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INTRODUCTION

X., the Chairman, Committee on Public Undertakings having been autho-
rised by the Committee to present the Report on their behalf, present this
Ninety-fourth Report on H.M.T. Ltd. (excluding Tractors Division).

2. The Comnmnittee took evidence of the representatives of H.M.T. Ltd.
on 6 January, 1984 and of Ministry of Industry (Department of Heavy Industry)
on 25 and 27 January, [984.

3. The Committee considered and adopted the Report at their sitting
held on 19 April, 1984.

4. The Committee wish to express their thanks to the Ministry of Indus-
try (Department of Heavy Industry) and H.M.T. Ltd, for placing before them
the material and information they wanted in connection with examination of the
Company. They also wish to thank in particular the representatives of the
Department of Heavy Industry and the Company who gave evidence and placed
their considered views before the Committee.

New DELHI, MADHUSUDAN VAIRALE,
24 April, 1984 Chairman,
4 Vaisakha, 1906 (Saka) Committee on Public Undertakings.



CHAPTER 1
HISTORICAL BACKGROUND

H.M.T. was set up in 1953 with the objective of producing a limited
rauge of machine tools required for building industrial infrastructure
for the country with the production caracity of Rs. 5 crores per annum
with the growing demand for machine tools, the Company launched a plan for
diversification and expansion which resulted in setting up of new units at
Bangalore, Pinjore, Kalamassery and Hyderabad. The Machine Tool Corpo-
ration of India was amalgamated with the Company from April 1, 1975. The
Company ip all its six machine tool factories now produces a wide range of
machine tools. The product-mix for each factory has been so fixed that each
Unit specialises in one or two family of machines, thus ensuring greater efficiency
and productivity.

1.2 Watches were taken up as an additional product in the early 60s as
an extension of HMT’s precision manufacturing capabilities and the Company
has set up five watch factories at various places in the country. Faced with a
recession in the machine tool business in the 60s, the Company besides extending
its range of machine tools, diversified into non-machine tool items like tractors,
printing machines, presses, lamps etc.

1.3 Since the Company had diversified its activities by taking up the
manufacture of items other than machine tools and also as the name ‘HMT had
acquired popularity over a period of years, the name of the Company was
charged fiom “HINDUSTAN MACHINE TOOLS LIMITED” to “HMT
LIMITED”, with effect from 12th September, 1978.

1.4 The organisational structure of HMT was changed in 1978 to form
Business Groups, in accordance with the principle of Management by Business
Groups now functioning :—

(i) Machine Tools ;

(ii) Watches ;
(iii) Agricultural Machirery ; and
(iv) General Engineering Products.

Each Group is accountable for results in all its functional areas, namely,
production, Finance, Marketing, Personnel and R&D.
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1.5 The Gompany has at present 11 manufacturing units and 17 Product
Divisions spread across 9 different States in the Country as shown below :

Mansfacturing Unit Product Division

State
1. HMTI & 1T 1. Machine Tool Division Karnataka
2. Die Casting Division
2. HMT 11 3. Machine Tool Division Haryana
4. Agricultural Machinery Div.
3. HMT IV S. Machine Tool Division Kerala
6. Printing Machinery Div.
4. HMTV 7. Machine Tool Division Andhra Pradesh
8. Press Division
9. Lamp Division
5. HMT VI 10. Machine Tqol Division Rajasthan
6. Horological 11. Machine Tool Division Karnataka
Machinery Unit
7. Watch Factory 12. Watch Unit Karnataka

1&11 ¢
8. Watch Factory III 13. Watch Unit
‘9. Watch Factory IV 14. Watch Unit

10. Watch Factory V. 15. Wateh Unit
(under implementation)

" 11, Dairy Machinery  16. Dairy Machinery Unit
Units 17. Miniature Battery Project
(Under implementation)

Jammu & Kashmir

Karnataka

Uttar Pradesh

Maharashtra
Assam




CHAPTER 11
PRODUCTION MANAGEMENT
(a) Overall Production Performance

2.1 The following table indicates the Corporate Plan targets and the

achievements there against of production of the Company during the last five
years :

(Rs. Crores)

Production 1978-79 1979-80 1980-81 1981-82 1982-83
Corporate Plan 163.47 192.37 216.58 253.c0 285.90
Actuals 165.87 182.53 187.40 263.09 280.31
Achievement (%) 101.CO0. .... 95.00 87.00 104.00 98.00

2.2 Thefollowing -statement shows the d|v151on-w1sc valuc of production
during the last six yeafs :

(Rs. in crores)

Division 1977-78  1978-79 1979-80 1980-81 1981-82 1982-83
Machine Tools 4414 5490 64.80 6234  Y6.69  112.37
Watches 5020 7309 7009  80.15 9421  100.01
Tractors 23.07 3212 39.19 3925 5871 5328
General Eng. production 2.30 5.76 8.45 5.66 13.48 14.65

119.71 165.87 182.53 187.40  263.09  280.31

Market Share

2.3 One of the objectives laid down by the Company in the Second
Corporate Plan was to be leader in each of its majér business activities. It had
also been specified * that each product line should grow atleast to the extent of
retaining its market shase for the production line in the couhtry The Committee
gnquired about the market share of the Company ir. each Business Group. The
Managing Director gave the followm.ﬁgures in this connection : .



%age of market share

Products - 1978 1979 1980 1981 1982
Machine tools (A & B categories) 43 38 34 32 39
Watches 69 56 57 66 63
Tractors (figures for financial year) 14.9 13.6 11.8 13.8 15
G.L.S. Lamps (figures for financial year) 8 8 6 10 9

2.4 Asked about the reasons for substantial decline in the market share
_in the case of machine tools, the Managing Director stated that in 1973 Kirloskar
were on strike and, therefore, the industry figure went down. In view of this,

the HMT'’s percentage looks better. The Company’s share in 1977 was, however,
42 per cent.

Cepacity utilisation

2.5 The overall capacity utilisation percentage of the Company during the
last five years was stated to be as follows :

1978-79 100
1979-30 LE]
1930-81 85
1981-82 104
1982-83 L]

2.6 It had been stated that the low capacity utilisation in the Company
had been in the areas of tractors and general engineering products. In the case of
tractors it was due to restrictions on the credit facilities to the farmers by the
commercial banks resulting in a sudden drop in sales and consequent drop in
production. In the case of general engineering products besides disturbed
industrial relations, market constraints had affected capacity utilisation in a

few product divisions namely, presses, horological machinery and dia’y
machinery. .

2.7 As regards reasons for low demand for presses, the M.D. stated in
evidence that the demand for presses was mainly from Defence, tractor and
automobile industry. It was estimated that on the overall, there would be
adequate demand for presscs. Last year market was also affected as import of
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.

some presses was allewed. Two major orders which they lost were from
Hindustan Motors, and from Guest Keen Williams. One of the reasens for it
was that they got it at a very low price and it was difficult for HMT to produce
presses at that price.

2.8 1In this connection, the Secretary of the Minisfry stated in his evidence
that in this case of metal forming presses, for many years the production in the
automotive industry was more or less stagnant. But during the last two yeass as
a result of stepstaken by them the automative sector was expanding and as a
result the demand for presses would be quite heavy and the problem of demand
would not be there. The automative sector manufacturers had also been told to
place orders for machine tools on indigenous manufacturers well in advance as
imports would not be allowed on the plea of delay in supply by the indigenrous
manufacturers. As regards the reasons for allowing import of certain presses,
the Secretary stated that ‘it was mainly due to delivery factor’.

2.9 As regards Horological machinery, the Committee were informed that
the Company had diversified production and taken up manufacture of more
sophisticated watch making machines needed for their Ranibagh factory which
they had to import earlier. There was, therefore, enough work now for the Hore-
fogical Machinery Divison.

Grewth rate

210 The Second Corporate Plan of the Company for 1978-79 to 1982-83
projected an average coq.}aound growth rate of 16%, per annum, excluding output
of new projects like precision instruments project, dairy machinery project, flour
scent tubes project, etc. The Committee enquired about the actual growth im
production in physical terms. Thcy were informed that in the case casc of
machine tools, the production in terms of standard machines had gone up
from 4022 in 1977-78 to 6687 ia 1982-83 which worked out to an average
componnd growth rate of 11%. In the case of watches, the number had gone
up from 23 51 lakhs to 42.28 lakhs which meant an average compound growth
rate of 13%.

2.11 The Third Corporate Plan of the Company for the period 1982-83
to 1986-87, drawn up in August, 1982, aims tc take the total production of the
Coimpany from the 198i-82 base of Rs. 263 crores to Rs. 523 crores in the year
1986-87. The Business Group wise total growth envisaged is 215% for Machine
Tools 1399, for watches, 249%; for tractors and 226%, for other products. The
increase in growth over 5-year period when converted to an yearly percentage
increase comes to 159 in machine tools, 7% in watches, 20% in tractors and
189, for other products.
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2.12 The Committee pointed out the the value of production in
1982-83 being Rs. 280.31 crores as against Rs. 263.09 crores in 1981-82,
the actoal growth rate achieved by the Company during 1982-83,
the first year of the Third Corporate Plan, was omly 6.5, Asked about the
reasons for it, the Managing Director of the Company stated in his evidence
that in the year 1982-83, the value of production of machine tools was Rs. 112.37
erores as compared to Rs. 97 crores in 1981-82 and thus the’ growth was 15 per
cent as against the corperate plan figure of 16 per cent. In the case of watches
the production went up from Rs. 94 crores to Rs. 100 crores ; the growth rate
was thus 6%, against the corporate plan figure of 8%. In the case of tractors,
instead of a growth of 20%, it dropped by 11%. The drop in tractor production
was on aecount of severe credit restrictions imposed by commercial banks for
the purchase of tractors. In the case of other products, there had been ne signifi-
cant increase.

2.13 The Committee were also informed by HMT that the following
steps were being taken to achieve the growth rate as envisaged in the Corporate
Plan :

1. Machine Tools :

Replacement of old machines with mew high technology ‘m'achinesi.
Diversification of the product range by adding new produets.

Diversification of the product fange of Printing Machinery Division.
2. Watches :

Establishment of a new Watch Factory at Ranibagh, Uttar Pradesh
with a capacity of 2 million watch compenent sets per year.

Expansion of the Watch Factory at Srinagar to a capacity of 5 lakhs
per year. -

Replacement of machines in Watch Factory 1 & I1. Bangalere.

Establishing production of components of analog watches like speciali-
sed watch cases, miniature batteries, stepper motoss etc.

3. Other Preducts ;
The Lamp Chains have been taken up for overhauling.
The furnace relining bas also been taken up.

The production of Mercury Vapour Lamps is being established.



Diversification Schemes . -

2.14 The progress of various diversification schemes iacluded in the sixth
Five Year Plan was as follows :

(Rs. in crores)

Revised cost VIth Plan Expenditure Total estimated
Outlay up to 1982-83 expenditure ﬁp

¢to end of Plan
period 1984-85
1. Machine Tool 30.59 14.59 0.5 2.89
Diversification
2. Watch diversification 66.68 13.23 0.27 30.19
expansion including watch
factory, Ranibagh
3. Tractor diversification 13.20 1.00 03 0.38
expansion
4. Dairy machinery 1.15 115 - —_
diversification .
S. Bearings 10.00 4.00 1.9 ., 190
diversification

215 Asked about the reasons for generally slow progress in various
diversification schemes, the Committee were informed that the Company’s total
VIth Plan expenditure on various Plan schemes was going to-be substantially
higher (Rs. 133 crores) than the outlay originally envisaged (Rs. 113 crores),
However, so far as the diversification schemes wese concerned, the following
were some of the reasons for slow progress :

1. Higher priority given for implementation of rznewals and rglwe-clt
programmes particularly in the machine toel sector ;
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3. Need for conserving resources for financing the Ranibagh Watch
Project (Rs. 44.71 crores) for which no provision had been envisaged

in the carlier sixth plan outlay

3. Inthe case of tractors, Dairy Mazchinery and Bearings, slackness in
demand had led to reconsideration of the diversification schemes,

pending reassessment of the situation.

2.16 HMT Ltd. which was set up in 1953 with the objective of producing
a range of machine tools has grown into 8 multi-product Company. The value of
production has gone up frcm Rs. 119.71 erores in 1977-78 to Rs. 280.31 crores in
1982-83 as against the target of Rs. 28590 crores. The Second Corperate Plan
(1978-83) envisaged an average compound growth rate of 16 per cent. The actual
growth rate in physical terms for certain products has, however, been lower than
expected. Further, the Company could not retain its market share for various
products as envisaged in the Plan. The Committee desire that the reasons for
shortfall in achievement of objectives and targets set, in the second Corporate Plar
be analysed with a view tv taking corrective measares for the future.

2.17 The Third Corporate Plan of the Company envisages increase in the
value of preduction from Rs. 263 crores in 1981-82 to Rs. 523 crores in 1986-87.
The overall growth rate in the first year i.e. in 1982-83 was, however, barely 6.5%
and that too at current prices. The Committce would stiengly wurge the need for
concerted efforts and taking of suitable remedial measures to accelerate tke growih
rate to achieve the targets set in the Third Cerporate Plan.

2,18 Thbe Committee note that as against Sixth Plan outlay cf Rs. 14.59
crores for machine tools diversification the expenditure likely to be incerred on
this account upto the end of the Plan period is hardly Rs. 2.89 crores. One of
the reasons for it was financing of Ranibagh Wateb Project for which no prevision
had been made in the Sixth Plan eutlay. While the Committee welcome the
setting up of additional watch unit, they are of the view that the Govercment
should have allowed additional funds for wateh factory instead of slowing cown the
programmme for machine tools diversification. The need te diversify the product
range of machine tools to meet the sitmation arising cut of changing pattern of
demand cannot be over emphasised. The Committee desire that f.nds required for
Machine Tools Diversification Schemes should be made availzble to the Company
carly and implementaticn of various diversification schemes be expedited.

2.19 Inthe case of scveral items, the production was affected due to
market constraints. Further, the production of Press Division was affected due to
imports allowed in some cases on account ef higher cost of production acd longer
delivery time by HMT. This calls for takimg vp of effective measures for cest

'
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control and reduction of delivery time besides adoption of aggressive marketing
strategy to boost up sales. The Committee would like the Government to pay
special attention to these aspects and give necessary guidance to the Company in
this regard.

‘(b) Diversification into non-machine tool business

2.20 The Committee enquired about the reasons for HMT taking up

_ manufacture of watches and other products instead of concentrating on machine

tools which was the main objective of the Company. The Managing Director of
the Company stated in evidence :

“The machine tool business is an area where there are cyclic changes in the
demand pattern and the machinetool industry is the first to be affected
when there is a slackness in demand of the engineering goods itself. There-
fore, we have diversified not only in the machine tool area, but in other
busigess also, so that if the demand pattern is not in the same cycle, they
can cancel each other’s negative effects, and the Company has greater
stabiiity.” :

2 21 In reply to-another question he added :

“The agrecmett for manufacturing of watches was signed by the Govern-
ment of India with the Citizen Watch Company of Japan and it was given
to HMT for implementation. At that time, there were very few companies
with the requisite skill in management to implement the project. HMT was
able to set up a watch industry inthe country. During 1966-69, the
watch industry helped us to some extent to stabilise our operation. This,
in fact, became in a way our basic policy so as to diversify to other area
of the demand. The production of watches involves the use of machine
tools. We have set up a separate division to make the machine tools for '
the watch industry. So, this, in fact, complements with each other.”

2.22 The Committee noted that while HMT was diversifying its activitics
to fields other than machine tools, there were imports of machine tools on a
large scale in the country. The Indian machine tools industry catered to only
76% of the total consumption in the country. In order to have the positior: clari~
fied, the Committee enquired about the value of imports of machine tcols and
why the production of these items could not be taker. up by HMT. The
Secretary of the Ministry stated in evidence :

“There is today a substantial import of machine tools and, in fact, during
the last five years, the import of machine tool has been increasing. It:
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was a little less than Rs. 40 crores in 1978, Rs. 100 crores in 1980, about
the same amount in 1931 and Rs. 145 crores in 1982. We do not have
the figures for 1983. But it is not going to be less than the figure for 1982.

On the one hand, the total demand has increased. The total turn-over
of machmc tool industry has been increasing. But import content, as
a p'rccntagc of total demand, has also been incrcasing because of the
special tools machines like computerised numercially controlled machines
which have been developed and which are not only more productive but
offer much better accuracies. For that purpose, we have been able to
persuade the industry to go in for this range of manufacture, HMT is
also getting into CNC machine. They have also got into making this type
of machine by their own Research & Development effort.”

.

223 Asked whether the impor:s had taken place on account of inability
to produce what is required or because it was more economical to import than
to mannfacture, the Secretary stated :

“Oac part is, we have to develop thz capability. On the basis of our studies
we have tried to identify the areas where we should develop the capabilities,
aad until we develop the capabilitics and we are able to manufacture, we
have to import. The second part is, even if we can develop the capability,
we wonld not like to do the entire range because it will not be economical.
The variety is very large. One has to do the selection in what areas our
requirecments would be larger and, therefore, we should develop the
capability in those and that will be economical.”

2.24 The Committec find that the Company Eas over the years taken up the
production of various non-machinc tools items like watches, lamps, tractors, presses
dairy machinery etc. The total value of production of items other than machine tools
worked out on an average to 64% of total production during the last S years. The
Company is stated (0 have diversified its activities into areas other than machine
tools to yake care of cyclic changes in the demand pattern in the machine tools in-
dastry. Nevertheless, having regard to the fact that the main objective of the settin;
up of the Company was the production of machine tools and there was growing
demand for them, the Committee are of the view that greater attention should have
been paid to the production of machine tools. The indigenous machine tool industry
still caters to only 767, of total demand. There have heen substantial imports of
machine tools during the last five years. The value of imports had gone up from a
little less than Rs. 40 crores in 1578 to about Rs. 145 crores in 1982. The
Committee, therefore, emphasise that HMT should increasingly concentrate on iis
primary function of devel pment and praduction of machine tools involving higher

*
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precision and advanced technolozy. It should at the same time draw up a suitable
programme for farming owt the production of simpler machines to other Units
especially in backward arcss.

C. Lamp Division

2.25 The Company has set up a plant at Hyderabad for manufacturing
lamps, lamp makirg machires and flourescent Jamps in collaboration with
Hungzrian firm Tungsram. Thg capacity utilisation in Lamp Division had come
down from 92%; in 1981-82 to 74% in 1982-83. The Committee enquired about
the reasons for the company going in for the production of lamps which did
net fit in with the basic concept of the setting up of the company. The Managing
Director of the Company stated in evidence :

“If we go back to the history of the Company, after 1966-69 recession, we
had certain major units located at different geographical centres, that
is, in Bangalore, Pinjore, Kalamzssery and Hyderabad. Instead of trying
to insulate the whole Company from the effects of variations in the
demand, our effort was to make such geographical location as
stable as possible. Accordingly, we went in for diversification in the machine
tools factory at Banrgalore ; at Pinjore, we went in for tractors; at
Kalamassery, we went in for printing machines ard at Hyderabad, we
went in for Jamps. That is how the Lamps Division was established at
Hyderabad.”

2.26 When pointed out that HMT was supposed to make available the -
components to other units making bulbs, the M.D. stated that : they had extra
capacities for that purpose and were in a position to supply components.

In reply to another question the witness stated :

*‘We have longer perspectives. This is an area where there would be a
lot of growth. If we consider the growing future demand, this is a small
venture. Itis not a very big factory which, I hope, India will need in
years to come. Then, this diversification has to be looked from a wider
future perspective. There will be a huge potential in the long run. The
second aspect is that there is no other manufacturer of lamp chain in ths
country.”

2.27 As regards the reasons for low capacity utilisation of this unit, the
M.D. stated :

“There are two furnaces—lead “glass furnace and the magnesia furnace.
The life of these furnaces’ lining should last for 4-5 years but during 1980-
81 because of the strike we had to shut down these furnaces and this
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contributed to some cxtent in the deterioration of the condition of the
refractories and it became manifest when the furnace was re-siarted.
Already we have re-lined our lead glass furnace and at the moment
magnesia furnace has been shut down for re-lining. For re-lining we
have to do lot of advancé preparation and it results in decrease in
production. We expect in the next six months to complete the over-

hauling of the chain and with that the Lamp-Division will be put back on
rails. '

2.28 The Committee enquired from the Secretary of the Ministry whether
the approval of the Government was obtained by the Company for the manu-

facture of famps and if so, on what considerations was this approved. The
witness stated :

“Although it is a fact that there are a numbzr of units making lamps in
India, none of them was wanting to get into making of lamp-making
machinery. Generally, in many cases, the international organisations
which are manufacturers of lamps have also gone into lamp machinery e.g.
Philips. They are one of the largest manufacturers of lamp chain, which
.is the basic machinery. But they were reluctant to go into this manufacture
in India. So, most of the parties used to depend on imports.

At that point of time, it was suggested that since in one of the units
of the HMT in Hyderabad, meant for épccial purpose machine
tools, there is some surplus capacity and since basically lamp
chain is a mechanical device, it could be akin to machine tools,
and 'so HMT should getintoit. That was one part of the machine.
Another was the vacuum chain in the lamp. So, HMT was asked to get
into those areas. Certainly, one could say this is not an area which was
thought of at the initiative of the HMT itself. In certain ministerial dis-
cussions it came up aad this suggestion was made. For HMT, Hungarian
collaboration was available. So, HMT prepared a proposal. Having
decided to set up & lamp chain machinery making unit, it is always
desirable to demonstrate the capability of that. So, they went into lamp
making units. That is why in this case HMT prepared a self-contained

integrated proposal for manufacturing lamp making machinery as well as
manufacturing lamps.”

2.29 The Coinmittee pointed out that the installed capacity of the Unit
for production of Lamp making machinery (lamp chains) was 8 per annum and

enquired about the number of machines actually produced. The following figures
were furnished in this regard :
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Year No. of Chains
1979-80 3
1980-81 1
1481-82 4
1982-33 —
8

2.30 Im reply to a question as to what were the projections in regard to
market demand for such chains in the proposal submitted by HMT to Govern-
ment, the Committee were infermed that the production of Lamp Making
Machinery was taken up by HMT in order to gain a qualitative advantage in the
technology of Lamp amd Lamp Making Machinery. No investments were made
towards the manufacturing facilities required for this, nor was any know-how fee
paid to the Collaborators. In view of this, no specific projections of demand
'were made.

) 2.31 As regards the reasons for unsatisfactory performance of the Unit,
the Secretary of the Ministry stated in evidence that on account of the trouble
in this particular collaberation HMT could not demonstrate the results. Elabo-
rating the difficulties experienced in the Collaboration agreement with the
Hungarian Company for this unit, hc added :

“The machines manufactured by the HMT based on that collaboration
were to produce 2000 lamps per hour. But they were able to produce only
1600 lamps per hour and the rate of rejections was alse higher. So, this
led to some teething troubles. About a year and half ago, when the
Minister of Industry weat to Hungary, as the Co-Chairman of the Indo-
Hungarian Joint Economic Commission, we took up with the Hungarian
Government as this was one of their organisations which had joined hands
in collaboration with us and told them that the units were not producing
the desired results. Fortunately, today I am in a position to say that as a
result of this follow-up action, some specialists did arrive here from Hungary
and modified those machines and, about a month ago, out of the machines
which are working in Hyderabad, one machinc was rectiied and rc-
conditioned. It has started giving the rated output, that is, 2000 lamps
per hour. We arc confident that within the next few moanths, all the other
machines will be rectified and they will start producing at the rate of 2000
lamps per hour. Our anticipation is that in 1984 85, this unit should not
be making any losses. We are fairly comiident about it after seeing ths
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result of one machine which has been modified and reconditioned...... The
number of lamps producc’d with the existing investment will increase, the
machines will work at the rated capacity and the unit will make profit. It
will be able to sell more machines and the pressure on imports will also

be reduced.”

2.32 Asked about the working results of the unit during the last five
years, the following figures were furnished to the Committee :

Year Rg. in lakhs
Profit (+)
Loss (—)
1978—79 ) 87
1979—80 (+) 12
1980—81 (—) 300
198182 (+) 12
1962—83 (=) 461

2.33. It was noticed that one of the reasons for losses was higher consump-
tion of materials than the norms fixed as is evident from the following figures

for 1982-83 :

Item Particulars

(Values in Rupees)

1. GCONSUMPTION
A. GLS Lamps :
(i) Raw Materials and components

(if) Stores and spare parts
packing materials etc.

B. F.L. Lamps:
(i) Raw Materials and Components

(ii) Stores and Spare parts,
Packing Materials etc.

1982—83
Budgeted norms Actual per
per 1000 Nos. 1000 Nos.
1453 1956
410 445
6630 13911

1877

4201
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2.34 The high consumption was attributed to the fact that the production
was not stabilised and the workers were not fully trained in all areas.

2.35 Asked whether there were any complaints in regard to the quality
of the bulbs produced, it was stated by HMT that in a mass production consumer
goods like balbs, some complaints were received through dealers/retailers as well
as directly from the customers. The complaints generally were of the nature of
shorter life, caps coming off, breaking of holder pins, fusing out, etc. The
customer complaints cell of the Lamps Division analysed such complaints on a
continual basis and took necessary corrective action to eliminate such defects.

2.36 The Committee enquired about the steps taken for quality control
The M.D. stated in evidence :

“We have worked out this on the total quantities of lamps sold. For
1980-81, the percentage of defective lamps comes to 1%, in 1981-82 to
1.3% and for 1982-83, it comes to 1.2%. We have taken certain corrective
steps. We have brought outa new lamp with 250V rating so that with
i the overlapping fluctuation, the filament does not go easily. Then, we
have gone to the tightening plan under the Indian Standards. We have
also introduced certain quality assurance procedures like quality rating
systems, quality auditing *and have also brought out certain technulogical
improvements where it was necessary.”

2.37 Asregards the cost of production, the following figures were
furnished by HMT in regard to budgeted norm and the actuals during 1980-81
to 1982-83

(Value in Rs.)

1980-81 1981-82 1982-83
Budgeted  Actual Budgeted ~ Actual Budgeted — Actual
Particulars Norms per  per Norms per  per Normg per  per

1000 Nos. 1000 Nos. 1000 Nos. 1000 Nos. 1000 Nos. 1000 Nos

GLS LAMPS
Variable Cost 1267 2502 1592 1812 1775 2347
Fixed Cost 485 1174 462 761 398 854

Total Cost 1752 "3676 2054 2513 2177 3012




FLUORESCENT LAMPS

Variable Cost 6340 16079 6794 11898 8416 17066
Fixed Cost 3388 28821 3293 6302 2877 8335

Total Cost 9728 44900 10087 18200 11295 25401

2.38. Inreply to a question about:the reasoms for the actual cost being
more than the budgeted norms, the Company have informed that budgeted costs
are fixed taking into consideration the ideal working conditions like full capacity
utilisation, ,optimum working efficiency, and past performance. However, the
variations under actual working conditions would have its own impact on actual
cost of production.

2.39 Increase in actual cost of production as compared to budgeted norm
was due to the following reasons :

1. Tncrease in material cost.

2. Increase in cost of fuel and gases as compared to the buodgeted
costs.

3. [Infrastructural imbalances like power cuts, etc.
4. Non availability of materials in time.

5. Variations in level of efficiency of workers.

6.

Unrest and long drawn strike during 1980-81.

The above reasons ‘had cumulative effect in increasing the actual cost of
production during the period 1980-81 to 1982-83. .

240 The production performance in regard to some of the diversified
products has not beea satisfactory. In the case of Lamp Division, no specific
projections of demand were made for lamp making machinery before establishing
the project. The total production during the last five years (1978—83) was only 8
machines which is the aonual Fcensed capacity. The capacity utilisation for pro-
duction of lamps also was only 749 in 1982-83. There was higher consumption
of material than the norms fixed, heavy rejections, and quality complaints like
shorter life, caps coming off, breaking of holder pims, fusing out, etc. The cost of
production was abnormally high, heing more ithan double the budgeted norms for
flourescent lamp ia 1982-83. The unit bad suffered a total loss of Rs. 8.24 crores
during the last fite years. The Commitiee view with concern the poor performance
_of this particular units They arc of the view that the Company should not have
gome in for the production of lamps, an area quite different from its main liae of
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production viz. machine tools. The production management and cost coatrol in
the unit left much to be desired. Altkough the unit had gone into prcdnction six
years ago; it was not until recently that modifications required in the machinery
to achieve the rated producticn had been carried out. The Committee wculd stress
the need for improving the quality of the products and vpgrading the technology for
the manufactare of lamps as well as lamp making machinery. Further, keeping
in view the need for conmserving emergy, the production of cnergy efficient lamps
which have bigher market potential should be stepped up. The Committee also

' hope that as assured by the Secretary, the Unit would become viable from
1984-8S.

(d) Dairy Machinery Urit

2.41 The Company has set up at Aurangzbad, the project for manufactur
ing a select range of dairy machinery. A collaboration agreement was signed
with FLM of East Germany in January, 1980. The total project cost is Rs. 487.5
lakhs. The products of the Dairy machinery Unit are Milk separators, Milk Chiller
Deep Chiller, Milk Pasteuriser, Cream Pasteuriser, Butter Making machine, Butter
packing machine, Milk Pumps and Heat Exchangers. The value of production
in 1982-83 was Rs. 182 lakhs only asagainst a target of Rs. 276 lakhs. The
production of factory is stated to have suffered on account of lack of demand.
The total turnover had come down from Rs. 129.18 lakhs in 1981-82 to Rs. 72.74
lakhs in 1982-83. Asked about the reasons for lack of demand, the MD stated in
evidence :

“In 1977 based on the then projections, the demand of the dairy machinery
was placed at about Rs. 19 crores. But, we reduced the demand projection
and created the capacity of only Rs. 465 lakhs of dairy machines. The
actuals arc now even lower than that. We made a very big correction in
building capacity but even that has gone wrong.”

2.42 Asked whether there was no proper market survey done before
creating the production capacity in the unit, the Secretary of the Ministry stated
in evidence : '

“The whole thing is based on the assessment of the Department of Agri-
culture. In fact, NDDB where the initiators of thisidea. Since they were
going into operation flood programme in milk their expectation was that
there was going to be lot more milk and they went ahead to set up a new
organisation called IDMMC under the NDDB. They had decided to go in
for collaboration. But it was at a late stage that they thought that they
would not be the right people to manufacture machinery. It was at that
stage that they started searching for other organisation. So, they approached
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the Government and Government accepted this view that this should be
transferred to a machine building Company like HMT.. Their demand
projection about the machinery was that in five years it would be about
Rs. 200 crores aad existing capabilities in the country were of the order o
meeting the demand worth Rs. 50 crores. It means that the balance
Ras. 150 crores worth of machinery in five years wil have to be procured
for which the existing capabilities are not there in the country. This new
factory was meant to meet 50 per cent of their requirements, which mean
Rs. 75 crores in five years. It is u mattzr of record that requirement of that
order of Rs. 75 crores in five years has not come up. We are worried about
this unit. It has gone jnto production in 1981-82 in a very small s:ale. It is
a very well designed unit; the facilities are good. the lay-out and the
manpower which is pat over there in position is very good. It is a much
smaller unit with an investmeat of Rs. 2 crores or a little less. Since orders
in this area are not coming up, we are thinking what else we can manufac-
ture in this unit by using these facilities, with no new investment except
marginally. I-personally feel tnat it should be possible to find out some
product. That is one approach.

Secondly. re-designing of the produci is needed. Europzans take butter,
which is not salted. East Germany, who is the collaborator in this case
does not make machincry which can mix salt with tutter. Indians, who
have got used to table butter as a breakfast item, take salted butter. We
found that the machinery manufactured by Germans has a little problem
in developing salted butier, because when we mix salt, the water contcnt
of the butter changes. Immediatzly after the start of the manufacture of
these items, these problems came to notice. It should be possible for R&D
people of HMT to get over it. We are also in coatact with the original

manufacturers. I think these are the types of problems, which it should be
possible to surmount.’

Then, instead of keeping the unit as one for butter making machine, we
are trying to supplement the unit by having a small group of persons, which
becomes a product systems group. For those who want to set up small
dairies, this Group wili do the turnkey job. With this little diversification
to meet the requirements, it should be possible to pat these units in a
healthy position.”

2.43 The Committee were also informed that the Dairy machine uizit had
incurred a loss of Rs. 8 lakhs in 1¥80-81 and Rs. 32 lakhs in 1982-83. It made
only a marginal profit of Rs. 2 lakhs in 1981-82. :

244 In reply to a question, the Committee were informed that in Dairy



19

machinery, the share of the Company was approximately 25%, of the total
industry. The Company faced competition by indigenous and foreign firms for
DMU range of products.

2.45 The Committee find that the dairy machinery unit bas not been
performing well. The value of production of the unit in 1982-83 was only 669, of
the target fixed and it suffered a loss of Rs. 32 lakhs during the year. The plant is
stated to have been set up based on the assessment of demand for dairy machinery
made by the Department of Agriculture which did not matenalise. This points to
the need for having cross-check of the market demand by the Company before
establishing any vnit to avoid creation of surplus capacities. They would like the
Department of Agriculture to go into the assessment of the demand for this type of
machirery and the reasons which falsified the estimation.

% 2.46 However, considering the fact that the Com_-any‘svmarket share in
dairy machinery was cnly 25, there weculd appear to be sufficient scope for
improvement in the performance of this Division prcvided steps are taken for
product diversification and the marketing organis:tion is strengthened to meet the
challenge from other producers. The Committee also support the idea of taking
up of turn-key jobs for setting up of small dairies. A clear cut action programme
covering both short term and long term measures to put the Dairy Machinery
Division on a viable focting should be drawn up and its imzlementation monitored

regularly.

(e) Pro dvctior of Prccisicn measuring instruments

2.47 A large portion of precision measuring instruments are imported
from Switzerland, U.K., Japan and East European countries. The Government
requested HMT in March, 1975 to examine the feasibility of setting up facilitics
for manufacture of precision measuring instruments. The Fifth Five-Year Plan
included a scheme for setting up a precision instruments Plant at an estimated
cost of Rs. 448 crores. An outlay of Rs. 1.10 crores was 'also made in
the Plan. The scheme was, howevcr, not taken up by the Company.
The Committee enquired about the reasons for not setting up the
project. The Secretary of the Ministry stated in evidence that there were a few
manufacturers in the world who had monopolised the manufacture of such
instruments and they were most relucrant to transfer the technology to anybody.
One of the leading manufacturers’ was TESA of Switzerland. After a fairly
lengthy dialogue, the HMT was able to get their understanding for a collabo-
ration. The collaboration was approved and the agreement was negotiated and
it was approved by the Government in June, 1979 mcre than 44 years ago but
in spite of that, this collaborator was going slow and instead of saying ‘no’ was
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not trying to do anything. Then again th:y had to start the search. Recently,
however, they had been ablke to have a break-through and a collaboration agree-
ment with oné East German firm ‘Carl Zeiss’ had been negotiated and approved
by Government. Now the Company had to prepare the feasibility report for
the investment decision and in the next six months or so the investment decision
was expected to be taken.

243 A large portion of precision measuring instruments are imported at
present. Although the Fifth Five-Year Plan included a scheme for setting up a
precision instraments Plant at an estimated cost of Rs. 4.48 crores and a provision
of Rs. 1.10 crores was also made for it, the scheme could not be taken up by the
Com )any for want of a suitable collabsrator. It is only recently that a collabora-
tion agreement with an East G rmaa firm bad been approveil by Government and
the investment decisioa was likely to bz taken in the next six months or so. It is
unfortunate that it had not been possible for Goiverament to find a suitable
collaborator for the setting u) of the' Uait all these years. They would like the
GCovernment to easure that at least now the project is set up sooa to reduce the
import of precision iastraments. The Committee also hope that with the setting
uo of this wait, the couatry would gaiy the cajability ia this highly soshisticated
f.eld of precision techaology.

(f) Printing Press

249 The Printing Machinery Division of tns Company at Kalamassery
comm :nced production in 1972.73. Tia: uait has bzea producing lstter presscs
and off-set presses of the single colour type. In line with the developnent of
printing industry the Compaay has introduced multi-colour shezt-fed off-set-
wmachinery of size 520 X 729 mn with techaology arrang:msat with M/s. Kozning
& Bauer. A.G. The total turnover in 1932-83 was Rs. 547.00 lakhs. The
Committee enquired whether any attention has been paid to the manufacture of
off set machinery for printing of newspapers to meet the demand for those
machines. It was explained in a note furnished to the Committee that newspapers
are normally published in two sizes viz., Broad Sheet Size 578 X914 mm. and
Tabloid Size 578 X 457mm. Newspapers published in Broad sheet size having more
than 4 pagesand Tabloid size having more than 8 pages and with a circulation
of over 20,000 copies will have to be printed on Web OFset Printing Machine as :-

(a) Only 2 to 3 hours will be available for printing.

(b) After printing, further operations like creasing, folding and trimming
to be carricd out. Web Offset Machines can give an output of over
40,00 copies per hour with printing, crezsing, ifolding and trimming. -
done in line.
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2.50 The maximum output on Sheetfed Offset Printing Machine will be
around 6000 to 6500 sheets per hour and only one shect (4 pages) can be printed
at a time on one machine. The subsequent operations like creasing, folding and
trimming will have to bs done separately. Hence, it is not feasible to print normal
Newspapers on Sheet fed Offset Printing Machines like HMT's,

2.51 The following Product Development Plan were however under
scrutiny :

(a) Single Colour Sheetfed, Offset Printing Machine of Smaller size.
(b) Multicolour Sheetfed Offset Printing Machine with perfecting facility.

{c) Web Offset Printing Machines suitable for priptin,g of Newspaper,
Magazines.

2,52 The Printing Press Division of the Company had been producing
letter presses and off set presses of single colomr type. It had also intreduced
multi-colour sheet-fed off-set machinery. The presses of the Cmgpny were, how-
ever, not saitable for printing of newspapers published ia broad sheet size hﬁing
more than four pages. A production development plan covering inter alia pro .uc-
tion of web off-set printing machines suitable for priatiag of newspapers, mayazines
and malti-colour sheet fed offset printing Machimes with perfecting facility were,
bowever, stated to be under scrutiny. The Committee desire that the decision
01 the develorment plan be expedited and productian facilities for multi-colour
off-set machines for printing in various sizes with perfecting facilities be set up
son to redace imports.



CHAPTER II¥
COST OF PRODUCTION

3.1 One of the goals set by the Company in Second Corporate Plan was
that each business unit should grow at least to the extent of compensating for
increasing costs through value added. It is, however; seen that the percentage
of employees costs to valoe added had gone up from 37), m 1981-82 to 39% in
1982-83. Further, the percentage of administrative expenses to cost of production
had also gone up from 3.12% in 1980-81 to 8.25%, in 1982-83 and were substan-
tially higher than the budget estimates of 6.26 per cent.

32 Asked about the reasons for increase in employees cost, the MD stated
m evidence :

“This percer.tage has gone up because from Ist Awugust, 1982, the salary
of officers and supervisors was increased. Similarly, from Ist January, 1983
there isa wage increase for the workers. If we hypothetically eliminate
this from the comparison, the percentage of employee’s cost to the total
cost will come down to 36.9. If we see the period of ten years we will find
that this figure used to be 52 in 1974-75 ; it was 44 in 1975-76; it was 46 in
1976-77; it was 48 in 1977-78; it was 43 in 1978-79; it was 38 in 1579-80
it was 40 in 1980-81 ; it was 37 in 1981-82 and it was 39 in 1982-83. It will
be seen that these are not actually going out of control.”

3.3 Inregard toincrease in administrative expenses as compared to
*budget estimates, the Committee were informed that these bad gone up on
account of increase in power and fuel expenses by Rs. 165 lakhs due to increase
in petroleum product price and increased usage of Diesel Generating sets in
manufacturing units due to power cuts imposed during the year, increase in
assembly charges of watches by Rs. 175 lakhs due to addition of 12 assembly
ancillary units, increase in sales promotion cxpenses by Rs. 70 lakhs due to
increase in media rates for advertisements and increase in printing and stationery
expenses by Rs. 29 lakhs due to ircrease in paper cost. The expenditure on
advertisement and publicity had gone up from Rs, 1.49 crores in 1980-81 to
Rs. 2.16 crores in 1982-83,

3.4 Asked asto how power and fuel and advertisement expenses have
been treated as administrative expenses, the Company informed that these have
been given under ‘Administrative Expenses’ in the "Cost of Production’ categori-
atiop in the performance budget of the Ministry of Indrstry, Department of
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Heavy Industry, which provides for segregation in five main heads viz., raw
materials and components, salaries and wages, administrative expenses, deprecia-
tion and miscellaneous expenses, in the absence of a specific head.

3.5 However, power is considered as conversion costs for cost accounting
purposes and grouped under ‘Other Expenses’ in HM T s financial accounts.

36 One of the factors affecting cost of production was high percentage of
production hours lost. As per annyal Report for 1982-83, as against 222.50 lakhs
available hours, the production hours lost were 105.81 lakhs or 48% of the
available hours. On enquiring by the Committee, the MD stated in evidence
that hours lost on account of absenteeism were 18% of the available hours.

377 Subsequently, the following details were furnished by the Company
in regard to production hours lost in 1982-83 : .

Hours lost
(in thousands) Percentage

Absenteeism 40,69 18
Machine Downtime 7,37 3
Power cut interrupiions 2,31> *I
Tndustrial Relations 57 —
Others 22,80 11
Production hours 73,74 33
Available . 2,23,99 100

3.8 Inregard to break up the 11% of production hours lost on account of
other reasons, the following details were furnished by HMT :

Approximate'
Percentage
1. Waiting time during se§uential production operations 6.5
2. Preventive maintenance 1.5
3. Time awaitingtooling-up 1.2

4, Miscellanepus (inspection, welfare, etc.) 1.5
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3.9 The production hours lost on account of absenteeism had gone up
from 16% in 1981-82 to 18% in 1982-83. This was explained as due to increase
in L.T.C. facility being wutilised by the employees dusing the latter part of the
four-year LTC block period. ’

3.10 The Committee enquired about the steps being taken by the manage-
ment to contain the increase in employees and administrative costs. They were
informed that the increase in these costs are proposed to be met by higher
production and increased productivity which would be achieved by (i) replace-
ment of old machines; (i) change in product mix (iii) reducing absenteeism and
(iv) value enginecring.

3.11 , One of the goals set by the Company in the Second Corporate Plan
was that each busimess unit should grow at least to th: extent of compensating for
increasimg operatiomal costs through additional value-added. The Committee,
however, find that the percentage ef employees costs te value added had gone up
from 37% tw 1981-82 to 397, in 1982.83. There was heavy loss of production
hours to the extent of 33, of the total available hours. Onme of the main causes
for it was high absenteeirm accounting for about 559 of the prcduction hours lost.
Waiting time during sequential production operations was another factor causicg
207, of the Joss. The Committee cannot over-emphasise the need for controlling
various factors contributing to heavy loss of productien hours.

312 The percentage ef administrative expenses to cost of production in
1982-83 was 8.25 as against the budget estimates of 6.26. The increase in
administrative expenses as compared to the budget estimates, as shown in perfor-
mance budget of the Ministry, was stated to bave been om accouat of
increase in power and fuel expenses, assembly charges for watches, sales promotion
expenses and printing and stationery etc. Admittedly, some of these expenses
" could net be considered as administrative expenses. The Committee desire that
classification of various expenses be rationalised and instructions issued to all the
Public Undertakings to ensure uniformity in regard to presentation of
unit cost data in the Perfermance Budgets.  This could be done in consultation
with BPE. '

3.13 The Committee find that the experditure in advertisements and publi-
eity had goneup from Rs. 1.49 creres in 1980-81 to Rs. 2.16 crores in 1982-83.
The Committee are not averse to publicity that may be warranted on commercial
considerations. It should, however, be ensured that the expenditure incurred on
publicity really serves the purpose in view. For instance, big advertisements about
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tractors in English Press arc of no use to the farmers who are the main users of
the tractors. It shall be more proper to insert such advertisements - in vernacular
papers. The Committee, thercfore, desire that the Company should have a more
rational policy im regard to- advertisements and publicity media. There should be
careful selection of media of publicity to ensure that the message reaches the target
group.



CHAPTER IV
WORKING RESULTS

4.1 The following table shows the working results of the Compaay during
the last five years :

(Net profit before tax Rs. in lakhs)

1978-79 1979-80 1980-81 1981-82 1982-83

Machine tools 240 589 264 1412 1907

Watches 1330 1698 1908 1893 2311

Tractors (—) 135 74 97 273 28

Lamps (=) 87 12 (—) 300 12 (—) 461

Dairy Mackinery — — -) 8 2 (m 32
1348 2373 1961 3592 3753

Return (Profit before

interest and tax) on

capital (average)

employed % 16.61 22.44 17.88 2460 2247

4.2 It would be seen from the above table that the profit from watches
was the highest as compared to other products and worked out on average to
70% of the total profits during the last five years. The Committee enquired in
this connection the profit earned on imported SKD/CKD watches. The follo-
wing figures were furnished by HMT in this connection :

Year Profit from imported % of profit to total

watches (SKD/CKD) profit from watch
Business Group
(Rs. in lakhs)

1978-79 947 7

1979-80 1561 92

1980-81 1209 63

1981-82 631 33

1982-83 720 31
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4.3 The Public Accounts Committee in their 49th Report (1982-83) had

- suggested that the benefit of the concessional customs duty on import of watch
components should be ‘passed on to the customers by suitable reduction in the
price of watches and HMT should be a pace setter in this regard. Asked about

the action taken by the Company in this regard the MD stated :

“The Government of India has reduced the import duty on the watch
components. The effect of this reduction in customs duty works out to
Rs. 47 per set. We reduced the price by Rs. 40 per watch because we had
already imported certain components and paid higher duty. This was a
weighted figure because the end price of the watch cannot be different.
We equated this and passed on the benefit over the whole thing at Rs. 40
per watch to take care of the supplies which we had earlier got at higher
duty and the concession we got on the subsequent supplies. In fact, the
benefit was passed on to the customer. However, more or less at the same
time, the cxcise duty was increased from 1% to 10%. So, as far as the
customer is concerned, he had to pay this increase in the excise duty.”

44 The Committec also enquired about the percentage of profit to Sales

and Capital employed for each business unit during the last three years. The
figures furnished in this connection by HMT were as follows :

RETURN ON INVESTMENTS

1980-81 1981-82 1982-83
% % %
{. Machine Tool: 95 25.8 278
2. Watches 372 29.6 327
3. Tractors 12.4 182 9.4
4. Lamps () 139 . 87 (-84
5. Dairy Machin.y ) 90 6.3 (—) 36

NET PROFITTO SAL:ES

198081 198182  1982-83

% % %
1. Machine T . 4.2 15.3 15.7
2. Waiciics 25.4 209 24.1
3. Tractors 23 46 (TR
4. Lamps (—) 475 09 (=) 433
S.

Dairy Ma-ivary = 1.6 (—) 438
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4.5 From a review of the Company’s working results during the last five
years, the Committee are giad to note that the Compamy has earned profits and
the overall return on capital employed ranged from 16.6%, to 24.60%,. The Com-
mittee appreciate this achievement of the Company. They, however, find that the
prefits have beea mainly on watches, accounting on am average for 707, of the
total profits during the last five years and a major part of that came from imported
SKD/CKD watches. Tke percentage of nct profit to Sales as well as retarn on
lnvestment of watches was asiso mach bigher than on other prodacts. The Com-
mittee would emphasise the need for complete indiZenisation of watch production
to aveid imports. They also desire that the questien of reduction in prices of
watches should be examined as watches can no longer be considered as an item of
laxary and unless there is significant price advantage in regard to indigenous
watches, smuaggling can not be enscouraged more effectively.

4.6 In respect of products other tham watches and machine tools, the
Cempany was either incurring losses or had made only a marginal profit. The
werking results of variows product, therefore, need to be kept under conmstant
review with a view to taking timely corrective measures.



CHAPTER V
EXPORTS

5.1 The Second Corporate Plan provided that each business unit should
export its produéts atlcast to the extent of betoming a ‘net exporter. It also
aimed at reaching an export target of 20% of production. However, the total
export earnings of the Company in 1932-83 amounted to only Rs. 4 59 crores or
about 5% of the total turnover. As against it, the payments amounted to
Rs. 27.19 crores. The Company thus remained a net importer. The Third
Corporate Plan has st up a goal of exnorting 25% of the HMT's turnover in
value with each one of the business groups contributing to export. It has,
however, been stated that this goal may not be fully realised im the Corporate
Plan period of 1982-23 to 1986-87 with export figures reachmg a maximum figure
of 15% of HMT’s turnover in 1986-87.

5.2 The Committee enquired about the reasons for slow growth in
exports. The MD of the Company stated thatin 1982-83 export of machine
tools worked out to 13%, whereas for watches it was 1.2% and for other products
it was negligible. So far as machine tools were concerned they expected definitely
te achieve the target of 15% set by them. Bat in the case of watches ; tractors
and other products it might be difficult to expect that percentage. They therefore,
expected that as a whole the Company should achieve exports which would be
of the order of 8% to 10%.

5.3 Asked about the suggestions to improve exports performance,th:
M.D. stated : ‘

“It is being increasingly felt that the sxport cells of the respective embassies
have to work more actively to Promote Indian exports. The resources
which are there at the disposal of the EXIM Bank should be increased
because, when we try to sell abroad, many times the competing countries
are able to providea lot of credit. We also need to have an increasing
capacity of ECGC to cover risk cxpoﬂ's. There are many areas where we
can export, provided there is barter. Now the problem is, a particuiar

country wants to tender, but the condition is we bay the products of that
country. There are not enough individual or iastitutional arragement by
which this could be done. The requisite mechanism should be there to
handle barter trade, because it is going to increase in the coming ycars witn
the coastraints and difficulties of the developing countries, which arc the
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potential customers for exports. The operations in our ports need to be
improved. Even at the end of December we could not send our products
both in Madras and Cochin ports. Many times the deliveries are time-
bound and the orders lapse if the products are not exported in time. It is
important to improve -the port operations. There is also the disadvantage
that we bave in terms of the cost of shipping. There are certain countries
to which lines of ceedit should be offered. We fecl this kind of credit
could be increased, asit-wilt give impetus to Indian exports.

We are selling watches through duty-free shops but we do not get cash
incentive for such sale like other exporters. We should be given the
benefits which anortal exporter would get. Presently for the deemed
exports the lagernational Finance Corporation incentives are not
extended to uf. Perhaps, this could be extended.

There is another problem. In some countries we are not permitted to pay
commission to an agent where there is line of credit, That will become an
impediment because the line of credit will remain unutilized. In the pay-
ment of commission, the RBI branches should be authorised to clear the
payments of such cases of commission where the figure is upto 15 per cent
so that there is speedier inter-action.”

5.4 The Committee enquired from the Ministry the steps being taken to
remove the various constraints in increasing exports. The Secretary of the
Ministry stated in evidence that the type of recession which the developed

_countries, particularly the engineering industries, had been facing in the last 2-3

- years had totally upset their calcu'ations for export in the enginecring industries. ,
Some of the countries had started offering prices which were practically cost of,
the material and manpower. A country like ours with a capital scarce situation
could not compete in that type of situation in the export market.

5.5 Inregard to the suggestion made by the Managing Director for
increasing resources of EXIM Bank for financing of exports the Secretary
stated that in any situation where the export was profitable the EXIM Bank was
prepared to finance cxports. As to the problem of operations at ports he stated
**1 agres sometimes goods are held up and delay means loss of credibility.” Then
it is also rightly said that our freight rates are higher which makes our exports
coitli:r. Weare going into this question in greater detail. Government has
constituted a committee headed by me and we will be finalising our report in
two montl.s from now and we will suggest some solutions.”

5.6 The Committee find that performance of the Company in the matter of
ex orts has not been very encouragin;. The Second Corporate Plan (1978-83)



the terminal year of the Plaa, the exports were only Rs. 14 5) crores or anour
5% of the total prodaction. The Third Coirporate Plan (1932-87) scaled dowa :h:
export targets aod provided that the exports might reach a maximum of 15%, ' f
HMT’s turnover in 1986-87. The Company was n)w not hupeful of reachinz even
this tarcet and informed the Committee that the exports were expected to reac 8
figure of coly 8-10°, of the tc(al turnover. The Committee desire that ctncerted
efforts be made to boost expcrts to achieve at least the targets set in the Corpo-
rate Plan. This inter alia requires taking up of measures for effective cost control
s0 that the Comgany is able to offer competitive prices for its products in the world
markets. The various measures for improving export performauce of the Company
outlined in his evidence by M.D. before the Committee uneced careful consideration
by the Government in various Ministries for removal of constraints and facilities a
desired be made available as early as possible.



CHAPTER V1
GENERAL
(@) Research and Development

6.1 A normally accepted indicator .of the efforts ‘put in by a company it
regard to R & D is the percentage of expenditure on R & D activities to annual
sales tyrn over. The Second Corporation Plan provided for promotion of R & D
by setting aside 2), of the sales turn over for this purpose. It was however
noticed that except in Machine Tool Business Group, the expenditure on R&D
had been much lower than this target as is evident from the following figures
furnished to the Committee in regard to R&D expenditure on three products :

Year %age of R& : expenditure to

annual sales turn over.

Machine tools Watches Lamps
1978-79 1.67 0.1 -
1979-80 4.05 0.17 0.38
1980-81 3.48. 0.23 0.76
1981-82 2.36 0.37 0.43
1982-83 2.54 1.04 0.36

6.2. There was shortfall in expenditure even in respect of provision made
in the Five Year Plans for R&D activities. Thus as against outlay of Rs. 100
lakhs for R&D in machine tools in the Fifth Five Year Plan the actual
expenditure was only Rs. 24 lakhs. Similarly in the Sixth Plan as against an
outlay of Rs. 12.76 crores the actual expenditure incurred upto :31.3.84 was
Rs. 3.44 crores only.

6.3 Asked about the roasons for R&D activities having not been given
the due attention, the M.D. stated ‘in his evidence that in the Fifth Five Year
Plan, the expenditure was lower because they did not go ahead with some of the
R&D laboratories but used the existing facilities within the factorics. However,
now with the increase in the volume of R&D facilities they had created separate
facilities for machine tools, watches and tractors.

6.4 Asregards outlay in the Sixth Plan, the witness stated that they
expected to spend further an amount of Rs. 2.6 crores in 1983-84 and Rs. 4
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crores in 1984-85, thereby giving a total of Rs. 10.04 crores as against total
outlay of Rs. 12.76 crores.

6.5 Inreply to a question, the M.D. added :

“We have planned specific development plans. We are hopeful that we
can achieve considerable progress both in machine tools and watches and
also in lamps. In tractors also we have set up R&D facilities and we have
been successful in manufacturing them. We have made 15 tractors which
have been fitted with fuel efficient engines.”

6.6 In this connection, the’Secretary of the Ministry stated :

“In the case of machine tool industry, luckily we have got a very good
central body CMTI...It is one of the finest research centres which has been
used by HMT as well as by the private industry and that expenditure is
not reflected in the books of the HMT. Although provisions have been
made for the R&D, yet I am of the view that there is still 2 need to
intensify this activity. Of course, they should not duplicate the facility which
is already available with the CMTI in Bangalore. Secondly, there should
be a conscious effort to see that expenditure on it should not just be for
the sake of spending only.”

6.7 When pointed out that the expenditure on R&D on products other
than Machine Tools was even lower than 19 of the sales, the Secretary stated :

““On the machine tool side, the developments which are taking place all
over the world are very fast. Infact, during the last five or seven
years, it is getting reflected even in our import of machine tools. The
import is going up very high. And because of very highly productive
electronic control and automation controls new machine tools are coming
up. In this the cost of production of items gets reduced. If I can reduce
the cost of production, certainly it would be more useful. That is why
on our machine tools dcvelopment we are now concentrating. On watch side,
we have made a start on the basis of not a very old collaboration and the
watch designs have not changed very much at present. There is only a
slight change in dial pattern, etc. So the type of R&D expenditure required
in that is going to be much less. But on tractors the emphasis is only on
two areas. At present, there is no hope that the technology will change
drastically. Two types of things can change—one is fuel efficiency of engine
and the other reducing the weight of the tractor by trving to introduce
new implements which are useful to the farmers, so that the need for R&D
expenditure is rather -limited. But it may not be comparable to that of
machine tools,”



6.8 The development of product lines for the fufure requires FHiér alia
adequate attention to in-house R&D. The Committee, however, find that as Higainst
an outlay of Rs. 100 lakhs for R&D in machine tools, in the Fifth Five Year Plan,
the actual expenditure was only 24 lakhs, In the Sixth Five Year Plan period
als> as against an outlay of Rs. 12.76 crores, the actual expenditure incurred
up to 1982-83 was Rs. 3.44 crores. Even with the expected substantial increase
in expenditure during the remaining two years of the Plan, the total expenditure is
likely to be only Rs. 10.04 crores or about 79%, of the total outlay, The expendi-
tare on R and D in 1982-83 worked out to 2.54), of the sales in the case of
machine tools, 1.04% for watches and 0.36% only for lamps. The Committee were
informed that in the case of machir: tool industry R and D activitiés were also
being carried out in Central Machine Tools Institute. Although. the:amount of
expenditure incurred on R and D may not necessarily be indicative of the achieve-
ments in the research and development in all cases, it goes without saying that
there is need to intensify this activity with a view to developing new ;products and
updating of the technologies. Thc Committee hope that adequate atteation would
be paid to R an D activities for all product-lines.

(b) Performance Review Meetings .

6.9 As per instructions issued by BPE in 1975 quarterly pcrformance
Teview meetings were required to be held by the administrative mestry thh
the Chief Executives of the Public Undertakings. Further instructions were 1ssued
by BPE in August, 1980 wherein it was emphasised that the systefn of holding
quarterly performance review meetings with the Chief Executives: of Public
Enterprises should be made a regular feature in all the Ministries/Départments.
These instructions were reiterated by the BPE in February, 1982 in'the context
of the year being declared as ‘Productivity Year’. These meetings are to be
attended by the Chief Executives of the enterprises, representatives of the
Planning Commission and the BPE.

6.10 From the information furnished to the Committee they regret to
note that in spite of the repeated instructions issued by the BPE, instead of
holding performance review meetings every quarter the number of such meetings
held by the Ministry in respect of HMT was only one in 1981 and two each in
1982 aad 1983. The Committee need hardly emphasise the importance of holding
regularly quarterly performance review meetings as these meetings help to focus
attention on key areas requiring action either by the enterprises or by the
Government and also facilitate decisions on vital matters. They trust that in
fature the Ministry would discharge this responsibility diligently. The follow up
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action on the points emerging out of each meeting should also be reviewed at the
next meeting.

oen s
New DeLHI ; - MADHUSUDAN VAIRALE
24 April, 1984 TR Chairman,

4 Vaisakha, 1906 (S) Committee on Public Undertakings.



APPENDIX

Statement of Conclusions| Recommendations of the Committee on

Public Undertakings contained in the Report

S.No.

Reference to
para No. in
the Report

Conclusions/Recommendations

2

3

2.16

217

2.18

HMT Ltd. which was set up in 1953 with the
objective of producing a range of machine tools has grown
into a multi-product Company. The value of production
has gone up from Rs. 119.71 crores in 1977-78 to
Rs. 280.31 crores in 1982-83 as against the target of
Rs. 285.90 crores. The Second Corporate Plan (1978-83)
envisaged an average compound growth rate of 16 per cent.
The actual growth rate in physical terms for certain
products has, however, been lower than expected. Further,
the Company could not retain its market share for various
products as envisaged in the Plan. The Committee desire
that the reasons for shortfall in achievement of objectives
and targets set in the Second Corporate Plan be analysed
with a view to taking corrective measures for the future.

The Third Corporate Plan of the Company envi-
sages increase in the value of production from Rs. 263
crores in 1981-82 to Rs. 523 crores in 1986-87. The overall
growth rate in the first year i.c. in 1982-83 was, however,
barely 6.5% and that too at current prices. The Committee
would strongly urge the need for concerted efforts and
taking of suitable remedial measures to accelerate the
growth rate to achieve the targets set in the Third Corpo-
rate Plan.

The Committee note that as against Sixth Plan
outlay of Rs. 14.59 crores for machine tools diversification
the expenditure likely to be incurred on this account upto
the end of the Plan period is hardly Rs. 2.89 crores. One
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3

2.19

2.24

of the reasons for it was financing of Ramibagh Watch
Project for which no provision had been made in the
Sixth Plan outlay. While the Committee welcome the
setting up of additional watch unit, they are of the view tthat
the Government should have allowed additional funds for
watch factory instead of slowing down the programme for
machine tools diversification. The need to diversify the
product range of machine tools to meet the situation
arising out of changing pattern of demand cannot be over-
emphasised. The Committee desire that funds required!
for Machine Tools Diversification Schemes should ba
made available to the Company early and implementation
of various diversification schemes be expedited.

In the case of several items, the Production wa s
affected due to market constraints. Further, the prodijctio n
of Press Division was affected due to imports allo\yed in
some cases on account of higher cost of producti.onand
longer delivery time by HMT. This calls for takin g up of
effective measures for cost control and reduction of delivery
time besides adoption of aggressive marketing st rategy to
boost up sales. The Committee would like the Go vernment
to pay special attention to thesc aspects and give necessary
guidance to the Company in this regard.

The Committee find that the Company ‘has over the-
years taken up the production of various non-machipe
tools items like watches, lamps, tractors, presses, dairy
machinery etc. The total value of production of items
other than machine tools worked out on an average to
647, of total production during the last 5 years. The
Company is stated to have diversified its activities into
areas other than machine tools to take care of cyclic
changes in the demand pattern in the machine tool
industry.  Nevertheless, having regard to the fact that the
main objective of the setting up of tae Company was the
production of machine tools and there was growing
demand for them, the Committee are of the view that
greater attention should have been paid to the production
of machine tools. The indigenous machine tool injustry
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3

2.40

still caters to only 76% of total demand. There have been
substantial imports of machine tools during the last five
years. The value of imports had gone up from a little less
than Rs. 40 crores in 1978 to about Rs. 145 crores in 1982.
The Committee, therefore, emphasise that HMT should
increasingly concentrate on its primary function of develop-
ment and production of machine tools involving higher
precision and advanced technology. It should at the same
time draw up a suitable programme for farming out the
production of simple machines to other Units espscially in
backward areas.

The production performance in regard to some of
the diversified products has not been satisfactory. In the
case of Lamp Division, no specific projections of demand
were made for lamp making machinery before establishing
the project. The total production- during the last five years
(1978-83) was only 8 machines which-is the annual licensed
capacity. The capacity utilisation for production of lamps
also was only 74%, in 1982-83. There was higher consump-
tion of material than the norms fixed, heavy rejections, and
quality complaints like shorter: life, caps coming off,
breaking of holder pins, fusing out, etc. The cost of
production was abnormaly high, béing more than double
the budgeted norms for fluorescent lamps in 1982-83. The

unit had suffered’ a totdl 165s 'of ‘Rs. 8.24 croréds d during the
last five years. The Comifiitteé-view With concern the poor
performance of - this' particuldr' unit. They are of the view
that the Company should not have gone in for the
production of lamps, an area qu:te dlfferent from its main
line of production viz. ‘machine tools The production
management and ‘éost €0ritrol in''the unit left much to be
adesired. Although the unit had gone into production six
years ago, it was not until recently that modifications
required in the machinery to achieve the rated production
had been carried out. The Committee would stress the
necd for improving the quality of the products and upgrad-
ing the technology for the manufacture of lamps as well
as lamp making machinery. Further, keeping in view the



39

3

2.45

2.46

248

need for comserving energy, the production of energy
efficient lamps which have higher market potential should
be stepped up. The Committee also hope that as assured
by the Secretary, the Unit would become viable from
1984-85.

The Committee find that the dairy machinery unit
has not heen performing well. The value of production of
the unit in 1982-83 was only 669, of the target fixed and
it suffered a loss of Rs. 32 lakhs during the year. The plant
is stated to have been set up based on the assessment of
demand for dairy machinery made by the Department of
Agriculture which did not materialise. This points to the
need for having cross-check of the market demand by the
Company before establishing any unit to avoid creation of
surplus capacities. They would like the Department of
Agriculture to go into the assessment of the demand for
this type of machinery and the reasons which falsified the
estimation.

However, considering the fact that the Company’s
market share in dairy machinery was only 25%, there
would appear to be sufficient scope for improvement in the
performance of this Division provided steps are taken for
product diversification and the marketing organisation is
strengthened to meet the challenge from other producers.
The Committee also support the idea of taking up of
turn-key jobs for setting up of small dairies. A clear cut
action programme covering both short term and long term
measures to put the Dairy Machinery Division on a viable
footing should be drawn up and its implementation
monitored regularly.

A large portion of precision measuring instruments
are imported at present. Although the Fifth Five-Year Plan
included a scheme for setting up a precision instruments
Plant at an estimated cost of Rs. 4.48 crores and a
provision of Rs. 1.10 crores was also made for it, the
scheme could not be taken up by the Company for want
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2.52

311

3

'of a suitable collaborator. It is only recently that a
wollaboration agreement with an East German firm had
Tbeen approved by Government and the investment decision
was likely to be taken in the next six months or so. It is
-unfortunate that it had not been possible for Government
:to find a suitable collaborator for the setting up of the
Unit all these years. They would like the Government to
«cnsure that at least now tl.e project is set up soon to reduce
ithe import of precision instruments. The Committee also
"hope that with the setting up of this unit, the country
*would gain the capability in this highly sophisticated field
- of precision technology.

The Printing Press Division of the Company had
been producing letter presses and off set presses of single
colour type. It had also introduced multi-colour sheet fed
off-set machinery. The presses of the Company were,
lhowever, not suitable for printing of newspapers published
iin broad sheet size having more than four pages. A produc-
ition development plan covering inter alia production of
wweb off-set printing machines suitable for printing
«of newspapers, magazines and multi colour sheetfed off-set
:printing machines with perfecting facility were, however,
-stated to be under scrutiny. The Committee desire that the
decision on the development plan be expedited and produc-
tion facilities for multi-colour off-set machines for printing
in various sizes with perfecting facilities be set up soon to
reduce imports.

One of the goals set by the Company in the Second
Corporate Plan was that each business unit should grow at
least to the extent of compensating for increasing opera-
tional costs through additional value-added. The
Committee, however, find that the percentage of employees
costs to value added had gone up from 37% in 1981-82 to
39% in 1982-83. There was heavy loss of production hours
to the extent of 339, of the total available hours. One of
the main causes for it was high absentecism accounting for
about 55% of the production hours lost. Waiting time
during sequential production operations was another factor
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3.13

45"

causing 20%, -of the loss. The Committee cannot over-
emphasise the need for controlling various factors
contributing to heavy loss of production hours.

) The percentage of administrative expenses to cost
%f production in 1982-83 was 8.25 as against the budget
estimates of 6.26. The increase in administrative expenses
as compared to the budget estimates, as shown in perfor-
mance budget of the Ministry, was stated to have been on
account of increase in power and fuel expenses, assembly
charges for watches, sales promotion expenses and printing
& stationary etc. Admittedly, some of these expenses could
not be considered as administrative expenses. The Committee
desire that classification of various expenses be rationalised
and instructions issued to all the Public Undertakings to
ensure uniformity in regard to presentation of unit cost
data in the Performance Budgets. This could be done in
consultation with BPE. '

The Committee find that the expenditure in
advertisements and publicity had gone up from Rs. 1.49
crores in 1980-81 to Rs. 2.16 crores in 1982-83. The
Committee are not averse to publicity that may be
warranted on commercial considerations. It should, how-
ever, be ensured that the expenditure incurred on publicity
really serves the purpose in view. For instance, big
advertisements about tractors in English Press are of no
use to the farmers who are the main users of the tractors.
It shall be more proper to insert such advertisements in
vernacular papers. The Committee, .therefore, desire that
the Company should have a more rational policy in regard
to advertisements and publicity media, There should be
careful selcction of media of publicity to snsure that the
message reachcs the target group.

From a review of the Company’s working results
during the last five years, the Committze are glad to note
that the Company has earned profits and the overall return
on capital employed ranged from 16.6% to 24.60%. The
Committee appreciate this achievement of the Company.

\
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- They, however, find that the profits have been mainly on

watches, accounting on an average for 709, of the total
profits during the last five years and a major part of that
came from imported SKD/CKD watches. The percentage
of net profit to Sales as well as return on investment on
watches was also much higher than on other products.
The Committee would emphasise the need for complete
indigenisation of watch production to avoid imports. They
also desire that the qu:stion of reduction in prices of
watches should be examined as watches can no longer be
considered as an item of luxury and unless there is signifi-
cant price -advantage in regard to indigenous watches,
smuggling can not be discouraged more effectively.

In respect of products other than watches and
machine tools, the Company was either incurring losses or
had made only a marginal profit. The working results of
various products, therefore, need to be kept under constant
review with a view to taking timely corrective measures.

The Committee find that performance of the
Company in the matter of exports has not been very
encouraging. The Second Corporate Plan ( 978-83) aimed
at reaching an export target of 20% of production. How-
ever, in 1982-83, the terminal year of the Plan, the exports
were only Rs. 14.59 crores or about 5% of the total
production. The Third Corporate Plan (1982-87) scaled
down the export targets and provided that the exports
might reach a maximum of 15% of HMT’s turnover in
1986-87. The Company was now not hopeful of reaching
even this target and informed the Committee that the
exports were expected to reach a figure of only 8-10% of
the “total turnover. The Committee desire that concerted
efforts be'made to boost exports to achieve at least the
targets set in the Corporate Plan. This inter alia requires
taking up of measures for effective cost control so that
the Company is able to offer competitive prices for its
products in the world markets. The various measures for
improving export performance of the Company, outlined
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in his evidence by M.D. before the Committee need careful
consideration by the Government in various Ministries for
removal of constraints and facilities as desired be made
available as early as possible.

The development of product lines for the future
requires inter alia adequate attention to in-house R&D.
The Committee, however, find that as against an outlay
of Rs. 100 lakhs for R&D in machine tools, in the Fifth
Five Year Plan, the actual expenditure was only 24 lakhs.
In the Sixth Five Year Plan period also as against an outlay
of Rs, 12.76 crores, the actual expenditure incurred upto
1982-83 was Rs. 3.44 crores. Even with the expected
substantial increase in expenditure during the remaining
two years of the Plan, the total expenditure is likely to
be only Rs. 10.04 crores or about 79% of the total outlay.
The expenditure on R&D in 1982-83 worked out to 2.54%,
of the sales in the case of machine tools, 1.04% for watches
and 0.36% only for lamps. The Committee were informed
that in the casc of machine tool industry R&D activtties
were also being carried out in Central Machine Tools
Institute. Although the amount of expenditure incurred on
R&D may not necessarily be indicative of the achievements
in the research and development in all cases, it goes without
saying that there is need to intensify this activity with a
view to developing new products and updating of the
technologies. The Committee hope that adequate attention
would be paid to R&D activities for all product-lines.

From the information furnished to the Committee
they regret to note that in spite of the repeated instructions
issued by the BPE, instead of holding performance review
meetings every quarter the number of such meetings held
by the Ministry in respect of HMT was only one in 1981
and two each in 1982 and 1983. The Committee need
hardly emphasise the importance of holding regularly

_ quarterly performance review mectings as these meetings

help to focus attention on key areas requiring action either
by the enterprises or by the Government and also facilitate
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decisions on vital matters. They trust that in future the
Ministry would discharge this responsibility diligently. The
follow up action on the points emerging out of each
mecting should also be reviewed at the next meeting.
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