subject to the restrictions laid down in Sec. 292 of the Com-
panies Act 1956. to sub-delegate all or any of the powers, autho-
rities and discretion for the time being vested in them, subject 
however, to the ultimate control and authority being retained by 
them. 

I] .5. Under article 85 of the Articles of Association, the Directors 
may, subject to the provisions of Sections 292 and 297 of the Companies 
Act, delegate any of the powers to a Committee consisting of such member 
or members of their body as they think fit and may, from time to time, 
revoke such delegation. Any Committee so formed shall. in the exercise 
of the powers so delegated. conform to any regulations that may be imposed 
on it by the Directors. The proceedings of such a Committee shan be 
placed before the Board of Directors at its next meeting. 

B. OrpnIational Set-u, 

11.6. A Board of Directors presided over by the Chairman manages 
the business of the Heavy Electricals (India) Ltd. The Company has, at 
present a part-time Chairman and a full time Managing Director. 

II. 7. The Managing Director is the Chief Executive of the Company. 
The responsibility in the conduct of business falls on the Chief Executive 
i.e. the Managing Director. 
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11.8. The administration immc<iiately below the Maoasing Director 

CODIiilta of Heads of Departments; ... Chief Engineer, Works Manager. 
Commercial Manager, Financial Ad\liser &, Chiof Accounts Officer, Person-
nel Manager and Secretary. 

11.9. The organisation for the factory departments i.e. Engineering, 
Manufacturing, Commercial had been divided on functional basis so far. 
The co-ordination between the functions like sales, design and manufacturing 
under the respective Heads of the Departments took place at General Mana-
ger's level. 

11.10. This organisational set up has been replaced, on an experi-
mental basis, by a Divisional organisation where main functions of sales, 
engineering and manufacturing for certain product groups are now co-
ordinated at the Divisional Managers level. Under the divisional set-up 
defferent products have been grouped into self-contained units on the princi-
ple of 'profit centres'. The Divisional Managers report to the respective 
Heads of department~. 

11.11. Heavy Electricals (India) Ltd. is engaged in the manufacture 
of a diverse range of heavy electrical equipments in their eight main project 
divisions mentioned below:-
1. Switchgear and Controlgear Division; 
2. Transformer Division; 
3. Capacitor Division; 
4. Traction Motor Division. 
S. Industrial Motor Division; 
6. Large Motors &, Generators Division; 
7. Water Turbine Division; and 
8. Steam Turbine Division. 

The main functions relating to each product i.e. the sales, design and 
manufacture under each Divisional Manager are looked after by Sales Mana-
ger, Chief Product Engineer and Superintendent respectively. 

11.12. The Management informed that the organisational set up 
for the factory departments of HElL i.e. engineering, manufacturing and 
commercial which had been working on functional basis was replaced, on 
experimental basis, by a divisional organisation where main functions of 
sales. engineering and manufacturing for certain product groups were being 
coordinated at Divisional Manager's level. The Committee enquired ho\\ 
far. the reorganised system had been successful and what further changes 
were. contemplated in the light of their experience of this experiment. The 
Management stated in a written reply furnished after the evidence that the 
divisionalised set-up had helped in bringing about better coordination among 
the.drree main technical functions--sales, design and manufacturing. They 
further stated that in the Ught of the experience gained, it might be necessary 
to re-organise the feeder and service division set up. 
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11.~3. The ,Col1?-mi!tee asked .if the Management of the Company 
had studIed the organISational set up'of any comparable enterprise in lndia 
or abroad and if so, how thelr'reorganised system compared with that of the 
comparable enterprise. 

. 11.14. The Management stated that the functional set-up of organisa-
tIOn was recommended by the Consultants originally on the basis of the 
structure in their own organisation. In their company also there had been 
a shift towards a divisional organisation. There was a tendency to decen-
tralise operations. The Management did not study the set up of any com-
parable enterprise, but the scheme was discussed by them with the Consul-
tants. Who had adopted the divisionalised set-up in their own organisa-
tion in the recent years. 

11.1 S. The Committee asked if the Management were satisfied that 
their organisational set-up was conducive to the attainment of the objectives 
for which HE(r)L wa~ set up. The Management Stated that any organisa-
tional set-up should provide for certain flexibility to meet the ,demands of the 
situations arising from time to time. They further added that while the 
present set-up could not be regarded as a permanent and rigid structure, 
it was felt by the management that, by and large, it did meet the needs of the 
present conditions. 

11.16. The Ministry of Industrial Development stated in this respect 
in a written reply that the previous functional pattern of organisation did not 
appear to be conducive to fixing responsibility for achieving output. Apart 
from fixing the responsibility on Managers for all the activities such as sales, 
engineering and manufacture relating to their products the organisational 
pattern on a divisional basis gives the Divisional Managers the feeling of 
belonging and responsibility for all these activities in respect of the products 
in their Division. 

11.17. The Committee note witb satisfaction that the set-up of Hea,'y 
Electricals (India) Ltd. as reorganised on divisiooal basis meets die needs of 
the present conditions and gives the Divisional Managers a feeling of belonging 
and responsibility for all tbe activities in tbeir Divisions and hope tbat this 
system would prove to be more conducive tban tbe functional pattern of organi-
sation for acbieving greater output. The Committee recommend that the 
working of tbe revised organisational set-up should be kept under constant 
review with a view to effecting improvements as may be necessary. 

Recruitment a"d Promotion Po/iey 

IUS. The Committee on Public Undertakings i~ th~ir Twelfth Rc.port 
(1967-68) had pointed out that "accelerated promotIons' had been gIven 
to both technical and non-technical personnel resulting in discontentment 
amongst the employees of HE(I)L. The Committee had recommended 
that the Company's promotion policy should be so framed that there was 
no room for favoured treatment. The Committee had also recommended 
that the Rules in this respect be revised .50 that accelerated promotions 
were not given without cogeRt reasons. Asked as to what was the present 
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recruitment and promotion policy of the Company, the Manaaement stated 
in a written reply that their present recruitment policy was as follows:-

"Recruitment Policy 

J. As a general rule, vacancies caused by normal wastages and addi-
tional requirements are met from existing personnel within the 
organisation by promoting suitable employees; thereby the vacan-
cies are brought down to the lowest cadres and the intake from 
outside is thus restricted to certain fixed levels. In the case of 
non-availability of suitable personnel within the Organisation. 
recruitment from open market is resorted to as explained below:-

2. The principle followed for outside recruitment is in line with the 
relevant provisions in the Employment Exchanges (Compulsory 
Notification of Vacancies) Act. 1959 and the Ministry of Indus-
trial Development, Internal Trade & Company Affairs letter 
No. Pr. C. 14(6)/68 dated 14-8-1968. Accordingly the vacancies 
in posts of technical and scientific nature carrying a basic pay of 
Rs. 210/- or more are notified to the Central Employment Ex-
change, New Delhi and other posts carrying basic pay Il!ss than 
Rs. 210/- as also non-technical and non-scientific posts carrying 
basic salary upto Rs. 500/- p.m. are notified to the Local Employ-
ment Exchange. 

3. Where the Local Employment Exchange IS unable to sponsor 
suitable candidates and the non-availability certific.ate is issued 
by them. the posts are advertised in the preiS within the State. 
In the case of higher posts where the Central Employment Ex-
change (DGET). New Delhi is unable to sponsor suitable candi-
dates. they issue non-availability certificate and the posts are then 
advertised on All India basis. In the case of technical/managerial 
posts, the Scientists Pool (CSIR) as well as BPE (Ministry of 
Finance) are also requested to sponsor suitable candidates. 

~. Candidates sponsored in the above manrer are interviewed by duly 
constituted Selection Committees set up by the Company which 
invariably include a representative of the State Government. 
At levels of posts carrying a pay scale of Rs. 450-1075/- and above, 
the Selection Board is presided over by a retired member of the 
UPSC and includes another senior technical member from out-
side, a member of the MP State Public Service Commission and 
is assisted by technical advisors from the Company." 

11.l9. Regarding their promotion policy. the Heavy Electricals (India) 
Ltd. bave stated as fo])ows:-

"Promotion Rules for all categories of employees have been framed and 
incorporated in the Service Rules/Standing Orders of the Com-
pany. The promotion Rules were modelled on the basis of draft 
rules circulated by the Ministry of Industrial Development, Govern-
ment of India. The. promotions are based upon the vacancies 
in the c.adre and on the basis of actual requirentent. However, 
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in certain cases promotions have been made to satisfy the career 
development ambitions of some categories of employees, where 
employees have stayed in a grade for cor-aiderable periods and are 
not only eligible but have also been found suitable by duly consti-
tuted ~Icction Committees for higher posts. A review of the 
prom';ltlon policy has been undertaken and detailed promotion 
rules m respect of officers cadres are at present under the consi-
deration of the Board of Directors. The Management has also 
appointed a Committee of Senior Officers of the Company to 
re.vi~w the promotion policy of ~mployees ~Iow officer's level. 
wlthm the framework of the eXlstmg ServIce Rules/Standing 
Orders." 

11.20. In reply to another question the Management stated in a 
written reply that no accelerated promotions were given to technical or 
non-technIcal staff. A minimum period of service in the lower grade was 
insisted upon before a person was considered eligible for promotion to the 
higher grade. The minimum qualifying service for promotion to the next 
higher grade was 2 years in the case of some categories and three years in 
some others. 

11.21. They further stated that promotions were based on merit and 
selection was made through Departmental Promotion Committees and not 
on the principle of seniority alone. Hence promotions were neither 'inturn' 
nor "out of turn". 

11.22. The Management informed that in certain cases promotions 
had to be made to satisfy the career ambition of employees who had stayed 
in a grade for a considerable period and were qualified for hi$her posts. 
The Committee enquired what special provisions had been made In the pro-
motion rules to create avenues for promotions for different grades of em-
ployees with particular reference to satisfy the career ambitions of meri-
torious employees. The Committee further asked whether any represen-
tations were received in cases where promotees superseded seme senior 
employees and if so, how such representations were disposed of. 

11:23 The Management stated in a written reply that Promotions 
were not based solely on the seniority but on merit-senioriry being one of 
the factors considered. Hence for meritorious employees better opportu-
nities for promotions were in-built in the promotion rules and policy. How-
ever, the problem of career advancement for the large majority as the organi-
sation became old got highlighted due to the following factors:-

(i) That recruitment was done in large batches more or less at the 
same time; 

(ii) That the qualifications/training and age group of the employees 
was about the same. 

(iii) That tbe development of skills or experience was equal. 

11.24. The problem of J»:omotion of employees had therefore, bceome 
difficult as the vacancies in higher cadre were few, whereas the nurnbe r of 
eligible persons who were also suitable was disproportionately large. 
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, 11.25. The MaDll'rneat further state d ia., this respect lut i n order 
to dear the stagnation -of the eqr,ployees in a ICaIe for .want of promotion 
opportUlliticli" po8tll ,havo sometimes to be upgradod to satisfy the career 
development ambitions of some oatcsories ofomployees, although no such 
~nsideratioA is generally Jiven to indiyiduaJ cases. 

11.26. They also stated in this respect as follows:-
"The promotibn rules laid down under the standing Orders and the 

Service Rules provide promotions to be made for fiUing up of 
vacanties. No special provisions have been made so far in pro-
motion rules to satisfy the career ambition of meritorious emp-
ployees. However. since the system of promotion is based on 
merits selection and not on serniority the meritorious employees 
get quicker chances of promotion as compared to the average 
employees by reason of their outstanding performance." 

11.27. The Management further mentioned that the scheme and rules 
for promotion contemplate ~electiol1 based on merit and performance seniority 
being only one of the factors. In a sense, theref8re, it can be said that all 
promotions have gone to meritorious employees. But promotions have 
generally been against accepted vacancies and not merely for the sake of 
providing career advancement to a few exclusively picked meritorious 
employees . 

. 1l.28. The problem in fact is of the average employees·staying long 
in a grade as posts at higher levels are limited. Posts have had to be up-
graded or monetary incentives provided to remedy this situation for some 
categories of eraployees, such as Graduate Engineers/Assistant Foreman 

\ Grade-I. B. Grade Artisans, L.D.Cs. etc. 
Total number of promotions in all the categories that they /lave taken 

place during the last 3 years are as under:-
1968-69 
19~0 

1970-71 

939 
1,690 
1,781 

11.29. The number 0 f posts upgraded/monetary incentives provided 
to employees during the last 3 years are as under:-

No. of posts upgraded . 
No. 0 f employees provided monetary in-

centives by way of special pay . 

1968-69 

55 

Years 

1969-70 1970-71 

323 651 

232 66 

11.30. Explaining the basis on which the promotions were made 
on the basis of merit and not on seniority. except in case of LDC to UDC. 
Whenever selectiol18 were held. left ewers of the earlier selections were also 
considered and promoted on merit. Even the career development promo-
tions wc,re based on merit. 



149 

11.31. Thus employees who stayed lemg in It grade did not get pro-
motions/incentives merely on the basis of seniority but such benefits were 
merit based. 

11.32. Since promotions were not based on seniority, the concept of 
supersessions was not appliclble in the scheme of their promotion. Hence 
it was not possible to furnish the information about the number of cases of 
supersessions. According to Audit, a Memorandum laying down the 
appointment and promotio:l policy to be followed in regard to officers was 
put up to the Board of Directors in the 107th meetiag held on 21-1-1969 
but that item was referred by the Board of Directors to the sub-Committee 
in the 121st meeting held on 16-3-1971 after a period of more than two years 
and the matter is still pending finalisation. 

11.33. However, in the case of promotions from L.D.Cs to V.D.Cs, 
where promotions were made by seniority-cum-suitability basis, there had 
been 14 cases of 5upresessions during the last 3 years . 

• ,j 

11.34. Since the c.onc:pt of supersessions was not applicable in the 
scheme of their promotion, which were merit based. represe Iltations 0 f 
supersessions had no relevan~, thoJgh they w.!re received and dealt wit h 
accordingly. 

11.35. lbe Committee undentand tbat a Memorandum laying down 
the appointment and promotion policy to be followed in regard to officen 
was put up to tbe Board of Directon in tbe 107tb meeting held on' 21-1-1969 
but that item was refened by tbe Board of Directon to the sub-Committee 
in tbe 121st meeting held on 16-3-1971 i.e. after a period of more than two 

'years and tbat the matter is still pending finalisation. lbe Committee 
feel that an important :matter atrectlng appointment and promotion policies 
should have been handled witb promptitude. 

11.36. The Committee have made horizontal studies on Personnel 
PoUcies and Labour Management Relation in Public Undertakings. In 
tbis connection, the Committee had occasion to have tbe evidence of Cbair-
man/Managing Director of Heavy Electricals Limited, Bhopal. Based 
on tbe evidence and otber relevant information available to them, the Com-
mittee bave made concrete· suggestions in tbe matter of recruitment, pro-
motion, confirmation, training, redressal of grievances of workmen etc. lbe 
Committee bave no doubt that if these recommendations are implemented 
in letter and spirit, tbe relations between the management and tbe employeeS 
are bound to improve. 

C. Staff Strength 

11.37. The Heavy Electricals (India) Ltd. was bifurcated on and from 
17th November, 1964 and a new Company under the name and style of Bharat 
Heavy Electricals Ltd., New Delhi was formed to take over the management 
of the 3 units of Heavy Electricals (India) Ltd. at Hardwar, Hyderabad and 
Tiruchirapalli. 
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11.38. The total permanent ,taft' on the pay roDs of I;IEIL as on 
31st March. 1966 was as liven below:-

(0) Engineers 

(b) Technicians (including supervisers, skilled/semi-skilled 
Artisans etc.) . • . . . . . 

(c) Non-technical (Industrial unskilled workers) . 

(d) Administrative and others (including security, Medical, 
canteen and store-keeping staff) 

TOTAL 

840 

7.159 

1,222 

4,006 

13,227 

11.39. The total regular staft' on the pay rolls of the Company as on 
31 st March, 1971 alongwith the comparative position as on 31 st March, 1970 
is indicated below: __ 

As on 
Description 31-3-1971 31-3-1970 

A. Facto,." Depa,.tments : 

1. Senior Supervisory (Officers in the scale of Rs. 775-1,375/-
aad above . 

2. Junior Supervisory (other and including foremea. asaistant 
foremen down to charaehands and equivatents) • • 

3. Skilled, semi-skilled artisans and draughtsmen . 

4. Unskilled workera on Production and Maintenance work . 

5. Production Clerks, Cost Accounting and Stores Keeping 
staff, canteen workers etc. 

6. Security Staff 

11. Non-Facto,.y Departments: 

]. Staff in Administrative Departments like Personnel. 
Accounts (Finance), Secretariat etc. 

2. Staff in Township (Civil and Electrical Maintenance) and 
Medical . . . . . . . . . 

TOTAL • 

311 291 

J,972 1,884 

7,503 7,174 

1,968 2,080 

1,573 1.621 

432 418 

887 867 

1,199 1,169 

15,845 15,504 

11.40. It is clear from the figures given above that there has been about 
19.8 % increase in the staff strength of the Company during the last 6 years. 
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D. Incendve Scheme 
11.41. The Committee enquired whether the compay had formulated 

any incentive scheme for its staff and if so. what were its salient features. 
The Management stated in a written reply that the scheme was introduced in 
March. 1965 and it was progressively extended to 82 Sections in 20 different 
divisions in the factory covering a total number of 6657 workers. 

"Under the scheme. Allowed times are set for the various operations 
for an operator working at a normal pace. The time taken by 
the operators for the operations are recorded on the job cards 
and efficiency on each complete job is measured as follows:-

Allowed time X 100". 
Efficiency percentage 

Actual time taken 

11.42. The total earnings of the operator under the present scheme 
comprise of:-

(i) Guaranteed Time Rate.-Guaranteed time rate of the operator is 
paid on monthly basis. Incentive Bonus earned will be in addi-
tion to his guaranteed time rate. 

(ii) Craft Bonus.-The Operator who has not reached the 6th year 
rate in his present grade will be paid a craft bonus to bring his 
earnings upto the craft rate, which is the rate at the 6th year of the 
scale. This will be enabling an operator to achieve craft rate by 
demonstrating his proficiency on the job, irrespective of his length 
of service. The craft bonus is paid on the ~ours worked on any 
job in which the efficiency is 50 % or above and remains constant 
for efficiencies above 50%. 

(Iii) Efficiency Bonus.-In order to encourage the operator to increase 
hiS efficiency above SO %, an efficiency bonus is paid in addition 
to the craft bonus. The efficiency bonus is related to the efficiency 
achieved at SO (0 and above and correspondingly increases with 
increase in efficiency. 

(il') Participation.-The scheme is applied to direct productive and 
ancillary workers. Direct productive workers are such workers 
who are engaged in operations for which allowed times have been 
established. Ancillary workers are such workers whose contri-
bution to production is essential but norms of performance cannot 
be set accurately at present. 

(v) Production Drive Bonus 1971-72.-There is a Production Bonus 
Scheme which is operative from 1st October, 1971 tQ the end of 
the 31st March, 1972. the salient features of which are as under:-
Achievement of 95% of the annual targetted output or beyond 

will be considered for awarding the Production Drive Bonus. 
Employees who are connected with production activities will 

participate in this drive. 
There will be ceiling of Rs. 100/- for the maximum reward to any 

individual. 
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The rewards will be' eXptessed asa percentage of basic salary plus 
,D..A.. forthl month of March, 1972 and pc~ntage will be 

.bet'foleeD 15% to 25% as given below:-
-------_.--... -_._------...,--_.----- .,--------

j. 
PerCentage of annual ta-rget Rewards as 'per para 

4 of the Circular ---_ ... ' __ ._0_- ,_-.. --__ ... ~ ______ ... ___ ._. ___ ...... _ ... __ . __ '. __ ' ___ _ 
95-100 

101 
102 
]03 
104 
105 

15% 
17% 
19% 
21% 
23% 
25% 

11.43. All types of leave upto 10 days during the entire period of 
production .drive may be allowed without any reduction of reward. There-
after deductions will be made. There will be pro-rata reduction for over-
time work also. . 

, . 
I 1.44. In additioa t~re Ii a purchase drive bonus scheme which follow 

mainly the Production Bonus< Scheme in its features. 
r Such II Production Drive Bonus Scheme existed also during the years 

1969-70 .aod 197~71." 

Labour Indiscipline 

l1.4S. The Management informedin 1970 that the overall disciplinary 
position in the factory had been far from satisfactory and that the individual 
discipline was aLa very low ebb. The Committee asked what steps were 
taken by the Matiiscment to improve the individual discipline indicated that 
the Management had failed to provide responsive leadership to the workers 
and create motivation among them for better output. 

11.46 .. ' The Management stated in a written reply that discipline suffered 
due to successive agitations and various types of coercive methods adopted 
by a multiplicity of unions in the earlier years. 

11.47. The Management intimated the following measures which they 
took to improve discipline:-

(i) Improving control and supervision of work by the supervisory 
staff. Managing Director. has himself held a series of meetings 
with supervisory staff and officers to impress upon them the need 
for maintaining strict discipline and assuring them of full support 
of the management in this task. 

(ii) Direct discussion of worker's problems and seeking their co-
operation in Joint Production Committees at divisional and Plant 
levels and imparting to the workers a sense of participation and 
belonging. , 

J 
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(i;;) Quick redressal of workers' grievances through Grievance Com-
. mittecs. 

(iv) Associating worker's representatives with management in various 
Committees of administration such as those for 1I0spital, for 
Canteens and for the Township Housing etc. 

(v) Arranging quarterly meetings of worker's representatives with the 
MD and all HODs of the Company for providing a forum for 
free discussion of any important issues including those concerning 
discipline. 

(l'i) Strict checking at the factory and block gates by the Security 
staff. 

(vii) Gradual reduction and denial of "All Passes" to members of 
unrecognised unions to restrict loitering aU over the facto~ 
Restricting the number of such passes even for the Representative. 
Union. 

(viii) Firm disciplinary action against those guilty of indiscipline. Eight 
workers have been terminated during 1970-71 on such charges. 
Such deterrant action has had a salutory effect. 

(ix) Management courses for various levels of officers and supervisors 
have been conducted to give them a better working knowledge 
of their functions and management techniques to enable them to 
do their work relating -to their respective levels mor~ effectively. 
These courses have proved useful in giving the concerned staff 
a better knowledge of their functions as a part of management. 

11.48. The Management did not agree that they failed to provide 
responsive leadership and create motivation for better output. They stated 
that in fact, the Management had been doing all it could to create motivati~ 
among the workers by personal contact, the Incentive Scheme and the pro-
vision of avenues of promotions etc. Some of the measures adopted for 
securing better responge and co-operation from the employees are listed 
above. The Main reason for labour trouble had been the rivalry not only 
between various unions but also within the unions themselves. 

11.49. The Committee enquired if any procedure had been adopted 
to redress grievances of the workers and whether labour unions had accepted 
that procedure. 

11.50. The Mana~ement stated in a written reply that a grievance 
procedure based on the lines of model grievance procedure laid down under 
the Code of Disciplin had been adopted in the Undertaking for the redressal 
of the grievances of the employees, by an agreement with the Representative 
Union since 1963. 

11.51. They further stated that the grievance procedure had been 
established by an agreement with the eRprescntative Union under the Madhya 
pradesh Industrial Relations Act and is accepted by all employee~. 

SLLSJ72-11 
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11.52. The Management also informed that the procedure provided 
for quick redressal of grievances and in the meetings of the Grievance Com-
mittees the worker's representatives had a chance of free expression of their 
viewpoint. The procedure helped in settling most issues to the satisfaetion 
of the employees and in cases where they were not satisfied they got a better 
appreciation of the Management's point of view. The functioning of the 
Grievance Committees helped to create better mutual understanding and 
was useful in encouraging Co-operation. 

U.S3. The Committee note that tbe grievance procedure baled on tbe 
lioes of Model Grievance Procedure laid down under the Code of DiIclpliae is 
beiDg followed by tbe HEL for tbe redressal of grievances of the employees. 

The Committee would suggest that Supervlaors/Maoagers should also be 
given tniuing to bandle the grievances aDd to dispose them of effectively and 
IlIdIIdeat delegation of autborlty should be given to them to deal with the grie-
Vances promptly. 
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OONCLUSION 
12.1. The Heavy Electricals Ondia) Limited was formed on 29th 

August, 1956 with the collaboration of MIs. Associated Electrical Industries 
of U.K. for the manufacture of the Heavy Electrical Equipment such as 
hydraulic turbines, switchgears, transformers, controlgears, static capac itors 
etc. The tbree factories viz. (I) Heavy Electricals Plant at Ranipur, Hardwal.! 
(2) Heavy Power EQuipment Plant at Ramachandrapuram, Hyderabad and 
,(3) High Pressure Boiler Plant at TiruchirapalIi, Tamilnadu; which were 
started some time in ] 962-63 were also being managed by the Company 
till November, 1964. Due to increase in the activities onhe Heavy Electri-
cals (India) Limited at BhopaJ, these Units were transferred with eflect 
from 17th November, 1964 to a newly formed Company viz Bharat Heavy 
ElectricaJs Limited, New Delhi. The Heavy Electricals (India) Ltd. is wholly 
owned by the Central Government and bas an authorised capital of Rs. SO 
crores. 

12.2. Tbe Committee note that out of 30 sets of designs/drawings 
obtained under the main Agreement from the Associated ElectricaJ Indus-
tries, the Undertaking have been able to adapt 15 of them for manufacture 
pf turbines indigenously. 

12.3. The Committee suggest that Heavy ElectricaJs nndia) Ltd. 
-should make full use of design drawings already available under tbe Main 
Agreement from the Associated Electric Industries in order to adapt and 
improve upon them to suit the requirements of new hydraulic turbines/ 
equipment to be manufactured by the undertaking. The Committee consi-
der that wherever it is not found feasible after careful consideration to make 
use of tbe drawing designs available with the Associated Electrical Industries 
under the Main Agreement then a considered prc posaJ to purcbase the draw-
ing design from t1 e English Electric Company may be brought forward 
before the Board of Directors and their prior approval taken before incurring 
additionaJ expendit~. 

12.4. The Committee regret to note that delay of about two years 
occurred in sanctioning the Revised Project Estimates of the undertaking. 
The Committee recommend that Government should lay down clear guide-
lines in the matter and that the procedure for prcwessinp the revised estimates 
should be streamlined with a view to finalising them and communicating 
the orders without loss of time. The Committee need hardly point out that 
while examining such upward revision of estimtes, Government should go 
into its impact on the economics of production. 

12.5. Taking into account the likely demand for ten 120 MW sets 
of steam turbines in the country during the period of S years i.e. from 1966-67 
to 1970-71 as indicated by the Government of . ndia and Planning Commis-
.ion, the Government of India sanctioned a "steam Turbine Expansion 

ISS 
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Project" in 1963 at an es~imated cost of Rs. 997.87 lakhs (revised to Rs. 
1,465lakhs in March. 1968) with an output of a maximum of seven ~ts 
at the rate aggregati 19 600 MW p~r annum. The fisrt set of 120 MW turbine 
was imported and deliver.!d straight away to the customer by 31st March. 
1969. The order for other 4 sets were received between March. 1968 and 
August, 1969. The Committee ar.! surprised that the orders for tbe manufac-
ture and supply of tbe Steam Turbines were not received by the Heavy 
Electricals (India) Ltd. in accordance with the indications given by the Plan-
ning Commission and the Government of India in 1963. The Committee, 
therefore. recommend tbat a relistic demand analysis should always be worked 
out before embarking on projuction or an expansion programme . 

. ~"" 
12.6. The Committee are surprised that on the one hand there is short-

age of power in most parts of the country and on the other hand there is lack 
offirm orders on the Undertaking for mal1ufacture of generators and turbines. 
The Committee are. therefore. of the opinion that there is urgent need for 
integrated planning and coordinated e~e~ution. . 

12.7. The Committee find that the "Supplementary Project Report'~ 
prepared by the Con'Jultants did not contain ar:y profitability study. This 
profitability study was made only in March, 1968 i.e. after a lapse of a period 
of about 5 years. The Committee are distressed to note that completion of 
the project has lagged behind and delivo!ry sch'~dule drawn up by the Mamge· 
'ment even for those sets for which firm orders were received. had not b~n 
kept up. The Committee r~ommend tbat the management of Heavy 
Electricals (In:1ia) Ltd. should take advantage of modeTtl management 
techniques like Programm~ Evaluation Revi~w Technique (PERT) to guard 
against the usual inadequacies and pit falls in the matter of ensuring adherence 
to delivery schedules. . i . 

12.8. The Committee note that according to the indications given b? 
the Management to the Government of India in August, 1969 the value of 
materials and component5 ordered till then for manufacture of st~m turbines 
was about Rs. 17 crores. The Committee are, therefore. of the view that 
Management of Heavy Electricals (India) Ltd. should not have ordered for 
major components so much in advance of firm orders and allowed its souse 
reiour.::es h be so blocked leading to avoidable burden on account of pay-
ment 0 f interest. Tn..! Committee recommend that infuture the Manage-
ment of Heavy Electricals (India) Ltd. should so pla.n itsdeve}opment 
of pN-production that the facilities created for the purpose do n()t remain 
unutilised and their cap:tal does not remain stuck up for long periods. The 
Committee are of the view that advance planning for acquiring components 
and parts would have served larger interests of the country had tbere been 
integrated planning in related spheres. 

12.9. The Committee note that the original Detail.!d Project Report 
as submitted by the Consultants in the year 1956 had envisaged an annuat 
outpyt of R,. 12.5 crores on single shift basis. In April, 1966, the Manage-
ment e!>timated that on attainment of the full rated capacity the valllC of pro-
duction would be Rs. 33.65 crores. No time bound programmes for gra-
dually achieving the capacity from year to year was drawn up nor was any 
indication as to the number of years required for achieving full planned out-
put made. Only in 1967-68 the Company indicated the installed capacity 
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for the first time. It is unfortunate that the Management of Heavy Electri-
cals (India) Ud. had been fixing targets,ofproduction much below the installed 
capacity.' The performance of actual production haiteflwide gaps because 
the actual production feU short of even the targets fixed 'by the Management 
itself. 

12.10. The Committee recommend that reasons for, .bing target, 
below the installed capacity and the actual production being'ibls than even 
those targets should be probed ioto by Government to ensure better per-
formance in future. 

12.1l. The Committee were informed that the main bottleneck in 
ensuring timeLy manufaoture of turbines was delay on the part of foreign 
and indigenOUs sup.pJiers in supplying castings and forgings and special 
types of bearings required for the manufacture of turbines or supply of defec-
tive castings and forgings which had to be got rectified. The Committee 
observed that there was lack of foresight and coordination between the vari-
ous departments and Government sectors which were responsible for such 
delayed deliveries. The Committee. therefore~ recommand that Govern-
ment should provide all assistance to indigenobs suppliers to develop their 
capacity to manufacture such important parts like forgin!S. castings and 
even bearings which are essential products in the manufacture of power 
equipment so vital for the achievement of the Power Plan. The Committee 
also recommend that Government may consider the feasibility of obtaining 
castings and forgings of required specifications from;other public under-
takings liketbe H.B.C. 

12.12. The Committee find that the completion of 6 Hydro Projects 
and 3 Thonnal Projects in the country has either been delayed or would be 
delayed due to non-adherence of delivery schedules by the Heavy Electricals 
(India) Ltd. and consequently generation of nearly 1425 MW of power has 
been shifted back. The Committee regret to note that the latest revised 
delivery schedules indicated in June, 1971 is likely to slipback further in 
some cases. It need hardly be pointed out that sueh delays have affected the 
growth of industrial productibn and investment both in the public and pri-
vate sectors besides baving other implications. like putting the Oompany to 
a financial loss due to payments of penalities to the customers under the penal-
ty clause. confidence of the customer being shaken by not getting timely 
supply of the equipment affectipg the order position., The Committee, 
therefore, emphasise the need for advance planning and closer Coordination 
between the manufacturing units and Electricity authorities and ,recommend 
that the Government and the Board of Directors of Heavy Electricals (India) 
Ltd. should keep a special watch on the progress made by the Company from 
month to month, identify the causes of delay and take remedial measures 
without del$.Y. 

12.13. The Committee also recommend that since Heavy Electricals 
(India) Ltd .. is engaged ih manufacturing heavy equipment for the power 
generating projects under the administrative control of Ministry of Irrj~a­
tion and Power. Government may consider the advisability of transferrIng 
the administrative control of the Undertaking from the Ministry of Indus-
trial Development to the Ministry of Irrigation and Power which is respon-
sible for generation, transmission and development of power in the country. 
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12.14. The Committee find that expenditure incurred on'rcctificati,?n 
and replacement' of defective works has increased from Rs. 3.25 lakhs 10 
1966-67 to Rs. S. 791akhl in 1970-71, a rise of about 76 per cent. The Com-
mittee find that the castings and forgings are accepted by Heavy Electricals 
(India) Ltd. on "visual inspections" only and when the top surf~ 
of it is scrapped, it is only then that some times defects came to notIce. 
The Committee recommend that the possibili~y of use of these modern de-
vices like X-Ray machines and ultra Sonic Detectors for detection of defects 
in the castings and forgings should be explored further in consultation with 
other public undertakings who use castings and forgings. 

12.15. The Committee note that percentage of 'idle time' in Heavy 
Electricals (India) Ltd. to total direct wages as booked had been ranging 
between 16.0 to 19.8. Absence of work and material· accounted for roughly 
73% of the total idle time. The Committee find that idle time is occasioned 
in specific areas due to imbalance in the work-flow. The Committee recom-
mend that work scheduling should be planned on a realistic basis and planning 
and product control machinery in the Heavy Electricals (India) Ltd. should 
be geared up so as to minimise idletime. It is hard to understand much 
less justify that an undertaking like Heavy Electricals (India) Ltd. which is 
unable to conform to its delivery schedules should have idle time as high as 
20 per cent. 

12. 16 The Committee regret to note that despite the observations 
of the Bureau of Public Enterprises about the utility of introduction of the 
composite machine hour rate, Heavy Electricals (India) Ltd. have not thought 
of introducing machine hour utilisation system. This system should be 
introduced without further loss of time because it will enable the management 
to gauge the extent of under utilisation of machines and explore the possibi-
lity of undertatings jobs for others. Government should take an early 
decision on whether or not Heavy Electricals (India) Ltd. should go in for 
a computer. 

12.17. The Committee note that the ratio of workers per junior super-
visor was about 18.7. The present ratio at the shop ftoor is stated to be 
11 .2 workers per junior supervisor taking into account junior officers as 
part of junior supervisory staff to workers. The Committee also note that 
the ratio of workers to "first line supervisors" was 14.4 : 1. 

The Committee recommend that Government/Management may 
consider fixing suitable and realistic norms for supervisors workers ratio on 
the shop ftoor at different levels. if necessary with the assistance of Manage-
ment experts and issue instructions for adhering to such norms. 

]2.18. The Committee note that as on 30th September, 1971. the 
Heavy Electricals (India) Ltd. had orders of the value of Rs. 222.45 crores 
and that the delivery was due during the next five years. Most of the custo-
mers who place orders with Heavy Electricals (India) Ltd. are organiiations 
in public sector. The Committee do not, therefore, see why it should be 
difficult for the Management of the Company and Government to embark. 
upon an integrated and detailed planning to ensure that Heavy Electricals 
(India) Ltd. have. at all times, orders for execution from 3 to 5 years which 
would in turn ensure efficient production in the undertaking. 
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12.19. The Committee also strongly recommend that all out efforts 
should be made both by the Management and Government to attract more 
orders from other countries and thereby increase exports. 

12.20. The Committee recommend that HE(I)L should evolve their 
pricing policy in such a way that prices fixed by negotiations with the custo-
mer are equitable and as far as possible are not more than the landed cost 
of comparable imported equipment following more or less similar design 
philosophy. The Committee recommand that some guidelines should be 
issued to the Commercial Department to ensure that the selling prices of 
products in the competitive range are not unduly below the cost of production. 
The Committee would stress the need for improving efficiency, increasing 
output and effecting economy so that the prices charged by Heavy Electricals 
for various products compare favourably with the internal price obtaining 
in exporting countries in respect of particutar product. 

12.21. As there is considerable scope for its products in developing 
countries, the Committee recommend that the Company should explore all 
possible means of expanding its export trade for their standard products in 
order to utilise full capacity of the Plant. 

12.22. The Committee find that there was no specific provision in tbe 
Project Report for activising self-reliance by developing indigenous substitu-
tion for imported raw materials and components. The Committee note that 
though a separate cell was set up for import substitution by the Company 
with effect from the 27th November, 1965, the performance of the Company 
during the last five years i.e. from 1966-67 to 1970-71 towards import subS-
tution had been rather disappointing. While the Company has been fixing 
increasing targets for import substitution the percentage of achievement has 
actually shown downward trend. Urgent steps should also be taken to 
standardise and improve the quality of the products of Indian Manufacturers 
so that these are readily accepted by the customers. The Committee suggest 
that assistance of Research Institutions in the country should be taken in 
developing indigenous substitution for items of raw materials and compo-
nents in order to achieve self-reliance. 

The Committee also recommend that Government should chalk out a 
time-bound programme for achieving indigenous production of items which 
are being imported at present. 

12.23. The Committee recommend that endeavours should be made 
to place the existing Cost 1 nvestigation System on a more systamatic and 
Scientific footing not only in respect of the established products of the Com-
pany but also each item of manufacture. 

12.24. The Committee find that the inventory in the Company was 
very heavy due to lack of effective coordination between different indentors 
of the Company resulting in repeated indents for the same materials. The 
Committee are perplexed at the paradoxical position that while on the one 
hand the Company had heavy inventory and surplus store on the other hand 
there was delay in the manufacture for want of raw materials. 
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12.25. The Committee note that while the supply of 1'500 MT eRGO 
Steel Grade 46 ordered with the foreign firms was under execution, the Pro-
duction Planning Department (Transfonner Division) of the Company found 
that the stocks already with the Company were in excess of their immediate 
requirements. The Committee also note that 300 MT of this steel was sold 
on 1st May, 1969 to Mis Guest Keen Williams of Bombay who were experienc-
ing difficulty in the procurement of that steel, and this resulted in short realisa-
tion amounting to Rs. 3.64,350. Subsequently the Company procured 650 
tonnes of the same Grade CRGO steel at approximately £20 per MT more 
than the previous price order for which was placed on 14-12-70. The Com-
mittee observe that Heavy Electricals (India) Ltd. had not only to pay 
£13,000 (Rs. 2,34.000) extra for the same grade of steel which they had sold 
earlJer but had also to forego the benefit of import licence to that extent. 
The Committee are some-what intrigued by the unusual concern shown by 
the Heavy Electricals in reducing their inventory in this particular scarce 
material i.e. CRGO Steel grade 46 and that too in favour of a private party. 
If thert: was an anxiety to reduce the inventory in steel for this particular 
grade, it would have been better for the Undertaking to exchange it with 
steel of the requisite quality from another sister Public Undertaking or by 
disposing it of the to another Public Undertaking. The Committee feel that 
Government should issue suitable instructions to ensure that transaction of 
this nature, partic~tarly in scarce and imported raw-materials do not recur. 

12.26. The Committee recommend that selling prices for resale of 
machinery and equipment purchased should be settled in advance to obviate 
misunderstanding and long drawn out correspondence. The Committee 
also recommend that every endeavour should be made to improve the real 
output of the Company. 

12.27. The Committee note that from the estimates made in September. 
1969, Heavy Electricals (India) Ltd., are expected to break-even in the year 
1973-74 at an output of the value of Rs. 52. 19 crores. Only after 3 months 
i.e. in December, 1969 while preparing the revised estimates for 1969-70 
and budget estimates for 1970-71 the Management felt that the profitability 
study made in September, 1969 would not come up. 

The Committee are of the view that the Management should have made 
the profitability studies on realistic basis. The Committee desire that 
the Management and Government should spare no efforts to ensure that 
the break even level of production of Rs. 61 crores is reached by 1973-74. 

12.28. The Committee have no doubt that if their recommendations 
in the "Report on Personnel Policies and Labour Management Relations 
in Public Undertakings" are implemented. the relations between the manage-
ment and the employees are bound to improve. 

NEW DELHI; 
April 26, 1972 

Vaisakha 6. 1894 (S) 

M. B. RANA, 
Chairman, 

Committee on Public Undtrtakings. 
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Year 

1963 

1964-65 

1966 

1967 

1968 

1968 

1968 

1969-70 

1969-70 

1969-70 

1969-70 

1969-70 

1970-71 

1970-71 

1970-71 

1970-71 

1970-71 

APPENDIX II 

(Vide Para 7.4) 

Overseas Exhibitions and Trade Fairs participated in by Heavy 
Eleclricau (I) Ltd. during 1963-71 

Country Orsaaised by Extent of participation 

Moscow Govl. of India Products, photographs and 
(USSR) charts etc. 
New-York -do- -do-
(USA) 
Bangkok -do- -do-
(Thailand) 
Montreal -do- -do-
(Canada) 
Lima -do- -do-
(Peru) 
Baghdad Intfian Council of Trade FaiR -do-
(Iraq) and Exhibitions. .. 
Khartoun -do- -do-
(Sudan) 
Colombo Govt. ofJndia -do-
(Ceylon) . 
Djakarta -do- -do-
(Indonesia) 
Tehran -do- -do-
(Iran) 

ZalI'eb Indian Council of Trade Only Mica "products. and' 
(Yugoslavia) Fairs and Exhibitions. photography. 
Bagota 
(Br. Columbia) 

Govt. of India Photographs only. 

Singapur &. Kuala -do- Products, photographs and' 
Lampur charts otc. 
(Malaysia) 
Djalearta 
(Indonesia) 

-do- -do-

Cairo 1 (UAR) 
~ 

Indian Council of Trade -do-
Damascus Fairs and Exhibitions. 
(Syria) J 
Izmir Govt. of India -do-
(Turkoy) 

-' -~ --...... --.-.-- -------~ .. " 
. ____ .0. _______ 
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SI. 
No. 

1 

APPENDIX m 
Summary of Conclusions/Recommendations contained in the Report 

Reference 
to 

Para 
No. 

of the 
Report 

2 

Summary of Conclusions/Recommendations 

3 

I. 2. 16 The Twelfth Report of the Committee on Public Undertakings 
(4th Lok Sabha) which was presented to Parliament on lrd 
April, 1968, the Committee had pointed out that some pro-
visions of the agreements overlapped and some clauses of 
the Subsidiary Agreements were repugnant to the provisions 
of the main Agreements. The Committee regret to note 
that Government took more than a year to appoint a 
Departmental Committee to examine the matter. The 
Committee are also surprised that though the Departmental 
Committee submitted its Report to Government in January 
1971, the Government took one more year to take 
a decision on the report of the Departmental Com-
mittee. The Committee feel that an important matter 
like this could have been handled by Government with 
greater expedition. The Committee expect that such de-
lays will not occur in future. 

2. 2.35 The Committee need hardly point out that if there are no 
standardised equipments and designs for hydro-electric 
turbines then the Main Agreement with Collaborators 
(Associated Electrical Industries) should have been worded 
suitably to bring out the intention precisely and in unam-
biguous terms. 

The Committee note that out of 30 sets of designs/drawings 
obtained under the main Agreement from the Associated 
Electrical Industries, the Undertaking have been able to 
adapt 15 of them for manufacture of turbines indigenously. 

The Committee suggest that Heavy Electricals (India) Ltd. 
should make full use of design drawings already available 
under the Main Agreement from the Associated Electrical 
Industries in order to adapt and improve upon them to 
suit the requirements of new hydraulic turbines/equipment 

166 
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to be manufactured by the undertaking. The Committee 
consider that wherever it is not found feasible after care-
ful consideration to make use of the drawing designs avai-
lable with the Associated Electrical Industries under the 
Main Agreement then a considered proposal to 
purchase the drawina desgin from the English Electric 
Company may be brought forward before the Board of 

~ Directors and their prior approval taken before incurring 
additional expenditure. The Committee need hardly 
point out that this course of action would ensure that proper 
record of the decision taken to incur additional expenditure 
would be available for future reference and use. 

3. 3.8 Time is the essence of success of any Commercial Undertaking. 
The Committee regret to note that delay of about two years 
occurored in sanctioning the Revised Project Estimates of 
the undertaking. The Management of Heavy Electricals 
(India) Ltd. took more than a year to approach Govern-
ment for sanction of the revised project estimates of Rs. 
6,110.61 lakhs after they were approved by the Board of 
Directors of the Company and the Government took another 
ten months to accord their sanction to the above-mentioned 
revised estimates. During evidence it was conceded that 
Government should have taken much less time. The 
Committee are convinced that both the Management and 
Government had taken more time than what was warrant-
ed. The Committee are surprised that the Project Estimates 
were revised five times. The Committee recommend that 
Government should lay down clear guidelines in the matter 
and that the procedure for processing the revised estimate 
should be streamlined with a view to finalising them and 
communicating the orders without loss of time. The 
Committee need hardly point out that while examining such 
upward revision of estimates. Government should go into 
its impact on the economics of production; in fact that 
estimates should be so realistically framed that there should 
be no need for their revision. 

.... 3.26 The Committee note that Heavy Electricals (India) Ltd. 
have undertaken eight expansion schemes at an estimated 
cost of Rs. 16.05 crores to cover the manufacture of items 
like power transformers. traction motors steam turbines, 
etc. The objects are stated to be manufacture of products 
in higher range, provision of balancing facilities and catering 
to changes in demand, etc. The Committee find that in 
six out of these eight schemes, no specific target dates for 
their completion were fixed. Not only this, some of these 
expansion schemes for example, Traction Equipment Ex-
pansion Project, have been undertaken even though a 
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part of the existing capcacity was stated to be lying idle. 
The Committee cannot too strongly stress that before any 
expansion scheme is allowed, Government should make sure 
of the requirements on short term and long term basis, the 
economics of manufacturing them in the Project by ex-
pansion and laying down a time bound programme for 
production. The progress of work should be carefully 
watched both at the level of the undertaking and Govern-
ment to ensure that the target dates for installation and 
manufacture are adhered to so that the objectives underlying 
expansion are achieved. 

5. 3.51 The Committee note that in 1963-64, Government of India 
and Planning Commission gave an indication of the likely 
demand for ten 120 MW sets of steam turbines in the country 
during the period of 5 years i.e. from 1966-67 to 1970-71. 
Taking this into account the Government of India sanction-
ed the Steam Turbine Expansion Project in 1963 at an esti-
mated co:>t of Rs. 997.87 lakhs (revised to Rs. 1,465 lakh& 
in March, 1968) with an output of a maximum of seven 
sets at the rates aggregating 600 MW per annum. The 
Committee also note that the fjrst set of 120 MW turbine was 
imported and delivered straightway to the customer by 
31 st March. 1969. The order for other 4 sets were received 
between March, 1968 and August, 1969. The Committee 
are surprised that the orders for the manufacture and supply 
of the Steam Turbines were not received by the Heavy 
Electricals (India) Ltd. in accordance with the indications 
given by the Planning Commission and the Government of 
India in 1963. The Committee, therefore, recommend that 
a realistic demand analysis should always be worked out by 
Government before embarking on production or an ex-
pansion programme. 

6. 3.52 The Committee are a little puzzled by the phenomena of 
shortage of power in most parts of the country and lack of 
firm orders on the Undertaking for manufacture of gene-
rators and turbines. The Committee are, therefore. of the 
opinion that there is urgent need for integrated planning 
and coordinated execution. _ 

3.53 The Committee find that the "Supplementary Project Report" 
prepared by the Consultants did not contain any profitability 
study. This profitability study was made only in Marcb~ 
1958 i.e. after a lapse of a period of about 5 years, The 
Committee are distressed to note that completion of the 
project has lagged behind and delivery schedule drawn up 
by the Management even for those sets for which firm orders --.---- --_ •... '_._-' ._------._-----
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were received, had not been kept up. On the basis of pro-
jections made in February, 1967, for example, 8 sets 
wet:.e to be delivered by Augulit, 1970 but against this only 
one set bad been delivered'ev~ thQugh the delivery schedule 
as planned by the Management was rather long as compared 
with the normal cycle of 3 years for manufacture of a steam 
turbine. The Co.{tlmittee rpcommend. that the management 
of Heavy Ele.ctric$ (lndi~) Ltd., should Qi.ke advantage of 
modern maJ'¥lBemenl techniques like Programme Evaluation 
Review Tccfmique (PERT) to guard against the usual in-
adequacies and pit f~U~ ip the matter of ensuring adherence 
to delivery schedules. -,: ' 

The Committee also noto that aocording to the indications given 
by the Ma,nagement to the Government of India in August, 
1969 the value of materials and components order till then 
for amanufacture of steam turbines was about Rs. 17 
crores out of which total expenditure incurred upto August, 
1969 amounted to R8.~4 ,~ores. The C-ompany had thus 
to keep its resources lOcked up for long. The Committee 
are, therefore, Of the view that Management of Heavy 
Electricals (India) Ltd. should not have ordered for major 
components so much in advance of firm orders and allowed 

,I its scarce resources tob~. so blocked leading to avoidable 
b\1rdep on account. of payment of interest. The Committee 
~ommend that In future. the Management of Heavy 
Electricals (India) Ltd. should so plan its development of 
pre-production thllt the facilities created for the purpose do 
not remain unu1j1ised and their capital does not remain 
stuck up for long periods. 

8.!kSS The -Committtee find that the "lery purpose of acquiring com-
ponents etc. in advance was defeated by the delay in placing 
orders by tho customers like the State Electricity Boards and also-by slow' development of expertise by Heavy Elec-
tricals (India) Ltd. to execute the orders. The Committee 
are of the view that advance planning for acquiring compo-
nents and parts would have served larger irtteresu of the 
country had there been integrated planning in related 
$pheres. . , 

9. 4.28 . T~ Committee note that th' .orsjflal Detailed Project Report 
as submitted by the eo"sultants in the year 1956 had en-
visaged aft annual Qutput of Rs. 12.5 crores on single shift 
basis. In April. 1966, the Mal(llagpment estimated that on 
attainment of the full rated capclty the value of production 
would be Its. 33.65 cro~e.s. Subseque.ntas~ssment of the 

8LSS/72-12. 

: final ¢atx:ity whi~h would ~c r~ch~d by 1973-74 was ex-
.poeted to be RJ •. (j9.~5 cror.cs. p,c;>jections made for profit-
abilit)'st.uGy put.the v. of. Qutput)n 1973-74 at Rs. 

, \ : :~ ,( I' j . " 
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52. 19 crores. The Committee find that when the annual 
output was estimated in 1966 at Rs. 33.65 crores, no time 
bound programme for gradually achieving the capacity from 
year to year was drawn up nor was any indkation. as to the 
number of years required for achieving fuD planned output 
made. The Committee are surprised that it was only in 
1967-68 that the Company indicated the installed capacity 
for the first time. It is unfortunate that the Management 
of Heavy Electricals (India) Ltd. had been fixing targets of 
production much below the installed capacity. The per-
formance of actual prtlduction has left wide saps because 
the actual production fell short of even the"targets fixed by 
the Management itself. It is indeed deplorable that in 49 
cases the production shown to have been completed by 
31st March, 1969 was not despatched till February, 1970. 
The Committee recommend that reasons for fixing targets 
below the installed capacity and the actual production being 
less than even those targets should be probed hito by Govern-
ment to ensure better performance in future. 

10. 4.29 The Committee find that in their report for the period endin, 
November,1969 the Consultants had referred to deterioration 
which had set in, in the Fabrication Department of the 
Company and observed that the 6ft repeated criticism that 
there is insufficient fabrication area is not valid. The Con-
sultants have disclosed that what is happenina is that "jobs 
are standing on the shop Boor, occupying manufacturing 
space, for far too long a time." The Committee recommend 
that as the FabricaticilD Department occupies a key position 
and acts as a feeder department to other departments of the 
Company, the Company should ensure hat there is no hold 
up of fabrication jobs in the fabrication department. 

II. 4.30 During evidence the Managing Director of Heavy Electricals 
(India) Ltd. stated that the statement that "even for foreign 
heavy electrical manufacturers of world standing it was not 
possible to realise full capacity of atfthe products and that 
75 per cent reali~tion should be considerd reasonable" 
was based on his knowledge and experience of what was 
happening in other countries. The Committee were not 
supplied with any other detailes in support of this statement. 
Whatever be the actual position in other countries, the 
Committee recommend that the Mangement of the Heavy 
Electrical (India) Ltd. should regard it as their supreme 
duty to raise the level of Production to an extent that the sap 
between the installed capacity and the actual production IS 
narrowed down, if not alto,cther eliminated. 
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12. 4.56 The Committee finel that according to the reports submitted to 
the Management CBmmittee on 18th September, 1969, 49 
important orders relating to Industrial Machines, Switch· 
gear, and cobtrolgear, heavy pi.nt, industrial application 
trantlformers, flange proof motors, hydro plants were run-
ning behind schedule. These atses fall under three broad 
categories viz. {i) where customer cancelled the order placed 
by him; (ii) where the despatch of the goods was deferred 
at the instance of the customer and (iii) where the despatch 
could not be arranged becauae tho associated equipment was 
not ready. The Committee were informed that the main 
bottleneck in ensuring timely manufacture of turbines was 
delay on the part of foreign and indifCnous suppliers in 
supplying castings and forgings and Special types of bearings 
required for the manufacture of turbines or supply of de-
fective castings and forgings which had to be got rectified. 
The Committee fail to understand why there was lack of 
foresight and coordination between the various departments 
and Government sectors which were responsible for such 
delayed deliveries. The Committee, therefore, recommend 
that Government should provide all assi5'tanee td /indigenous 
suppliers fo develop their capacity to manufacture such 
important parts like forgiRls, CBstlngs and even bearings 
which are essential products in the manufacture of power 
equipments so vital for the achievement of the Power Plan. 
The Committee also reccmtmend that Government may 
consider the feasibility for obtainin, castings and forgings 
of required SpoClifications from other public undertakings 
like the H.E.C. ' 

13. 4.59 Tho! information furnished by the C.W.&P.C. reveal ·that the 
completion of 6 Hydro Projects and 3 Thermal Projects 
in the country has either been delayed or would be delayed 
due to non-adherence of delivery schedules by the Heavy 
Electricals (India) Ltd. This analysis indicates that generation 
of nearly 1425 MW of power has been shifted back. 
1bc delay caused in the completion of various projects ranges 
from one year to three years and five months. The Commit· 
tee note that for commissioning of 9.2 million K.W. or 
additional generating capacity HElL and BHEL are to 
supply 10 Hydro Units of!. 57 M.W. and 9 thermal units 
of 0.72 MKW. According to the schedule of delivery 
HElL is ye! to supply 20 units of I .29 MK W Hydro sets 
and 5 units ofO. 57 MKW to Thormal sets. Due to delay in 
delivery of the sets ranging from 12 to 41 ,months, comple-
tion of 6 h.ydro Electric projects and 3 tbe~mal projects have 
bten/will be delayed and consequently ~"eration of 1425 
MW of power has'been put beck. 1:be Committee regret 
to note that the latest revige(j ,deliviCry .8Cb~dule indicated in 

------~-------~.----------------8 LSS/72-13 
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JUDe, 1971 is IiktIr to siipback further in some cases. It 
need hardly be poInted out that such ~lays have affected 
the growth of industrial production and investments both 
in public and private sectors besidctl having other im-
plications. III the first instance the Company will be put to 
a fi·nancialloss due to paymcats of penalties to the customers 
under the poaaIty clause. Secondly, the confidence 
of the customer is shaken by not getting timely supply 
of the equipDlODt which ultimately aft'cets order position 
and the reputation of the Company. The Committee, 
therefore, emphasise among other things, the need for ad-
vance planning and closer coordination between the manu-
facturing units and Electricity authoritie5. The Committee 
strongly recommend that Government and the Board of 
Directors of Heavy Electricals (India) Ltd. should keep a 
special watch on the progress made by the Company from 
month to month, identify the causes of delay and take re-
medial measures without delay. 

14.. 4.60 The Committee also recommend that since Heavy Electricals 
(India) Ltd. is engaged in manufacturing heavy equipment 
for the power aenerating projects under the administrative 
control of Ministry of Irrigation and Power, Government 
may consider the advisability of transferring the administra-
tive control of the Undertaking from the Ministry of Indus-
trial Development to the Ministry of Irrigation and POWl r 
which is responsible for generation, transmission and deve-
lopment of power in the country. 

15. 4.67 The Committf'e cannot look with equanimity the fact that in 
order to adhere'to the delivery schedule, the Heavy Electri-
eals (India) Ltd. had to off-load orders of the value of Rs. 
53.94 lakhs during 1968 and 1969 and of the value of Rs. 
2.50 crores during 1970-71 to other manufacturers both 
in India and abroad. The Committee recommend that 
both the Management of Heavy Electric.b (India) Ltd. and 
Government should go il\to the reasol16 for which the Com-
pany have to go in for 'off loading' and should take remedial 
measures to speed up their production in order to obviate 
'off loading'. The Management should. of course, ensure 
that the cost of manufacture in their factory itself should Ix-
at least competitive if not lower than what it cost by 'off 
loading'. DurinS evidence it was revealed that at times the 
Company resorted to barter deals by exchanging steel sheets 
available with them with the sheets which they needed. 
These deals were entered into and even reflected as such 
in the accounts of the Company. The Committee cannot 
see why it should not be possible for the Government to see 
that the Company is assured of supply of material needed by 
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it to keep its production going especially when such materia' 
is awilable in the open market. The Committee re~ommed 
that Government should look into such difficulties of the 
Company as this and help them to overcome them without 
delay. 

16. 4.78 The Committee find that expenditure incurred on 'rectifi-
cation and replacement' of defective works has increased 
from Rs. 3. 2S lakhs in 1966-67 to Rs. S.79 lakhs in 1970-71 
a rille of about 76 per cent. During evidence, the repre-
sentative of the Ministry of Industrial Development stated 
inter alia. "I submit that a certain amount of defective 
material may come in, inspite of our vigilance." The 
Committee cannot see why there should be such a high 
rate of increasl'. If the vigilance is effective, defective mater-
ial should be negligible. The difficulty however is that cast-
ings and forgings are accepted by Heavy Ele'Ctricais (India) 
Ltd. on "visual inspections" only and it is only when the top 
surface of it is scraped, then that some times defects came 
to notice. The representative of the Ministry admitted that 
there were X-ray machines and Ultra-sonic Detectors 
which could go through the castings and show up the de-
fects but he thoufht their usc would not be advisable. 
First, these machmes w( re stated to be expensive. Se-
condly, it would be difficult to take theSG machines to the 
companies from whom castings and forgings are to be eur-
chased. The Committee recommend that the possibility 
of use of these modern devices for detection of defects in 
the castings and forgings sould be explored further in 
conslutation with other public undl rtakings who use cast-
ings and forgings. The point to be considered is whether 
one should go in for these modern machines once rather than 
waste money and time year after year on rectification of 
defective works. 

17. 4.84 The Committee note that percentag of 'idle time' in Heavy 
Electricals (India) Ltd. to total direct wagt's as booked had 
been ranging between 16.0 to 19.8. Absence of work and 
material accounted for roughly 73 % of the total idle time. 
The Commit.:ee find that idle time is occasioned in speci-
fic areas due to imbalance in the work-flow. The Committee 
recommend that work scheduling should be planned OD a 
realistic basis and planning and product control machinery 
in the Heavy EI'-Ctricals (India) Ltd. should be geared up 
so as to minimise idle time. It is hard to understand much 
less justify that an undertaking like Heavy Elcctricals 
(India) Ltd. which is unabk to conform to its delivery 
schedule. should have idle time as high as 20 per cent. 

------------,--, .... _---
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The Committee resret to note that despite the obser-
vations of the Bureau of Public Enterprises about 
the l'ltility of introduction of the composite machine 
hour rate, the Management of Heavy Electricals 
(India) Ltd. have been content with "Job Card 
System" which recorded the work put in by a work-
man but not the machine hour rate. During evi-
dence the representative of the Ministry of Indus-
trial Development admitted "But there is a lacuna 
in this system (Le. job card system), that is, we do 
not have a readily available system in which utilisa-
tion of each machine as such is also indicated ... 
I think this system (i.e. machine "hour system" 
has to be introduced). The Managing Director 
of the Company said, "We do agree that machine 
utilisation is necessary". It is surprising that 
though Heavy Electricals (India) Ltd. have been 
in existence for more than 15 years, they have not 
thought of introducing machine hour utilisation 
system. This system should be introduced with-
out further loss of time because it will enable the 
management to gauge the extent of under utilisa-
tion of Machines and explore the possibility of 
undertaking jobs for others. Government should 
take an early decision on whether or not Heavy 
Electricals (India) Ltd. should go in far a computer. 

The Committee note that in their report for the period 
ending November, 1969, the consultants had pointed 
out that there were 1887 junior supervisors at the 
BMpal factory overseeing the work of 10,649 
lower grade workers in both works and offices, 
the ratio being 5.6 workers per supervisor. During 
evidence, the reprtsentative of the Heavy Electri-
cals pointed out that consultants had arrived at 
that ratio by including even the supervisory staff 
working in their Design Office. At the shop, the 
ratio was about 12.7 workers per junior supervisor. 
The present ratio (as on August, 1970) per junior 
supervisor taking IOta account junior officers as 
per of junior supervisory staff to workers. The 
Committee also note that the ratio of workers to 
"First line supervisors" was 14.4: 1. 

The Ccbmmittcc recommend that Government/Mana-
gement may consider fixing suitable and realistic 
nomn for Supervisors . workers ratio on the shop 
floor at different levels, if necessary with the assis-
tance of Management experts and issue instructions 
for adhering to such norms. 
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.. The Committee feel tbat adherence to delivery sche-
dule is· vital in attractint customers in any under-
taicilll for improving tile order book: position. They 
note that according to order book position of Heavy 
Electrical. (India) Ltd., as on 31st March. 1970 
the shops will be kept busy for only 21 years in the 
case of transformer, about 20 months in the case 
of industrial motors, for about 3 to 4 years in the 
case of Generating Plant.' 

The Committee also note that as on 30th September, 
1971 the Heavy Electrical (India) Ltd. had orders 
of the value of Rs. 222.45 crores and that the deli-
very was due during the next five years. During 
evidence the representative of Ministry of Industrial 
Development explained .. It is difficult for us to 
keep track of all individual orders because here 
alone orders worth Rs. 222 crores are pending and 
we have to consider something like SOO individual 
orders for individual items." The Committee 
arc unable to accept the view point of the Ministry. 
Failure to ensure observance of Time schedule and 
delay in the execution of orders act as inhibiting 
factors in getting fresh orders from the customers. 
The Committee, however, recommend that Govern-
ment should at least review the progress of execu-
tion of important orders from time to time so that 
difficulties faced by Heavy Electricals (India) 
Ltd. are indentified and Government are in a posi-
tion to render help to the undertaking to remove 
the difficulties which retard orderly progress of 
execution of orders. They also recommend that 
the undertaking should locate other difficulties, 
if any, ~hich affect the order position and ensure 
that they do not recur in future. Most of the 
customers who place orders with Heavy Electricals 
(India) Ltd. arc organisations in public sector. 
The Committee do not, therefore, sec why it should 
be difficult for the Manasement of the Company 
and Government to embark upon an integrated 
and detailed planning to ensure that Heavy Elec-
tricals (India) Ltd. have, at all times, orders 
for execution from 3 to S years which would in 
turn ensure efficient production in the undertaking. 

The agreement entered into by HE(I)L with the Con-
sultants which had put restrictions on export of 
their products, expired in November, 1970. In 
the revised agreement DO limitations on export 
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,jlU'isdiotion of &be ·Qj)mpany have been imposed. 
Tho Committe~ therofwe, strongly recommend 
that..U .out ~ti shoWd be made both by the Mana-
gement. and Governm~ to attract more orders 
from other countries and thereby increase exports. 

The Committee find that Heavy Electricals (India) 
Ltd. ,arc manuf""turing products in two distinct 
categooies v~z. 'competitive range', 'semi-mono-
poly' or 'monopoly range'. As far as "mono-
polistic" and "SCfmi-monopolistic" equipments 
are ~oncerned, the instructions issued by the Bureau 
of .PUblic Enterprises stipulate that ordinarily the 
"landed-cost" of comparative imported equipment 
should be regarded as the absolute ceiling but where 
there are reasons to beli~v.e that the F.O.B./C.I.F. 
prices for imported equipment are artificially low 
or ill other exceptional circumstances where cost 
of production of indigenous manufacture is very 
high, prices may be fixed higher than the landed 
cost with the approval of the Ministry of Finance. 
As regards "competitive" items, Heavy Electricals 
(I~dia) Ltd. have recently introduced a system under 
which normal estimate is made for all the elements 
of cost, and the price is rec,1.uced to the market level 
'specifying reasons for such a measure. Heavy 
Electricals (India) Ltd. have expressed the view 
that "barring certain SUl,qdard products bulk of 
manufacture in the monopoly region does not 
lend itself to comparison with the landed cost. The 
Committee recommend that HE (I) L should evolve 
their pricing policy in such a way that prices fixed 
by negotiations with the customer are equitable 
and as far as possible ,are not more than the landed 
cost of comparable Imported equipment following 
more or less similar design philosophy. While 
the Committee agree th~t. prices of products in the 
competitive rl:U)ae Mye to be regulated by the 
principle of "What the' market can bear". The 
Committee recommend that some guidelines should 
be issued t9 the Commercial Department to ensure 
that the seUing prices of products in the competi-
tive range are not unduly below the cost of produc-
tion. In fixing the selling prices, the Committee 
would urge Government that utmost care should 
be taken to ensure that for overheads are, as far 
as possible, absorbed in the prices. The Committee 
would stress the need for improving efficiency, 
increasing output and effecting economy so that ---------------------
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the prices charged by Heavy Electricals for various 
products compare favourably with the internal 
price obtaiQ.ing in ~xporting countries in respect 
of th~ pa~c.\,dar prpd~t. 

23. 6.33 The Committee legret toMte that though the Sales 
Contracts cnterea into 'by the Company during the 
period from December, 1m to August, 1966 in-
cluded a Price Variatio(l Clause the Management 
did not take any action to enforce this clause and 
to assess the claims recoverable on this account 
till December, J969. The Committee observe 
that the very purpose of having such a clause in 
the sales contracts is Ekfeated if it is not enforced 
properly and timely action is not initiated to lodge 
claims for recovery of the amounts. It transpired 
during evidence that in respect of contracts after 
Aug\:lst, 1966, the Company introduced a revised 
'price variation clause' which is operated on the 
basis of indices published by the Board of Trade 
in U.K.. The Committee. recommend that a perio-
dical assessmentsheuld be made by the Manage-
ment, claims preferred on the parties concerned 
and concerted ,action taken to ensure speedy reali-
Ii8.tion of tile amounts recov.erable. The Committee 
also ~ommcnd that responsibility should always 
be fixed for an:y failure to take timely action in 
this regard. 

24. 7.8 . The. Committee note that the Heavy Electricals (India) 
Ltd, had. no di$Cretion in the matter of export of 
their products due to the restrictions imposed by 
the Consultants in the Consultancy Agreement till 
November,. 1970. As the embargo on export 
jurisdiction bas ,ince been removed, and as there 
is considerable &Cope 'for its products in develop-
ing countries, the Committee recommend that the 
Company should explore all possible means of 
expanding its export trade for their .standard pro-
ducts in order).~9 utilise full capacity of the Plant. 

25 7.18 "The eommiUieC find that there was no specific pro-
vision in the Project Report for activising self-
reliance by developing indigenous substitution for 
imported raw materials .and components. The 
Committee note that though a separate cell was 
set up for import substitution by the Company 
with effect from the 27th November, 1965, the per-
formance of the Company during the last five years 
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i.e. from 1966-67 to 1970-71 towards import subs-
titution had been an appreciable increase in the 
percentage of import content in switchgear. trac-
tion motor and capacitors while the Company 
bas been fixina increasins tarFts for import substi-
tution the percent. of achievement has actually 
·~own downward trend. 

The Committee were informed that the following 
difficulties stood in the way of achieving self-
sufficiency. 
(i) The indigenous manufacturers could not deve-

lop as envisaged in tbeir programme. 
(ii) The customers were reluctant to accept unproven 

indigenous materials. 
(iii) Achievement of cent per cent indigenous con-

tents is not a practical proposition. 

The Committee recommend that Government should 
take immediate steps to help tht indigenous manu-
facturers so that they do not lag behind in their 
production programme. Urgent steps should also 
be taken to standardise and improve the quality 
of the products of Indian Manufacturers so that 
these are readily accepted by the customers. The 
Committee suggest tbat assistance of Research 
Institutions in the country should be taken in deve-
loping indigenous substitution for items of raw 
materials and components in order to achieve 
self·reliance . 

The Committee also recommend that Government 
should chalk out a time-bound programme for 
achieving indigenous production of items which 
are being imported at present. 

The Committee note that an analysis conducted by 
the Cost Accounts Department of Heavy Elec-
tricals (India) Ltd. regardinJ cost of the manufac-
turing orders, indicated that 10 majority of cases, the 
selling price covered the estimated factory cost. 
The actual factory cost was foad to be higber than 
both the estimated factory cost and the lelling price. 
The . variations between the estimated and actual 
factory costs were not analysed to find out the 
precise reasons for taking the necessary remedial 
measures. The Committee also note that the Cost 
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Accounts Department, in its quarterly report for 
quarter ending June, 1969 had inter alia observed, 
"It is very necessary that we have a regular system 
of cost investiption for every product and the reports 
of the investigation must be made available both 
to the Cost Department and the Management 
Cemmittee for any further action." The Com-
mittee find that, though the system of Cost Investi-
gation was formally introduced in the Heavy Elec-
tricals (India) Ltd. with effect from the 12th 
December, 1969, investigation of variation between 
the actual factory cost, and estimated factory cost 
is not being done in a systematic manner. Educa-
tion and understanding with regard to the timely 
and proper use of documents corrected with the 
system, coordination and understanding between 
various departments still remains to be achieved. 
The Committee note that in regard to the orders 
completed during the year 1970-71, against the value 
of material worth Rs. 857.49 lakhs provided in 
the estimates the actual consumption of the materials 
was Rs. 70S.93 lakhs. The Committee feel that 
while the cost of materials actua))y consumed may 
be higher than the value provided for in the esti-
matt.s on account of rise in cost, the reasons for 
reverse trend need elucidation, particularly when 
it is claimed that there was no appreciable change 
in the physical quantity of the materials. The 
Committee also recommend that endeavours should 
be made to place tho existing cost Investigation 
System on a mOR systematic and scientific footing 
not only in respect of the established products of 
the Company but also each item of manufacture. 

The Committee emphasise the need for developing 
a proper Manasement information system by which 
desired informaticm and analysis in respect of 
Sale Price, Estimated Factory Cost Value and Actual 
Factory Cost Value for all orders become available 
for taking tiRlely corrective action and adjusting 
suitably the trend for future quotations. Cost 
control being one of the essential tools of Manage-
ment, the Committee urge that unless a scientific 
COlt control system l'roject~ on the basis of accu-
mulated experience of the past and latest trends 
i. developed, MaDagement may not be able to effec-
tively cbeck COlt trench of products in the interest 
of efficient and economic management. The Com-
Mittee cannet too strongly stress the need for COR-
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.ccreted action to bring down the cost of manufac-
ture 50 that the capital machinery and equipment 
which are mostly used for generation of power 
become aVaUabJe to other public undertakings/ 
statutory bodies ·at prices comparable to those 
obtaining. itt international market. 

The Committee also recommend that the analysis 
of cost should effectively be utilised for compari-
son with the rates prevailing in the international 
market.' . 

The Committee are unhappy to find that specific 
instructions issued by the Bureau of Public Enter-
prise$ about regulating the purchase orders in 
1969 did not receive prompt attention. The Com-
mittee are also surprised that the instructions issued 
by the Bureau of Public Enterprises as early as 
January, 1969 were received by Heavy Electricals 
only in August, 1969 i.e. after a gap of about 7 
months and another year was spent by HEll in 
obtaining clarifications and seven to eight months 
more were taken in placing the matter before the 
Board of Directors for obtaining a decision. The 
Committee desire that the Public Undertakings 
should act with greater promptness and eamt-st-
ness in. bringing the general directives issued by 
the Bur~au of Public Enterprises. and/or the Ad-
ministrative Ministry concerned to the notice of 
the Board of Directors and implementing them. 
In fact, the Bureau of Public Enterprises the Ad-
ministrative Ministry concerned should have a 
procedurf' for following up the action taken by 
the Undel'takings on their directives to see that 
no avoidable delay takes place in implementation 
of the orders. The Committee note that 75 % of 
the total purchak being made by the Corporation 
are h3illdaed by Purchase Committees in which 
• representative of the Financr is presented. The 
Committee desire ·that a systematic analysis should 
ba made of the remaining 25~~ purchases also to 
see which eases could be brought further within 
the purview of the Purchase Committee. The 
Committee recommend that the procedure govern-
ing th~, purobases should be such as to ensure 
compc'itivmtess . in 1'Ila' of suppliers and record-
ing . .coACtlt'rontlythe ·Pe&6Of1S where a lower offer 
is not ·accCl)trd or where ,;'e difference between 
the purchase price proposed to be paid and the pre-
vious price paid for it is more than the prescribed 
rcrccntage. ---------------------- -------------
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The Comminee repetto noto that there were heavy 
inwntory in ·the CotftpatlY. The closing balance 
of inventory, raw ··material and components, 
storn' and spares and work in progress was 
Rs. !I.21 cram at tfte end of the year 
1968-69 which was equivalent to 106 per cent 
of the' ·total production during the year ] 969-70. 
The Committee find that one of the reasons for 
heavy inventory was that there was not effective 
coordination betwCCft different indentors of the 
Company resulting in repeated indents for the same 
materials. The Stores were purchased withoUt 
coordinating the actual requirements till J96S-66 
which resulted in huge accumulation of stocks. 
The Committee are perplexed at the paradoxical 
position that while on t1K one hand the Company 
had heavy inventory and surplus store on the other 
h~d there was delay in the manufacture for want 
of raw materials. The representative of the Minis-
lry of Industrial DeveloPJllent conceded during 
evidence tbat 'the inventory must be so managed 
th~t you Iaave !got in stores. whatever thing you need 
and we should not be forced to stop prociuction be-
,cause of lack of spare Parts or raw matrrial'. 

The Committcerecommend that the existing inventory 
system should be improved and the inventory so 
controlled as to provide all the raw materials neces-
sary for maintaining a smooth flow of production 
without at the same time creating an undue 
acc'tJmutatiol1 of materials and spare parts. The 
Committee suggest that the Company should explore 
the possibility of usin, computers for this purpose. 
The Committee alsn recommend that serious efforts 
should be made to achieve coordination between 
receipt of purchases from ·outside and items produced 
in the workshops. 

The Committee wish to draw attention of the Manage-
ment to various recommendations contained in 
their 40th Report (Jrd Lot Sabha) on 'Material 
Manapmeot'. The Comm.ittee have no doubt that 
implementation .of those teCommendations would 
go a Iofll·WIJY .to improve inventory control in the 
enterpriae. 

ThcCommitt~ also fi'.ndttw,t maintenance of records 
. in r~~t of inventory' in the Company was defective 
as v~lue of ~aw matcnals and components not pro-cessed or consumed at tl1e end of the year but issued 
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to workshops were sbowD as work in progress. 
TbcComlDlttcc feel that this procedure gives a 
mislcadiDa picture about tbe work in progress and 
raw materials. The Committee, therefore. desire 
that the prcserlt 8ystem of showing the raw materials 
etc. charpd directly to works as work in proJI'CSS 
shoU:ld be revised and such raw materials etc. which 
have not been proceased at all should be included in 
the value of the raw materials aad components for 
pUrpo9CS of accounts. 

The Committee find that the value of non-moving 
stores at the end of 1970-71 which had not moved for 
two years or mo~ amounted to Rs. 115.20 lakhs and 
value of surplus stores as on 31.3.69 was Rs. 61.36 
lakhs. 

The Committee notetha:; the surplus in the manu-
facturin, stores arose out of the imbalancc and 
changes in the manufacturing programme. The 
Committee also note that non-moving stores and 
surplus stores have been identified over a period of 
ten years and comparison made with the value of 
total purchases. The Committee recommend that 
the determination of surpluses and non-moving 
items should be a continuous process for which tbe 
Company should undertake periodical review and 
serious cffort& should be made to dispose off such 
non-moving and surplus stores as the Company no 
longer requires. The Committee also recommend 
that now that the period of initial development of 
the Company is almost over it should not be diffi-
cult for the tnarulfCDlCDt to evolve norms for pro-
curement of materials aad make assessment of their 
requirements for the next two or three years on 
realistic basis. so as to avoid unnecessary accumu-
lation of surplus and Don-moving stores which not 
only lock up the scarce capital but also push up the 
cost of production. 

The Committee note that tile Compaf!Y imported in 
1962-63. 70,750 num" of wIred glasses from 
Poland apinst ..... payment (Rs. 8,69,494) for 
usc in the proposed ooastruction of four factory 
blocks in anticipatioll of Government's approval 

. which was ultimately withheld. On 5th April. 
1967 about ~,IOO Nos. ot alasscs were damage4 as 
a result of fire. 11,8J6 wired glasses were found 
short Oft pbysical verifiCation conducted OD 13th 
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~l~twr •. 1961 due to breakage. The Company 
thua sulered a loss of as. 1.22Iakhs. The Committee 
6Bd ~t undue ~ bas. been shown for importing 
the "as~ ,(without wafting for fonnal approval) 
apinst mUch n~ (erei,D exchange. Secondly, 
.uftic:ient care was flot taken to make proper arr-
anpJllents ror.tora~ of the glasses with the result 
.that. the Company suStained a financial loss not only 
because of the dllJlUtie cau~ to the glasses but also 
by keeping their capitaJbJocked for a number of 
years. The Committee recommend that construc-

. tjon sto~ .should not in future, be imported pro-
cured upless the Management had approved the 
appr~val of Go~rnment for the proposed con-
struction for which the material is required. Proper 
arrangements should always be made for the storage 
of material particularly delicate and breakable till 
it is consumed. 

The Committee understand that by the time the Bureau 
of public Enterprises lookup the question of dis-
posal of surplus material available in various pro-
jects ~'ide their circular of 4th October. 1967. the 
Company had no alasses to dispose off. This shows 
that the glasses must have been salvaged and sold 
~y the Company in September, 1%7. The Commi-
ttee also understand that the amount payable by the 
Insurance Company bec~ known in May, 1969 
and the matter was reported to the Board of Direc-
tors thefeafter. The Committee deprecate the deJay 
of about two years in roporting the case to the 
Board of Directors and recommend that such delay 
sh.uld be avoided. in future. 

The Committee note that the two purchase order placed 
on Mis.' Associated EI~1cal Industries, U.K. by 
Hcavy Electircals (IndIa) Ltd. on 31st October, 
1964 and 10th December, 1964 did not provide for 
any s~ftc date of delivery of the material. The 
Comrirlttee also note that in (egard to the order placed 
on 10-12-1964 the departmental purchase requisi-
tion and tbe offer dated ] 8-8-64 valid for 60 days 
received ctfrc!ct from MIs. AeI were forwarded by the 
indentiD,l department to Purchase Department after 
the expiry of the validity of the offer with the result 
Utat P8ri::base Department had t9 approach Mis . 

. ASI for extension 'of validity to which they agreed 
5Utijedt to price variation ~Iause. Thou,la the two 
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orders we~ phi~d a~t:iad for meeting the produc-
t4>o prograntnte'orthtCompany for 1965-66 as the 
!i~~ty 'Wa'S sUfRciertttY;delayed. it was proposed to 

. cancel the or(iers.· When MIs. AEI demanded 
'£ 29,900 as cancelfation charges, the Company was 
prepared to accept the, suppry against those orde~s in 
Febrtillry. '.966' and May, 1967. The Committee 
flndtliat the very purpose for placing orders which 
involved payment of £50,789 in foreign exchange was: 
defeated because of the inordinate delay in supply. 
The Committee are surprised at the careless way in 
which such an important time bound case affecting 
the progressl,lrogramme was handled. The Com-
mittee feel that the case deserves a through probe . 
which should be initiated. the responsibility fixed 
and suitable action' taken against the defaulters. 
The ComMittee also recommend that purchase orders 
with foreign firms should be placed only after satis-
fying fully about the suitability of the delivery period. 

'keeping in view their past performance in the manu-
. fa<;ture and supply of the components. 

'The Committee note that while the supply of 1500 
MT CRGO Steel Grade 46 ordered with the foreign 
firms was under executiotf. the production Planning 
Department (Tnmsfo'rmer Division) of the Company 
fborld that the stocks already with the Company were 
fn""excess of their immediate requirements. The 
Committee also 'J'lotetllat the 300 M.T. of this steel 
was sold on lStMa:y~ 1969 to Mis. Guest Keen 
Williams of Bort)aby' Who were experiencing diffi-
culty in prdcureinent of th\lt steel. The Committee 
fi nd that the steel was sold' at issue rate pi us commer-
cial and Administrative charges at a reduced per-
cenl~t .wh.ich re~ul~~ in short realisation amount-
~fW to. ~s . .'3.~';~~.· Subsequently the Company 

. ,procurc;d 650 ~onneli o(the same grade CRGO steeT 
at appr<?xim",tel)'~ ~OpCr MT more than the previous 
,erice ordef'rorwrucb\Vas placed on 14-12-70. The 
Co.'mmjttee obserVe' .t\\at Heavy Electricals (India) 
L(d .. had opt ~f ~jJ¥ty £. 13.000 (Rs. 2,34.000/-) 
extra rqr t~"g" *r~~ q. f.!i,teel which they had sold 

... '~lierbut'Ma;.,U·W· qij,o the. benefit of import 
hcence to thit ~ . 11,'\,1' .,T... ommlttee are somewhat 
h,ltriJued by ~bp up'" coprn show by the Heavy 

'. E,gc.ti:.~~ ~ .~ '(t~ir ~nventory in this part i-
y~r ~~ ~ten.l'!oF .. ~JtGO Steel grade 46 and 
th~ t09,111, ~av4l,u,r ot ".IlPYate party. The Commi-ttee are not sure whetber invent.ory.in respect of 

------_ ... -_._._--_ .... __ .... __ .-
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other imported items also has been was restricted to 
the same period of requirement or it was parti-
cularly considered necessary in the case of imported 
steel and that too in a particular grade. 

The Commktce are not convinced shoat the justifica-
tion for charging lesser rate ,of departmental charges 
in this case when in the case of sale of surplus items. 
departmental charges at the rate of 50 per cent 
of the issue rate is nOl'mally charged and when import 
Control regulations do not stipulate a particular 

. rate of recovery while calculating the so called saving. 
management appear to have taken into account 
interest charges at 12 per cent against which the 
interest paid by the Company on cash credit to the 
State Bank of India is only 8 per cent. If there 
wai an anxiety to reduce the inventory in steel 
for this particular grade it would have been better 
for the undertaking to exchange it with steel of the 
requisite quality from another sister Public Under-
taking. The Committee are not convinced by the 
eltplanation given by the Management. The Com-
mittee recomend that Government shou!d consider 
undertaking a probe in the matter. 

The Committee feel that Government should also 
issue suitable instructions to ensure that transactions 
af this nature. particularly in sacre and imported 
raw materials. do nat recur. 

The Committee also note that ill 1968-69 there was 
a manufacturing profit af Rs. 138. II lakhs for 
the first time. The bulk of this profit (Rs. ) 18 
lakhs) wall. however. earned on purchases resold. 
The corresponding profit· on such purchases resold 
during 1~67 was Rs. 231akhs and during 1967-68 
it was R;s. 24 fakhs. The resale of goods purchased 
was based on the selling prite fixed by the Company 
which had not even now been finally accepted by 
the customers. The Committee are of the view that 
the real operating results of the Company are far 
from satisfactory .. For a manufacturing concern 
of the size of Heavy Electricals (India) Ltd. reselling 
af purchase made at a large margin of profit can 
hardly be considered as an important achjevement. 

The Commrttee recomrttend that selling prices for 
resale of machinery and equipment purchased should 
be settled in advance to obviate misunderstanding ------_ .... _ ... _-- ----------------_._--



i86 

._- ------_._---- .. __ ._--
2 

---._--._._--

38. 

.39. 10.36 

3 
-------------- . __ ..•. _---

and long drawn out correspondence. The Com-
mittee also recommend that every endeavour should 
be made to improve the real output of the Company. 

The Committee find that Paid up Capital of Heavy E]ec-
tricals (India) Ltd. is Rs. ~ crores. Its accumu-
lated losses as on 31~3-1971 amount to Rs. 59.87 
crores. This shows that the Company has already 
eaten up its entire Paid-up Capital. The Committee 
arc perturbed over this grave financial position of 
the Company. The Committee stress that the 
Compnay should improve its financial position by 
greater utilisation of its capacity by effecting maxi-
mum economies and review of its pricing policy. 
The Committee also recommend that Government 
should review the capital structure of the Company 
to se. if some changes are called for to improve the 
financial situation. 

The Committee note that the balance on account of 
overdraft has increased from Rs. 0.05 lakhs in 
1968-69 to Rs. l00.04lakhs in 1970-71. The Com-
mittee view with concern that there has been no 
significant improvement in the financial position of 
the Company and that Company is resorting to 
heavy borrowings as R result of heavy cash 10SSCii 
sustained by them. The Committee suggest that 
ways and means may be explored by the Company 
to have an effective cash management system and 
to ensure that the financing charges are kept to the 
minimum. 

The Committee also note that though the position of 
outstanding debts on 31-3-71 has shown an im-
provement over that on 31-3-1970, still large amounts 
are due to be realised from various Electricity 
Boards and Railways. The Committee are surprised 
to find that Government departments themselves 
ate responsible to the tune of 1 .3 crore of rupees 
remaining outstanding for periods exceeding one 
year. The Committee. therefore, strongly recom-
mend that the procedure of billing and collection of 
duos should be streamlined with a view to ensure 
realinl of dues without any delay. The Committee 
also urge that a careful review of the outstandings 
should be undertaken to sec that there is no over-
lappin, of outstanding items with corresponding 
items of advances from the customers. 
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The Committee also regret the lack of promptness 
not only in furnishing the essentiality certifica tes; 
but also in the matter of execution and filing of the 
bonds with the customs authorities which had pre-
vented the Company from availing itself of the 
exemption from the payment of the customs duty. 
Such unconscionable delay on the part of the com-
pany had blocked a hUJC sum of Rs. 7.15 lakhs with 
the customs authorities with consequent Joss of in-
terest to the tune of Rs.60 thousand. T he Com-
mittee . hope that the Company would take more-
effective steps to avoid recurrence of such delays in 
future. 

The Committee note that claims of the total value of 
Rs. 20.52 lakhs have been outstanding with carriers 
and underwriters on 31-3-1971 and 247 claims of 
a value of Rs. 18.17 lakhs were pending settlement 
with Inspool. The claims pertained to the period 
from 1963 to 1965 and included both sterling and 
rupee claims 55 claims of the value of Rs. 1.8 lakhs. 
have been repudiated by the underwriters either as 
time barred or on the ground that they were not res-
ponsible for shortages. The Committee are sur-
prised to find that the Management have not taken 
any action to investigate the reasons for the delays. 
in filing the claims and to fix the responsibility, 
therefor on account of which the Company had 
been put to financial loss. The Committee under-
stand that all the claims which were outstanding with 
the Inspool had been transferred to LIC with effect 
from 1-1-1966. The Committee need hardly em-
phasise the need for analysing each and every out-
standing claim and penuing it with LIC authori-
ties with a view to have expeditious settlement 
thereof. 

The Committee would also urge that a careful scru-
tiny of the remaining items should be done and 
authorities moved at the higher level to have the 
claims settled expeditiously so that they may not 
also ultimately become time-barred or otherwise 
become ineligible for settlement. 

The Committee note thaNhough the Bureau of public 
Enterprises issued broad guidelines defining the main 
functions, responsibilities and powers of the Finan-
cial Adviser in May, 1969 in pursuance of the re-
commendation of the Committee on public Under-
takings contained in their 15th Report (Fourth Lok 
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Sabba) the Board of Directors had not considered 
those guidelines till February, 1970. The Com-
mittee take a serious view of the casual way in which 
such important items ~cerning financial matters 
of the Company are treated. The Committee also 
note that the .Financial. Adviser was not being con-
sulted in the following important matters:-
(i) The quotation of rates for sale contracts; 
(ii) Fixation of sale price for part despatches; 

and 
The Committee are unable to appreciate how the 

management of the Company could exercise financial 
control on these important matters without consult-
ing the Financial Adviser in matters affecting the 
Finances of the Company. The Committee re-
commend that in future all important orders 
issued by Government should be brought to the 
notice of Board of Directors who, in turn, should 
consider ~hem promptly and take follow-up action 
without delay. The Committee strongly recom-
mend that in future. the prescribed principles of 
financial control should 'be adhered to by all. Under-
takings including the Heavy Electricals (India) 
Ltd .• Bhopal. 

The Committee note that from the estimates made 
in September. 1969, it appeared that Heavy Electricals 
(India) Ltd. expected to bNak even in the year 1973-
74 at an out put of the value of Rs. 52. 19 crores. 
Only' after 3 months i.e. in December, 1969 while 
preparing the revised estimates for 1969-70 and bud-
get estimate'S for 197(). 71 the Management felt that 
the profitability study made in September. 1969 
would not come up. During evidence it transpired 
that the Management took further into consideration 
the factors like Wage Board Award, continued 
payments to consultants etc. and worked out that 
the break-even point would now be reached at an 
output of Rs. 61 crores which was expected to be 
reached in 1973-74. 

The Committee are of the view that the Management 
should have made the profitability studies on realistic 
basis. The Committee desire that the Management 
and Government should spare no efforts to ensure 
that the break-even level of production of Rs. 61 
crores is reached by 1973-74. 
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T~C<~l1lmittee are 5W'prised to note that the Internal 
Au4it Department of Heavy Electricals (India) 
Ltd. bad no~ been functioning effectively and did not 
care to C4)vcr even some of the essential aspects of 
the Company's transactions. The Committee have 
been informed that the working of the Internal 
Audit of the Company has been re-organised and 
i'Jaced under the control of the Financial Advisor 
and Chief: Accounts Officer with effect from 1970 
to whom quartet4y Internal Audit Reports are being 
submitted, and' a system of reporting important 
irregularities to the Board of Directors and Govern-
ment through the quarterly Financial Review has 
been introduced. 

The Committee would like the Management to pay 
earnest attention to Audit paragraphs particularly 
those dealing with procedural lapses, so as to take 
remedial action without delay and obviate recurrence 
of such lapses. 

The Committee understand that a Memorandum 
laying down the appointment and promotion policy 
to be followed in regard to officers was put up to 
the Board of Directors in the 107th meeting held 
on 21-1-1969 but that item was referred by the 
Board of Directors to the sub-Committee in the 
121st meeting held on 16-3-1971 i.t!. after a period 
of more than two years and that the matter is still 
pending finalisation. The Committee feel that an 
important matter affecting appointment and pro-
motion policies should have been handled with 
promptitude. 

The Committee have made horizontal studies on Per-
sonnel Policies and Labour Management Relation 
in Public Undertakings. In this connection. 
the Committee had occasion to have the evidence 
of Chairman/Managing Director of Heavy Electricals 
Limited, Bhopal. Based on the evidence and other 
relevant information available to them, the Com-
mittee have made concrete suggestions in the matter 
of recruitment, promotion, confirmation, training, 
redressal of grievances of workmen etc. The Com-
mittee have no doubt that if these recommendations 
are implemented in letter and spirit, the relations 
between the management and the employees are 
bound to improve. 
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The Cortlmittele note that the grievances ptoce<ture 
based on the lines of Model Grievance Procedure 
laid down under the Code of Discipline is being 
followed by the HEL for the redressal of grievances 
of the empl~yees. 

The Committee would sUI$est that Supervisors/ 
MauFrs should also be liven training to handle 
the pvallCi:eS and to dispose them off effectively 
and sufficient delegation of authority should be given 
to them to deal with the grievances promptly. 

------------------------------- .. -. 
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