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- -~ INTRODUCTION

I, the Chalrman Committee on Public Undertakings having been
authorised by the Committee to present the Report on their behglf,
present this Ninth Report on Bharat Electronics Ltd.

2. The Committee’s examination of the working of the company
was mainly based on the Report of the Comptroller and Auditor
General of India, 1982, Union Government (Commercial) Part-XI.

3. The Committee took evidence of the representatives of the
Bharat Electronics Ltd. on 10 and 11 September, 1 October, 4, 5 and
6 November, 1985 and also of the representatives of the Ministry of
Defence (Department of Defence Production & Supplies) on 27
January, 4 and 5 March, 1986,

4. The Committee comsidered and adopted the Report at their
sitting held on 21 April, 1986.

5. The Committee wish {o express their thanks to the Ministry
of Defence (Department of Defence Production & Supplies) and Bha-
rat Electronics Ltd. for placing before them fhe material and infor-
mation they wanted in connection with examination of the Company.
They also wish to thank in particular the representatives of the De-
partment of Defence Production & Supplies, Department of Electro-
nics, Department of P&T and the Undertaking who appeared for
evidence and assisted the Committee by placing their considered
views before the Committee,

6. The Committee also place on record their appreciation of the
assistance rendered by the Comptroller & Auditor General of India.

New Dernr; K. RAMAMURTHY,
April 28, 1986 Chairman,

Vaisakha 8, 1908 (S) Committee on Public Undertakings.

(vii)



- CHAPTER I
HISTORICAL BACKGROUND

The Bharat Electronics Ltd, (BEL) was established as a fully
owned Government of India Undertaking in the year 1954, under the
administrative control of the Ministry of Defence. The role assigned
to the Company was to meet the requirements of Defence Services
and Civil Government Department viz. Doordarshan, All India Radic
PLT, Railways and para-Military Forces for professional eleetronics
equipments through indigenous production. The Company was also
charged with the production of specialised components for the enter-
tainment of electronics industry in the country.

1.2 BEL is at present manufacturing inter-alia various types of
Transmitters, Trans-receivers, Radars, Opto-electronic equipments

and a wide range of components i.e., Magnetrons, Semi-conductars
Devices, Condensors, Coils, Chokes, Transformers, etc.

13 The Company when incorporated had one unit in Bangalore.
It has at present four operational units situated at Bangalore, Ghatia-
bad, Pune and Machilipatnam. Three more Units are under various
stages of implementation at Panchkula (Haryana), Taloja (Maha-
rashtra) and Kotdwara (Garhwal-UP). In addition, two establish-
ments at Hyderabad (Andhra Pradesh) and Madras (Tamil Nadu)
have also started manufacturing specialised Defence items.

1.4 The Company’s Authorised capital, which was initially
Rs. 1000 lakhs, was raised to Rs. 3,500 lakhs as on 31st March, 1984
The Paid-up capital as on 31st March, 1984 was Rs. 1800 lakhs con-
tributed entirely by the Government of India.



CHAFPTER 1I
OBJECTIVES AND OBLIGATIONS
(A) Objeqtives

The Memorandum of Association of the Company lays down that
the main objects of the Company are to design, develop and manu-
facture: —

(a) Electronic equipment such as Transmitters, Trans-recei-
vers, Oscillators, Amplifiers and Radar equipments, X-ray
machines, Surgical and Medical appliances, Testing instru-
ments, etc. '

(b) Specialised electronic components such as Eleciron Tubes,
Magnetrons, Klystrons, Semi-conductors, Resistors, - Con-
densers, Coils, Chokes. Transformers, Switches, etc. .

2.2 The Administrative Reforms Commission (ARC) in their Re-
port on Public Sector Undertakings (October, 1967) had recommend-
ed that the Government should make a comprehensive statement
on the objectives and obligations of Public Undertakings. The
Bureau of Public Enterprises (BPE), while communicating thc
acceptance of the above mentioned recommendation of . the ARC,
tequested (November, 1970) the Ministries concerned 1io initiate
action to have the objectives and obligations of the individual Public
Enterprises laid down in consultation with the Ministry of Finance.
No action in pursuance of the above directives was taken by the
Company till November, 1979.

2.3 In May, 1979, the BPE issued instructions to the Ministries to
advise the Public Enterprises under their control to spell out their
micro objectives consistent with the broad objectives spelt out in the
Industrial Policy Statement of December 1977, to facilitate the rea-
listic and meaningful evaluation by the Committee on Public Under-
takings and the Government. In pursuance of these instructions the
Company forwarded to the BPE in November, 1979 with a copy to
the Ministry of Defence (Department of Defence Production) a note
detailing the Corporate (Policy) objectives and micro-objectives
framed in pursuance thereof alongwith a Corporate Plan for the
coming: 7 to 8 years (without the approval of the Board).

2 1
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The Corporate objectives/plans sent to the Ministry in November,
1979 are stated to have been put up to the Board of Directors of the
Company only in April, 1982 for ratification. The Board while rati-
fying the action of the Company noted that a revised Corporate Plan
would be submitted by the Company taking into account the Gov-
ernment’s decision on the three new projects and the Defence r.eeds
as recently finalised. The Board finally approved in May, 1983 the
-Corporate (Policy) objectives and Corporate Plan that had been
-proposed in November, 1979 covering the period from 1879 to 1886.

2.4 As the objectives framed by the Company were only of short-
term nature, the Department of Defence Production communicated
their observations thereon to the Company in December, 1979 which
included inter alia the following:—

(a) The Corporate Plan prepared was largely based on the
Five Year Corporate Plan it had prepared on the basis of
the requirements of the Services for various types of elec-
tronic equipments during the Defence Plan period 187¢—
84 and suffered from the following defects: —

© (i) The Plan did not base itself on a long-range policy of
equipments required by the Services. It sought to expand
capacity during 1979-84 i.e., during ‘the Plan period itself.
This was not logically possible, as apart from procedural
aspects' of sanctions, etc. the Company would require
time for planning the capacity. By the time it was ready
to supply the equipments required in the Lefence Plan
1979—84 three years of this plan period would have been
spent in capacity planning. The requirements of the
entire plan period would, therefore, be supplied only
towards the end, leaving the requirements of the first
three’ years either to be postponed or met by imports.

(ii) The product-mix of the Company over a long period
would shift in accordance with the product-mix
required by the Services, which itself would be
based on a long-range conception by the Services
of the equipments required by them. In the field of
Electronics, most of the equipments were related to wea-
pon system and unless the long-range requirements of
specific weapon systems were determined it would not
be possible to identify the associated electronics requir-
ed for the same.

(iii) The Plan based itself on the existing R&D facilities and
did not have a proper strategy for linking production of

= new equipment with a phased policy of developing the
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existing R&D capacity to meet the emergent require-
ments,

(iv) The Corporate Plan apparently had been prepared in
isolation from the totality of the Electronic Plans and
projections of the rest of the country. Even though the
Company was engaged in meeting the requirements of
major Civil users like Police, AIR, P&T and Civil Avia-
tion, the Plan did not take care of their increasing re-
quirements. The Plan also did not visualise any strategy
for using the capacities built in the electronic field in
the Indian Industry for supplying items to the Company
on contractual basis.

(b) In the last 25 years, the Company had grown substantially
but mainly as a result of ad hoc responses to the needs of
Defence, principal civilian users and keeping abreast with
development of technology. This had resulted in a wide
variety of product-mix and equipments and components.
The product-mix needs to be rationalised which would help
in defining the long-term project goals with consequent
implications for the Company and the Electronics sector
of industry and assuming with some degree of precision
the size and volume of transactions, the corporate struc-
ture and the organisation required to meet the same over
a period of say, 10 to 15 years.

In order to carry out this exercise, the following steps were
suggested by the Ministry:

(i) Identification of Defence requirements over a long-range
period;

(ii) Identification of projects which could appropriately be
executed by the Company. For the equipments which
could not/should not be handled by the Company, crea-
tion of additional capacities, either in the public or pri-
vate sector, would have to be considered after taking into
consideration the capacity built over the years in the

Indian Industry; and

(iii) Identification of equipment required by principal civi-
lian users, viz,, Railways, Civil Aviation, AIR and Door-
darshan, P&T, Police, Petro-Chemicals, etc. Here again
the areas left by the Company have to be catered through
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the existing or additional capacities to be created in the
rest of the Industry,

(c) Ever since the inception of the Company in 1954, it had

been taking a lead in introducing high technology items
both for Defence and Civil uses. While identifying new
as well as parallel technologies and also identifying the
product-mix for the Company, it would be essential to find
out the areas where the Company had a future in pro-
viding technology lead; areas of less complicated tech-
nology where competence had been developed ‘elsewhere,
have to be left out of the Company’s long-range plans.

(d) Commensurate with the requirements of achieving self-

(e)

®

reliance in the technology required for Defence, principal
Civilian Users and to maintain the technology lead by the
Company, an R&D plan would have to be evolved. After
identifying the long-range guages of the R&D plan, a stra-
tegy would have to be evolved to implement the plan with
adequate resources, both financial as well as man-power.

Over the years, the Company had succeeded in develop-
ing technologies in various fields. However, as of today,
the policy had been by and large, with a few exceptions
like T.V. technology for the small sector, to use the tech-
nology for production within the Company’s establish-
ments. For a company of BEL's size and importance’ it
was essential, over a long-range period, to have a policy
of providing technology to other units in the industry
which were not capable of investing funds in R&D and
generating their own technology. This process could be
enlarged by having a clearly defined role of R&D projects
where the technology developed need not necessarily be
used for production within the Company, but could be sold
through licensing arrangements to other Units.

The Company should have in their Corporate Plan ‘a long-
range strategy for developing bith export as well as trans-
fer of technologies to third world countries by taking ad-
vantage of Government's policy of entering into joint
collaborative ventures with firms of developed nations for
providing technology transfer to third world countries.
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{g) According to the Company’s experience, fulfilling the role
of providing technology lead and meeting essential re-
quirements of military and civil users for sophisticated
equipments, did not provide an adequate profit base to
generate internal resources. It would, therefore, be neces-
sary for the Company to evolve a plan for undertaking
projects where profit earning capacities were higher than
in projects which otherwise legitimately come within its

field.

(h) The Company would be well advised to set up imme-
diately a high-powered perspective planning cell directly
answerable to the Chief Executive for working out a more
scientific perspective plan.

2.5 The above remarks of the Ministry on the Corporate objec-
tives/plans received in December, 1979 were not reported to the
Board. The Govt. sanction for setting up of their new projects was
received in September/October, 1982. A revised statement of Cor-
porate Objectives Plan covering the period from 1985—1990 was pre-
pared by the Company in the light of Ministry’s observations and
were got approved by the Board and submitted to Govt 'in May,
1985,

2.8 According to Audit, no report indicating the actual perform-
ance in fulfilment of the objectives formulated for the period from
1976—86 had been submitted either to the Board or to Government
till April, 1983.

B. Corporate Plan

2.7 The actual achievements for the 5 years from 1979-80 to 1983-
84 for some of the financial projections made in the Corporate Plan
are summarised below:—

(Rs. in lakhs)
1979-80 1980-81 1985-82

Planned Actual Planned Actual Planned Actual
Sales . . . 10,007 8,295 11,400 6,891 12,000 12,844

Profit before tax . 734 851 1,139 893 917 2,013
Dividend Payment. . 132 128 162 142 243 158
Capital Bxp. . . 1,000 634 1,693 861 3,015 832
Equity 1,190 1,180 1,520 1,300 2,540 1,350

Bosns Ou . . 1,589 1,586 1857 1369 2085 1,623




- e g g - e ——

198283 1983 84
Pianned Actual Plaoned  Actual

— ——

Sales . . e, .+ ., 13540 14228 15170 15494
Profit before tax . 852 2,346 1370 2,646
Dividend payment 333 169 366 184
Capital Expenditure 1763 ‘ 1021 1085 1828
Equity e . 3030 1500 3080 1900
Loans outstanding . . . 3184 2063 3134 2512

2.8 According to the Audit the Board had not been kept inform-
ed of the performance with reference to various targets set in the
Corporate Plan and reasons for variations.

2.9 When it was pointed out by Audit that the Corporate objec-
tives were only the short-term objectives for the period 197986
and did not cover the objectives and obligations envisaged in the
BPE circular of November 1970 the Ministry stated (April 1983):

“A considerable part of the operations of BEL is related to
Defence Plans of the Government. Secondly, realistic
projection cf the Company’s Plans beyond 1986 would be
possible only when the Defence Plan beyond 1986 is
finalised.”

2.10 On enquiry as to why the Board had not been kept informed
of the various targets set in the Corporate Plan, their achievements
and reasons for variation etc. the Company have informed the Com-
mittee that “since the assumptions on which the Corporate Plan
was prepared were beset with uncertainties, the Plan could be ¢o
sidered only as a broad indication and not as a bench mark for close
monitoring by the Board. Uncertainties relating to major weapon
systems still remained even after Government sanctions were
received. Hence it was not considered useful to prepare a revised
Corporate Plan. However, the performance with reference to the
annual target is always constantly reviewed by the Board in terms
of quarterly, half-yearly and annual performance. Since 1982, the
Company’s quarterly performance is also reviewed by the Govern-
ment in Performance Review Meetings (PRM).”



2.11 When asked about the reasons for taking more than 3 years

by the Company in furnishing the revised Corporate Plan, the Com-
pany in a written note furnished to the Committee has stated:

“The Corporate Plan was submitted in November, 1979, At
that time it was anticipated that it would be possible to
get Government approval within a short time for the three
new equipment factories which were proposed in the Plan
and which had been cleared by the' Expenditure Finance
Committee of the Government during miq 1979. The
licence agreement with M/s. Cornings had also been con-
cluded and submitted to the Government for approval.

During the year 1980-81, certain exercises pertaining to Long
Term Planning of Services’ requirements were being held
in the Ministry of Defence and the methodology pertain-
ing to indigenous development/production were being
considered. However since the Defence Services require-
menis apparently took time to get formulated, it was
decided to place before the Board the Corporate Plan as
had been prepared in November, 1979 for their approval
and the Board was informed that the revised plans would
be worked out when decisions pertaining to the three new
projects sent to the Government for capacily augmenta-
tion were available.” '

92.12 Accordingly the Corporatc objectives were placed before the
Board for censideration in the 161st Meeting held in May, 1983 and
were got approved. A revised Corporate Plan for a five year period
from 1985 to 1990 was also approved by the Board and submitted
to the Government in May, 1985.

913 In the written note furnished by the Deptt. of Defence Pro-
duction it has been stated that the Company submitted its perspec-
tive plan for 1985—90 (Coinciding with the Seventh Plan period) in
May, 1985. It is based on the projections given by the Defence
Services and other Government Departments. Long term Plans for
10—15 years could not be drawn up so far as the users have not been
able to project their requirements beyond 5 years. This is partly
attributable to the fast rate of obsolescence in electronics.

2.i4 During oral evidence of the Ministry of Defence (Depart-
ment of Defence Production), the Committee enquired as to why the
Ministry took more than three years in according approval to the
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Corporate Plan submitted by the Company, The Secretary, Defence
Production replied:— o ’

"“To the best of my knowledge there is no order of the Gov-
ernment which requires Corporate Plan of the public sec-
tor undertaking to be formally approved by the Govern-
ment. The Company had prepared a Corporate Plan,
sent it to Government. Government has conveyed its
observations and suggestions. The Company revised the
plan in 19882 because they had included some projects in
the corporate plan for which sanction had not come by
that time. Therefore, the Company took time to finalise
its corporate plan.”

The witness added:

“The formal approval of the Government to the Corporate
Plan is not necessary. The Corporate Plan may contain
some investment proposals. The investment proposals re-
quire Government decision if it is not within the delegat-
ed powers of the Public Sector Undertaking.”

2,15 The Committee pointed out that when the Company submit-
ted a Corporate Plan in 1979, it had included therein a proposal for
setting up of three new factories which had been cleared by the
Expenditure Finance Committee. At that time, the Company had
anticipated to get Government’s approval thereto within a short
time. Accordingly, the Company concluded an agreement in this
regard in 1979 with M/s. Cornings of USA and submitted the same
to Government for approval. As the Government'’s approval for the
projects was received in September and October, 1982 respectively,
the Company could not prepare a revised plan. The Plan had to be
held over till the sanction was given by the Governmenf. It has
also been admitted by BEL that “Funds are not the only constraint
but it is the sanction of the Government, which is the constraint.
If the Government sanction is not there then we are not permitted
to invest. That is how the Government companies are helpless to
meet shortfall which has been occasioned by the delay in sanction-
ing of projects.” '

9.16 When asked as to what the Ministry had to say in the mat-
ter, the Secretary, Defence Production stated:—

“Depending on the capital structure of each public sector
undertaking they are allowed to invest, BEL at present

709 LS—2. ‘ ’
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are allowed to take investment decisions on projects cost-
ing upto Rs. 4 crores. Within these powers Government
sanction cannot be a constraint. Where the Public Sec-
tor Undertaking is not authorised to take any investment
decision on projects costing more than Rs. 4 crores, it is a
constraint. In certain cases Government sanetion has to
be taken. If it is less than Rs. 10 crores, approval of the
Minister has to be taken; but it does not go to the Cabinet
Committee. After it has been sorted out and agreed to,

sanctions are issued. It was put up to CCPA and sanc-
tions were issued.”

2.17 The Committee pointed out that the Corporate Plan sub-
mitted by BEL contained details of three projects which required
specific approval of the Government and for the proposals received
by the Ministry in July, 1978. Final approval was given only after
four years i.e. in September!October 1982. When the Committee
enquired as to why the matter was got so much delayed, Secretary
Defence Production then stated:—

“I have brought the following chronological events since the

date of the proposal and the date on which sanction was
issued. The proposals for two projects, namely, Panch-
kula and Kotdwara (Garhwal—U.P.) were received from
BEL: vide CMD letter dated 23rd July, 1978:

23-7-78
28-8-78

21-10-78

4-9-82

Project report for setting up two factories and requesting for
presentation, and not for sanction.

Presentation by BEL - case considered reasonable and recommen-
ded for processing Government approval.

Draft EFC Memo received from BEL; forwarded to IF (DP).

Government letter for sctting up two factoreis issued.

These proposals have been sent frotn - one Department to

another. It went from Integrated Finance (DP) to Se-
cretary, Planning Commission and then to Secretary, De-
partment of Electronics for comments. It was also sent
to Sodhi Committee, On 19th July, 1982 draft ' CC.
PA paper was approved by the Defence Ministry. On 24th
July, 1982, draft CCPA paper was approved by the Finance:
Minister.”
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2.18 Explaining the procedure for sanctioning of new projects,
the Deptt. of Defence Production in their written note furnished to
the Committee have stated:—

“There are two kinds of procedure followed in the Ministry
for sanction of Defence and non-Defence projects. A de-
fence project received in the Ministry is examined in
consultation with the Integrated Finamce and the user.
If the project cost is less than Rs. 10 crores, the approval
of Secretary (Expenditure) is obtained on file before
issue of project sanction. If the capital expenditure is
more than Rs. 10 crores, approval of CCEA is obtained.

In respect of civil projects, for projects costing less than
Rs. 10 crores an Expenditure Finance Committee Memo
is prepared for the project and circulated to all vetting
agencies viz, Planning Commission. BPE, Plan Finance,
Department of Economic Affairs etc. The comments of
the project vetting agencies are then incorporated in the
EFC Memo and put up to the EFC for approval. Pro-
ject sanction is thereafter issued by the Administrative
Ministry after taking the approval of the Minister. For
projects costing more than Rs. 10 crores, the proposals
are considered and approved by PIB and CCEA.

In the case of these equipment projects also tlie above proce-
dure had to be followed, which took time for thorough
examination by various agencies and final sanctioning of
the projects.”

2.19 When asked whether any procedure has now been evolved
to eliminate the chances of such delays, the Secretary, Department
of Defence Production stated:.—

“Earlier the system was that right from the conception stage,
market assessment demand, location of site, arrangement
of finance, cash flow, working capital, source of know-
how, plant and machinery and technically speaking de-
tailed project report should be available before Govern-
ment could give clearance signal. Now, from 29.3.1985
the system is that supposing a company wants to go in for
anything then a decision in principle is taken so that they
can start preparing feasibility report. After the detailed
project report is prepared then the investment decision
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is taken by the Government|Cabinat. So, it reduces the
time-taken in deciding the matter.”

2.20 The Committee were also informed by the witness that the
proper course for BEL would have been to split up the plan - into:
two parts ie. one part could deal with new projects requirixig sanc-
ﬁon of the Government and the other part could contain projects
with which they ceuld go ahead straightway. On enquiry whether
at any stage the Ministry advised BEL to proteed with the matter
.accordingly, the witness stated “not to my knowledge.”

2.21 The Committee pointed out that when a particular public
sector Company especially the gne like BEL involved with a
national security was working under a wrong impression
it was the duty of the administrative Ministry or the concerned offi-
cer in the Ministry dealing with the Corporate Plan etc. to educate
the Company to act in a particular way ie. to split the plan .into
two parts. But in the case of BEL, even in the inter-Ministerial
discussions on the Corporate Plan no such advice of spliting the plan
was given to the BEL &t any stage.

Pointing out that the inordinate delay in sanctioning the Cor-
porate Plan had resulted in loss to the Company due to non-produc-
tion of equipment, escalation of cost etc. the Committee enquired
whether the Ministry could consider in terms of fixing responsibility
for the delay negligence, the Secretary, Defence Production stated:

“The question would not arise since it did not require any
‘fqrmal approval of the Government...If I were in that
place I would have resorteq to this advice. If I were the
Chief Executive of BEL I would have done it, but it does

b net mean that they should expect the Government ad-
vice on this or the Government was expected to tell
them....

I can submit only two things If somebody has neglected
in taking expeditious action as per the procedure pres-
cribed, then certainly action should be taken against him.
But after going through the chronological events I
must submit that' 1 don’t think any person was responsi-
ble or any undue delay had taken place. It is because, it
went to one committee which was not a standing com-.
mittee to which the proposal was required to be sent. Sodhi
Committee came into the picture. The proposal ~went

T from the Department of Defence Production to Expendi-
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ture and then to Planning Commission and to the Depart-
ment of Electronics. Location ‘problem came in
But this is a fact of life that this proposal has taken two

years. This is also a fact of life that nobody has sat on
the file.” "

ST

2.22 When asked whether the Bureau of Publie Enterprises has

prescribed any role for the Government nominees on the Board of
Directors of Public Undertakings; the witness replied: -

“I think there was some communication some years ago. I

do not know exactly but this matter came up, in fact, in
one of the annual conferences. of the Chiefs of the public
enterprises in the year 1983 and some recommendations
were made by the Conference, with which the Govern-
ment did not entirely agree. The situation on this point
now seems to be fluid. But without waiting for any con-
sensus or for any guidelines, this much is very clear that
the nominee should function as the eyes and ears of the
Government in order to ensure the growth of the under-
taking as also to avoid hanky-panky.”

2.23 When asked whether the revised plan submitted by BEL,
has since been approved or is still pending with the Government, the

witness stated:—

“When the new Corporate Plan was received some time In

May, 1985 we prepared a brief on it, sent it to the three

- service Chiefs and to the Minister concerned and organi-

sed a formal presentation by the BEL. They made a
formal presentation in which in addition to Defence Mi-
nister, Senior Officers from the Ministry, the three Ser-
vice Chiefs alongwith the senior officers were present.
Some suggestions and some comments came. Based on
that, we wrote a formal letter to BEL. However, thege.
suggestions are made to keep this in view while finalising
the plan and whenever any Government approval {s
required for any investment decision as per the prescribed
procedure, it is expected that the Company would ap-
proach the Government for sanction. The formal letter

was issued to all. No plan is pending with the Govern-
ment.

Vo
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2.24 When asked. whether the Corporate plan should be taken
to have been cleared, the witness stated:

“I cannot give two comments to the Committee. To the best
of my knowledge, I have not come across any order of
the Government requiring formal approval of a corporate
planbut certainly we examined it from all the information
available and we sent them our comments in writing.”

When further asked whether the Corporate Plan was now ready
and available with BEL to operate wpen and implement without any
further reference to Government, the witness stated “the invest
ment proposal has to come to the Government, wherever necessary.”

225 The Committee note that in pursuance of the reécommenda-
tion of the Administrative Refooms Commission (ARC), the Bureau
of Public Enterprises (BPE) had asked the Government Companies
as far back as in November, 1970 to initiate action to have objectives
and obligation of Public Undertakings under them laid down in con-
sultation with the Ministry of Finance. Again, in 1979, BPE issued
further instructions to the Ministries to advise their Public Under-
takings to formulate micro objectives consistent with broad objec-
tives spelt out in Industrial Policy Statement of December, 1977.
The Committee find fromn the Audit Report that in pursuance of
‘this divective, Bharat Electronics Ltd. (BEL) forwarded a note to
BPE in November, 1978 with a copy to the Ministry of Defence (De-
partment of Defence Production) detailing a Corporate. Plan (policy
objectives), micro objectives along with a Corporate Plan, without
getting them approved by their Board of Directors,

226 From the facts placed before them the Committee find that
the Depariment of Defence. Production and Supplies considering the
ohjectives framed by the company being of shert terin nature only
had communicated to the Company in December, 1979 their obser-

~ vations on the Corporate Plan objectives framed by the Company.
These were placed by the Company before the Board of Directors

for consideration only in May, 1983 and were got approved by
Board.

2.27 The Committee arel unhappy over the inordinate delay of
nelrly three and a half years on the part’of the Company in getting
‘their objectxveq and obligations approved by the Board of Directors.
‘'What is worse is that the Company instead: of improving upon the
objectives and obligations in the light of comments of the Ministry
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of Defence of December 1979, got the objectives and obligations as
originally framed by them approved by their Board of Directors in
May 1983. The Committee are surprised that after giving  their
comments, the Ministry never followed up with the Company to
know the progress made or the final outcome. The Committec be-
liev’e that objectives and obligations of each Company have to be
approved by the administrative Ministry. If that be so, it is but
necessary that the objectives and obligations as approved by the
Board of Directors should be submitted to the Ministry and got
cleared by them so that the areas of operations are clearly known
to the Company and it is able to draw its programmes and activities
on those lines and execute them in a time bound programme. A
copy of the objectives and obligations has also to be sent to the Mi-
nistry of Industries (DPE),

228 The Committee further feel that it is high-time that a paper
on the actual performance of the Company during 1979 to 1986 in
fulfilment of its objectives and obligations is brought out and placed
before Parliament to enable the members to assess the growth and
activities of the Company on a realistic basis.

2.29 The Committee also note that when the Company submitted
the Corporate Plan to the Government jn November, 1979, it had
anticipated that it would be possible to get Government approval
for the three new equipment projects proposed in the plan which
had also heen cleared by the Expenditure Finance Committee dur-
ing mid 1979. Accordingly, the Company concluded a licence agree-
ment with Mjs. Cornings of USA and submitted the same to Gov-
ernment for approval. The Government sanction’ i_’or'setting up the
two new projects, was issued only in September, 1982. The Com-
mittee further note that when the Board spproved the Corporate
Plan in May, 1983 it was then informed that a revised Corporate
Plan would be worked out after decisions pertaining to the setting
up three new projects, sent to the Government for capacity augmen-
tation were available. Accordingly, the revised Corporate Plan
(1985-90) coinciding with the Seventh Five Year Plan was approved
by the Board and submitted to Government in May, 1985. The Com-
mittee desire that the revised Corporate Plan should be finalised by
the Company without any further delay so as to provide it a more
definite basis for planning its future activities.

230 While explaining the delay in sanctioning the Corporate
Plan, the Secretary, Defexnce Production during his oral evidence
suggested to the Committec that the hest course for the Company
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would have been to split the plan into two paris, viz. one reiating
to the new projects requiring Gevernment sanction und the other
falling within the exclusive power of BEL with which the Company
could have gome ahead without waiting for the Governiuent sanc-
tion. The Committee note that no such advice was, however, given
to BEL all along these years when the Corporate Plan was pending
with the Ministry. The Committee believe that during the inter-
vening period many meetings would have been held between Chair-
man and other officers of the Company and senior officers of the
Ministry to discuss and review the affairs of the Company. Surely,
the Committee expect the Administrative Ministries to properly}
guide the Undertakings wnder them when they find that they are
working under some wrong impression or are not clear on certain
basic concepts. The Committee, therefore, fee] that BEL ought to
have been advised by the Department of Defence Production well

in time to split the plan rather then keeping the whole issue pend-
ing for over three years.

2.31 Incidentally, the Committee also do not appreciate the no-
minal or passive role played by thé Government nominees on Board
of Directors of the Comnany as they also appear to have failed on
their part to advise the Company to split the plan as has now been
suggested by the Secretary, Defence Production. Secretary, De-
fence Production in his evidence said “the nominee should function
as the eyes and ears of the Government in order to ensure the
- growth of the Undertakings as also to avoid any hanky-panky”. While
- agreeing with him, the Committee expect the Government nomi-
nees on the Board of Directors of Public Undertakings to play a
positive and active role and to make constructive and timely con-
tribution for the efficient 'vorking of the Company rather than to
remain a passive spectator. The Committee are of the view that
it is a clear case of delay on the part of the Company and lack of
vigilance on the part of the Administrative Ministry and also the
Government nominees on the Board of Directors which ultimately
resulted in the delay in framing the objectives and obligations ang
Corporate Plans of the Company. This caused delay in setting up
the mew equipment projects, which resulted in escalation of costs
and avoidable loss due to non-production of equipments. The Com-
mittee, therefore, recommend that the matter should be enquired

into at a high level Committee with a view to fixing responsibility
for this inordinate delay.

232 The Committee also desire that in order to obviate such
cases of delays, BPE should consider issuing of clear guldelines
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about the role of Government nominees on the Board of Directors
of the Public Undertakings in this regard, They should also lay
down clear guidelines about the areas in which the plans could be
finalised by the Company itseli and the areas where the Plan had
to be got approved by the administrative Ministry or the BPE.



CHAPTER IlI
SANCTIONING AND IMPLEMENTATION OF PROJECT

A. General

According to Audit, one of the Policy objectives set before itself by
the Company is to broad base its production activities to enable the
production and supply of important and strategic electronic equip-
ment and components required by the Defence Services and other
Gevernment Departments. The Company has so far established
three production units at Bangalore, Ghaziabad and Pune. The Ban-
galore Unit went into production in 1956, the Ghaziabad Unit in 1973
and the Pune Unit in 1980. The Government had sanctioned in Sep-
tember, 1982, the setting up of two more Units for the production of
Defence related electronic equipment to be located 2t Panchkula in
Haryana and in the Garhwal district of Uttar Pradesh. In addition
Government also sanctioned in October, 1982 the establishment of a
plant for the manufacture of Glass Shells for T.V. Picture tubes to
be iocated at Taloja near Greater Bombay.

3.3 According to BEL, new Units are expected to be commis-
sioned as under:—

Initial Production Ful! Commissioning
LN
Panchkula Unit (Equipment) 1985-86 September. 1989
Kotdwara Unit (Equipment) 1986-87 September, 1989
“Taloja Unit !Glase Shelt) —_— November, 1986

3.3 The Board of Directors of the Company is also reported to
have approved establishment of Tank Electronics support Centre at
Madras (April, 1984) and Electro-Magnetic division at Hyderabad
(February, 1984). They are under execution.

3.4 The total capital expenditure incurred by the Cumpany upto
31st March, 1984 was Rs. 11,136 lakhs.

3.5 Ugto July, 1978, the proposals for taking up new/expansion
projects submitted te the Board/Government gave only broad out-
lines regarding the products proposed to be taken up estimated capi-
tal cost, justification based on rough demand forecast and did not

iR
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comply with several important guidelines relating t6 demand study,
technical feature, phasing of construction profitability cash flow
analysis, cost benefit analysis, etc. as laid down in the BPE guide-
lines of April, 1968 and December, 1969.

3.6 According to Audit, there was a system of submittirg to the
Board half-yearly progress reports on major schemes under imple-
mentation which was discontinued in December, 1972. In December,
1979, an appraisal on the investment made in fopr components, viz.
Receiving Valves, Germanium Semi-conductors, Silicon Devices and
Integrated Circuits was submitted to the Board with a promise to

put up similar reviews in respect of other components; this had not
been done till April 1983.

3.7 In regard to equipment schemes taken up, no appraisal on in-
vestment had been conducted till April, 1983. Only in April, 1882
the Company introduced a system of regular monitoring of the pro-
gress in the implementation of projects and collecting the expendi-
ture incurred thereon. As a result, the Company did not have ready
and up to date details of the actual expenditure incurred on each of
the projects implemented earlier vis-a-vis the cost over-run. |

3.8 In this regard, the Ministry had informed the Audit in March,
1983:-—

“As stated by the Audit, all project proposals made in the last
4 years contained the requisite details mentioned in BPE
guidelines. As regard the submission to the Board of pro-
gress reports on major projects, no major projects had been
sanctioned for BEL after setting up of the Ghaziabad Unit.
Now that 3 major projects have been sanctioned (Glass
Bulbs Project and two Equipment factories), periodical pro-
gress reports giving component-wise expenditure will be
submitted to the Board as well as reported to the Govern-
ment keeping in view the requirements of the integrated
reporting system suggested by the BPE.

Regarding the submission to the Board of Appraisal Reports on
other Components and Equipments Divisions, action is on
hand and they are expected to be submitted shortly.

As regards reporting to the management of the actual expen-
diture against individual schemes, a monthly Division-wise
Capital expenditure Statement and a monthly individual
project wise report have been introduced and implemented
from 1882-83. As the capital expenditure is recorded in
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the documents maintained by the Fixed Assets und Works.

Sections, the expenditure incurred is collected from such
documents to prepare these reports.”

3.9 As regards the reasons for discontinuance in 1972, the practice
of submitting half-yearly progress reports to the Board on major

schemes, the Company has stated in a written note furnished to the
Committee that —

.. “Reasons for discontinuance of submission of half yearly pro-
EAas [
gress report to the Board are not on record. In so far as
the major schemes are concerned there has always been a
system of submitting quarterly financial reports to each
Director of the Board as well as to the Ministry.”

3.10 When further asked that in the absence of a regular moni-
toring system upto April, 1982 and information regarding the progres-
sive expenditure incurred for each of the implemented projects, how
did the Board of Directors ensure against time and cost over-runs in
the implementation of Projects, the Company has stated that:—

“In the Capital Budget Estimates submitted to Board of Direc-
tors, the information relating to projects are separately
given in a detailed manner to enable the Board to review
the position, Besides this, the Quarterly Financial Report
circulated to Board of Directors also contains comprehen-
sive details of projects approved by Government‘.”

3.11 Explaining the progress of monitoring the performance with
special reference to achievements of targets etc. the CMD of BEL
stated during evidence that:—

“The monitoring is carried out not only annually but is also
carried out quarterly, half-yearly and annually by the
Board and by the Government. For the last so many
years, progress review meotings are also held and a review
is carried out against the annual targets and the sub-annual
targets. So, to say that there is no target against which
it is carried out is perhaps not right. But what is done is
that the corporate Plan is broken into a definite annual tar-
get which is then approved, and against that target, a moni-

. toring 18 carried out not only of the financial allocations

L and the sales turn over, but of each individual item be-

- cause in the context of Defence that also becomes impor-

tant. So, a very detailed exercise is carried out by the

y Ministry every quarter, with the Board Members x_also pre-
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sent. Against each target, appraisal is carried out and then’
the report is submitted. That is the way it is done.”

8.12 The Committee pointed out that the system of submitting
half-yearly progress report on major schemes under implementation
in BEL was discontinued in December, 1972 and enquired as to what
was the present position and whether any progress report.on new
projects was being submitted to the Board, the representative of
BEL replied:— ' g ‘ﬁ"' g

it

“The first part is about half-yearly report and I would say that

the major project which has so far been undertaken by the
company is the Ghaziabad project. It was completed in
1973. In every Board meeting the Project Officer in charge
of that unit was called. It is all recorded. There were
nine occasions when personal presentation of the project
was done to_the Board of Directors..

After that between 1973 and now, you will find that up to’

We

1979 there were no large projects sanctioned but only
schemes were there. It was, therefore, felt that the
quarterly financial statement which is one of the
statements regarding the progress made, should be mailed
to every individual Director. So, that was being done.
Also, a detailed discussion of the scheme takes place at
the capital budget stage. Half-yearly progress report of
the project was not warranted only in respect of the
Panchkula, Garhwal and Tabja projects.

have taken up the appraisals of the functicning only
recently because it was not being done esrlier. The
Company’s internal audit’s function used te be internal
check function, So, we had to look for experienced
persons, This appraisal, therefore, we have taken up
only in the last three years. Seventeen such appraisals
have been produced so far by various officcrs and they
have been processed and are to go to the Board of
Directors.”

3.13 On being asked as to what type of méChanif‘m has been
introduced in the Company to monitor the implementation cf works;

to check

up the progress and to report it to the Board etc. the

Finance Director of BEL stated:— -
“Phe Government have insisted upon the quarterly review

at the level of the Secretary. Now Wwe are required to
give work-status report on the aqtual _perforrnfmce in each
of the project. Secondly, as far as the Board is concerned,
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we are putting up the Status Reports on each of the New
praject at the meeting of the Board.”

3.14 During evidence of Department of Defence Production, the
Committee pointed out that BEL had admitted the reagons for-
discontinuance of ‘admission of half-yearly reports to the Board are
not on record. When asked as to what did the Ministry infer
therefrom, the Secretary, Defence Productmn stated —

“Normally, such a thing should not happen. It the report
Wwas introduced under the orders of the Board, or the Chief
Executive, it could have been withdrawn after their ap-
proval was taken. In any case they should have suggest-
ed something else, if not this. Something shovld have
been on record.”

3.15 When asked about the role of Mmlstrys nominees on the
Board of BEL and whether they gave any report to the Ministry
on their reactiors, the witness stated:—

“During the short period I have been here, it has varied from
company to company and person to person. In areas
where 1 feel that the problems are more and greater at-
tention is required, I discuss with the Joint Secretary
from time to time and they do keep me well informed. 1
consider them as eyes and ears of the Government on the
Board. There they should see whether the Ciovernment’s
policies regarding efficiency, cost competitiveness, cost

‘ benefit ratios, reservation of scheduled caste/scheduled
tribes etc. are observed or not. They also should see
whether any pilferages, frauds or malpractices are going
on. Whenever necessary, they inform me orally or in
writing... If anything goe: wrong, the nominee
should be sensitive to that and he should come and give
a feed-back to me. In certain cases, I also give specific
instructions to be more careful regarding such and such
companies and then they also give written reports on
which 1 record my observations. I do not consider it
necessary that for each board meeting of these nine PSU,
they should come and give a report. When I review their
work quarterly, I know their weak areas. Then, the Joint
Secretary is also there on the Board. He also keeps me
informed about things.”

3.16 The Committee find that the proposals for taking up new
expansion projects prepared by BEL ond submitted for approval to-



23

the Board of Directors/Government, did not comply with important
guidelines of BPE issued in April, 1968 and December, 1969 to in-
clude in the proposals the important features like demand study,
technical features, phasing of construction, profitability, cash flow
analysis, cost benefit analysis, etc. The proposals gave only broad
outlines of products proposed to be taken up, estimated capital cost,
and justification based on rough demand forecast. It is also report-
ed that there was no system of regular monitoring of the physical
and financial progress of projects under implementation and ouly
in April, 1982 such a system was introduced.

317 The Committee are unhappy to note that the guidelines
issued by the erstwhile Bureau of Public Enterprises in April, 1968
and December, 1969 have not been followed by the Company in let-
ter and spirit and they have not been submitting well-conceived
proposals of their prcjects for approval to the Board/Government
highlighting the essential features of the project as per BPE guide-
lines. In order to avoid time and cost over runs and to enable the
Board of Directors/Government to appreciate cansider and approve
the project proposals in true perspective, the Committee recom-
mend that the Ministry should issue necessary imstructions to all
the Public Undertakings under their control that the proposals for
taking up new/expansion projects should be prepared by the Under-
takings in accordance with the BPE guidelines issued in this regard.

3.18 The Committee also find that there was a system of submit-
ting to the Board, half-yearly progress reports of major schemes
under implementation and this practice was discontinued in Decem-
ber, 1972. The reasons therefor are not on record. In December,
1979 an appraisal on the investment made in 4 components viz. Re-
ceiving Valves, Germanium, Semi-conductor, Silicon Devices and
Integrated Circuit was submitted to the Board with a promise to
put up a similar review in respect of other components. But no
such review appears to have been submitted so far. No appraisal
on investment in regard to investment scheme taken up was also
conducted. It is only in April. 1982 that the Comnany introduced
a system of regular monitoring of the procress in the implementa-
tion of projects and collected the expenditure incurred thetreon. As
a result of this, the Company did not have till April, 1982 ready and
up-to-date details of projects implemented earlier vis-a-vis cost over
runs. In this connection, the Finance Director of BEL also inform-
_ed the Comniittee during evdence that “they have taken up the
appralial of functioning only recently, because it was not being done
earlier. We have taken up only in the last 3 years.” The Company
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thas also informed the Committee that' the quarterly financial state-
ment is now being mailed to every individual Director and a detail-
ed discussion of schemes takes place at t!:e Capital Budget stage.

3.19 The Committee find that whereag manitoring is regularly
carried by the Ministry quarterly, half-yearly and annually, no pro-
Per monitoring, is, however, done in the Company at the Board level
as admitted by the Defence Production Secretary in his evidence.
‘There is also no institutional arrangement for periodical review for
both physical and financial progress of projects under implementa-
tion, As a result of this, the Company did not have details of
factual expenditure incurred om each of these projects vis-a-vis the
cost overruns, This is not a happy situation. The Committee,
therefore, feel that there is an imperative need for improving thel
Project Management in the Compeny so that the feed back of actual
progress of the projects is reported to the Board regularly and defi-
cient areas or malpractices, if any, coming to light .re noted and
timely suitable action taken to rectify the shortcomings noticed.
The Committee would like to be apprised of the action taken by the
Company/Ministry in this regard.

3.20 The Committee note that the Company have recently taken
up the appraisal of functioning of the projects/schemes which were
not done earlier for want of experienced persons and seven such
appraisals are reported to have been produced so far by various
officers which have been processed and are to be submitted to the
Board. The Committee hope that the appraisals of functioning of
the various projects undertaken by the Company would be complet-
-ed early and suitable measures taken to improve the performance
of Company. i

3.21 Some of the salient features noticed in the implementation of
projects are discussed as Under:—

(i) Prolonged Gestation Period of Projects

According to Audit, in the following cases, the gestation period
.in achieving the level of production envisaged was long:i—
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3.22 According to Audit there was a long gestation period and
considerable delay in achieving the level of production for various
projects i.e. T.V. Picture Tubes, Integrated Circuits, Silicon Semi
conductor, Indication Tubes, Germanium, Semi-conductors and Sili-
con Power devices. When asked about the reasons for the prolong-
ed gestation periods in achieving the levels of production envisaged
for the above mentioned projects, the Company in the written note
furnished have stated as under:—

“Ogt of the 8 projects, specific dates for achieving expansion
in the level of production were not indicated for 4 pro-
jects since this was being planned on a phased manner.
In respect of one of these projects viz., Silicon Power
Devices, expansion of 2 million was realised in 77-78 itself
and not in 1981-82 as published in the audit report. In
respect of TV Picture Tubes project, there was a slippage
of one year at the first stage of setting up of the project
and the reason for delays in the production reaching the
level of 1 lakh Tubes and 2 lakh Tubes respectively have
been given in page 20 of the Report. With regard to the
IC Project, production to the level planned was not pro-
gressed based on market conditions and other related
factors........ In respect of the Microwave Tubes Pro-
ject, the gestation period got prolonged by a period of
less than one year. In th& case of Indicator Tubes pro-
ject, the project was given up, mainly due to the obsole-
scence factor whereby the tubes were superceded by solid
state devices which ‘were allowed for import under the

libralised import policies.

A1) these projects were being progressed for the first time
and in the high technology area, where at the time of
setting up of the project learning was involved, besides
familiarisation, training etc, of Engineers and technicel
personnel in relation to new technologies.”

3.23 The Committee have observed from the Audit Report that
there was a long gestation period and considerable delay in achiev-
ing the levels of production envisaged for various projects, ie. T.V.
Picture Tubes, Integrated Circuits, Silicon, etc.

324 The Committee have dealt with these aspects in detai] in.
the subsequent paragraphs of this Report (Para Nos, 3.75 to 3.183)-
The Committee would however, like to emphasise here that since
the prolonged gestation period and long delay in achieving the
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levels of production ultimately affects the economic viability of
prejects, the Company should take effective measures to ensure that
there is no slippage in the achievement of targets in so far as the new
projects under execution at present are concerned.

B. Setting up of Ghaziabad Unit

3.25 In pursuance of the recommendations of the Bhabha Com-
mittee (1966), Government of India decided in August, 1966, to set
up a new factory as a unit of BEL, to meet the Defence requirements
of Radar, Troposoatter and Microwave equipment required for the
Air Defence Ground Environment System (known as the ADGES
Plan). In pursuance of this decision, Government sanctioned, in
December, 1970, the establishment of the Ghaziabad Unit of BEL at
an investment of Rs. 11.5 crores. Necessary technical collaboration
agreements with foreign companies were also entered into (one by
BEL in February, 1971 and the other by the Government of India in
March, 1971 and entrusted to BEL). Ghaziabad Unit went into
commercial production in September, 1973 and the expenditure in-
curred for setting up of the Unit upto 31st March, 1882 was Rs.
1356.19 lakhs (including the expenditure or diversification pro-
gramme).

3.26 The setting up of the factory was envisaged by the Govern-
ment keeping in view the raquirements of the followmg equipments
as spelt out in the ADGES Plan.

Quantity

‘A’ Type Rad . . ag

o ‘.Lpe ar .

' *B’ Type Radar . . 12

P

‘C’ Type Equipment . 40
! ~ 2

‘I» Type Tropo ™ . 53
“ ‘ ‘ :

‘B’ Type Tropo N . 26

e,
‘F* Type Equipment . . 20

In terms of value, the ‘A’ Type Radar accounted for 56 per cent of
the total requirements.

3.27 The equipment and facilities set up initially were designed
to achieve an annual production of Rs. 1,780 lakhs entirely for the
Defence. The bulk of the requirements (59 per cent) related to
the manufacture of a particular equipment for which major portion
of the facilities set up were to be utilised. There was a drastic cut
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in the Defence Plan due to which the expected orders did not
materialise anid raw-matérials and components valued at Rs, 894
lakhs imported from the Collaborators became snrplus to require-
ments.

328 In October, 1974, BEL was informed that it should not Cam-
mit for the manufacture of the ‘A’ Type Radar beyond the 5th.
There were also reductions in requirements for certain other equip-
ments. Apart from causing the problem of unutilised capacity,
this curtailment of requirement of ‘A’ type radar caused difficulties
to the company also in regard to the utilisation of assemblies and
sub-assemblies to the tune of Rs. 804 lakhs, which had been con-
tracted under the Collaboration Agreement for progressive use upto
the 10th Radar of Type ‘A’.

3.29 As the factory was set up to meet the ADGES requirements
and as the orders expected were not forthcoming, the compeny
sought compensation from the Government for the financial conse-
quences arising from the short loading of the factory vis-a-vis the
installed capacity on the ground that considerable expenditure had
been incurred in installing the plant, training the staff and provid-
ing the infrastructure for production. The amount of compensation
claimed was Rs. 677.45 lakhs besides storage and manufacture
charges of Rs. 8.40 lakhs per annum.

3.30 The case for compensation was submitted to the Ministry in
June, 1975, The Government [vide their letter No. 22(6)/74/D (BEL)
dated 25th February, 1977], rejected the claim for compensation on
the ground that BEL as an entity was making profits even though
one of its units may not be making profits and that the problem of
under-utilised capacity should be treated as a normal production
problem and if there are any overall losses, the losses would in any
case have to be borne by the owner viz. the State and further that
the temporary difficulties should be treated as a part of their overall
ways and means position and should not be the subject of a claim
for compensation from the owner viz. the Government itself.

3.31 When asked why the scheme of compensation was turned
down by Government, the CMD of BEL stated during his oral evi-

dence that:—

“;I‘he reasons given was that we were making profit so we
should not worry. Ghaziabad plant had in no time, turned
. the corner and it is making handsome profit today.”
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3.32 As against the expecfed production of Rs., 1,780 lakhs under
the Defence Plan, the actual turnover, in respect of supplies to De-
fence was Rs. 478 lakhs in 1978-79, Rs. 756 lakhs in 1979-80, Rs. 1,084
lakhs in 1980-81 and Rs. 1,051 lakhs in 1981-82. As against the total
turnover of Rs. 2916 lakhs in 1982-83 and Rs. 3616 lakhs in 1983-84,
the supplies to Defence were Rs. 1653 lakhs and Rs. 2685.5 lakhs, res-
pectively.

Diversification Programme

3.33 In July, 1975 the Board of Directors approved a scheme for
balancing the Ghaziabad Plant in order to achieve diversified produc-
tion and profitability in the shortest possible time. The scheme
which involved an investment of Rs. 100 lakhs to be treated as a new
project, was approved by Government in May, 1976. Under this
scheme certain items of equipment, which were under development
at Bangalore Unit, were to be transferred to Ghaziabad for produc-
tionisation, viz. UHF Radio Relay (LUS 751), VHF sets for Police/
Mobile Equipment (GH301|351 and LVP 313|315) and 2 more items
of equipment meant for Defence. Further, 5 more items of equip-
ment viz., 2 items relating to Defence, Micro-wave eguipment, Multi-
plex equipment and Telemetry/Telecontrol equipment, being deve-
loped by several agencies (including the Bangalore Unit of the Com-
pany) were also to be productionised by this Unit.

3.34. The actual expenditure incurred on diversification pro-
gramme upto 31st March, 1982 was Rs. 93.33 lakhs in addition to the
test equipment valued at Rs. 12.52 lakhs transferred from Bangalore
Unit. The items of equipment to be productionised under diversifi-
cation programme were expected to contribute to a turnover of Rs.
1,272 lakhs from 1978-79 onwards. As against this expectation, the
actua] turnover upto 1981-82 was as under:

Year Amount
(Rs. in
Takhs)
1978-79 . . . . . . 84
1979-80 238
1980-81 . . . . . . . . . . 728

198182 . . . . . . . . . . . . . 1525
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3.35 The reasons for not achieving the expected turnover were

stated to be as follows: —

(i) Though the diversification scheme wag to be launched in

1975-76, to achieve diversified producuon and profitability
in the ‘shortest possible time’ only a beginning was made
in 1976-77 and the Unit could not maxe any headway in
achieving increased production. This was because none
of the terms transferred from the Bangalore Unit had
heen firmly established in the regular production line
prior to transfer, with the result that the Unit had to
tackle many problems relating to design, development,
Users’ clearance before commencement of regular produc-
tion, re-engineering, restart, rework, etc. The expenditure
incurred towards further developmental effort by this
Unit upto 31st March, 1984 was Rs, 43.73 lakhs.

(ii) In regard to productionisation of items developed by

other agencies (including the Bangalore Unit) out of 5
items planned one item meant for Defence did not reach
the production stage as the development project itself was
abandoned on the ground that the expected orders did
not materialise and another item viz. 4|7 GHZ Microwave
Equipment, under development at Bangalore, was not
transferred but productionised there itself. In respect of
the other three items, the production. itself commenced in
1978-79.

3.36 As a result, the Unit incurred heavy losses upto 1979-80

which accumulated to Rs, 1420 lakhs upto that period. However, from
1980-81 onwards the Unit started earning profits, which brought
down the cumulative loss to Rs. 509 lakhs to end of 1981-82. The unit
is stated to have wiped off all the accumulated losses and by the end
of 1984-85, the Unit earned a cumulative profit of as much as Rs. 34

€rores.

Yoo

3.37 In this connection, the Ministry explained to Audit in March,
1983: —

“Since the Company had made an investment of Rs. 31.96

lakhs only to the end of 31st March, 1979 towards diversi-
fication plan and full complement of plant and machinery
and test equipments envisaged in the diversification plan
could be made only by end of 31st March, 1981, the actual
turnover for the 198081 (amounting to Rs. 18.12 crores
including approximately Rs. 566 lakhs of diversification
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products) was comparable to the projected turnover of
Rs, 18.22 crores after implementation of the diversificatiom:
plan reported to the Board.”

-

3.88 The fact, however, remained that there was delay in the im-
plementation of the divermﬁcation programme by about 2 years.

3.39 Asked as to how did the Compmy envisage production and
profitability in the shortest possible time, when the products traps-
ferred to the Ghaziabad Unit were either not tully developed or
réady for produeﬁonisation The Company in the written note
mmished to the Committee hag stated that the expression ‘shortest
pousible time’ has been taken from tHe Minutes of the Board meet-
ing of 9th April, 1875 which are reproduced as under:

“The Chairman informed that the original project estimates
envisaged a supply of 23 Nos. of 3D Static Radar to thie
Airforce. Many items of plant and machinery and, test
equipments for the manufacture of 3D Static Radars and
the Antennas were specialised machines which would.
not be of any use for diversifying the production. AVM
Sabhaney informed the Board that the requirement of
3D Static Radars might not be more than 8. The Chair-
man mentioned that orders beyond the 2nd one are jn-
definite though a letter of intent exists for 2 Radars. The-
Board considered that in view of this reduction in demand
the Company should consider diversification of production
in the Ghaziabad Unit so as to utilise thie capacity. Chair-
man mentioned that in view of many specialised
machines which could not be put to use for the manu-
facture of other equipments, the Unit might require
additional capital investment for diversification. He
stated that he would ask the General Manager, Ghaziabad,
to examine the pattern of investments and prepare a
project report for balancing the plant in order to diversify
production and achieve profitability in the shortest
possible time.”

3.40 On enquiry as to why the items of equipment which were-
designed and developed at Bangalore Unit were transferred to
Ghaziabad Unit, the Company stated in their written reply as under:

“The diversification programme for BEL, Ghaziabad was
approved by the Board in their meeting of July 1975,
which envisaged the transfer of certain product lines from:
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the Bangalore Unit to the Ghaziabad Unit. The Board’
wag also apprised in the same meeting that ‘a small
beginning could be made in that current year itself and
after the initial problems normally encountered in the:
introduction of newly developed equipment in production
are overcome, it was expected that these additional equip-
ment will contribute to a steady annual production of
the value of Rs. 6 to 7 crores p.a. depending on orders’.
The investment of Rs, 100 lakhs envisaged for the diversi-
fication programme was to provide balancing facilities for
the production of the changed product-mix. The incre-
mental investment was thus marginal compared with the
investment already made which was of the order of Rs. 11
crores. As such, investment was not the principal factors
in the implementation of the diversification programme
but getting over the introduction problems. As regards
the turnover aspect, the Board paper envisaged that by
1978-7% a turnover of Rs. 1822 lakhs was to be achieved.
This level was achieved in 1980-81.

3.41 To fill the gap in Ghaziabad which arose due to the non-
materialisation of orders as envisaged in the ADGES Plan, the Com-
pany had three alternatives:

(i) take up wholly new products based on know-how to be
developed or acquired.

(ii) transfer products whose development had either been
completed or reached an advanced stage at Bangalore.

(ili) transfer of products which were in free flow production
at the Bangalore Unit.

Alternative (i) was not favoured because the new Unit would
be beset with uncertainties. Alternative (iii) also was not an easy
practicable proposition. In respect of products for which free flow
production had been established after prolonged customer trials, the
customers would be expecting a steady flow of supplies as scheduled
and agreed upon. Change of line to a new unit would necessarily
involve interruption and delays in supplies which would not be
acceptable to customers. Moreover, change of line would mean
transfer of some production equipment and all testing facilities as
well. In the event, alternative (il) was chosen and products trans-
ferred had either been fully developed (like LUS 751) or reached
an advaficed stage of development.
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3.42 During evidence, the Committee pointed out that in the case
of Ghaziapad Unii, the product-mix originally envisaged did not
materialise due to changes in Defence Plan. As a result, the capacity
established remained unutilised for several years. On enquiry
whether there was any firm commiiment on the part of the Gov-
ernment for placement of orders on the factory, and if not on what
basis the product-mix was envisaged, the CMD of BEL stated:

“After the sanction of the Government for setting up the
Ghaziabad Unit was obtained, that unit was set up for
manufacture of micro-wave and radar equipment. This
was considered a major project on the Defence side.
During the company’s discussions with the Service Head-
quarters, it was felt that the type of capital equipment
and machinery required to manufacture this kind of radar
wag different as opposed to the radar being manufactured
in Bangalore. This product-mix of the unit was therefore,
planned to meet the ADGES requirements and the pro-
duct-mix was as follows. It was to have three dimen-
siona! static radar and three dimensional mobile radar in
collaboration with a company of France and sanctioned
by the Government of India...... Since the types of require-
ments were distinctly of a different type, it was consider-
ed necessary that we should have a different type of
capital equipment and machinery installed at-a separate
location other than Bangalore. In this connection, the
place chosen was Ghaziabad. When the actual plant con-
struction started, the Air Force requirement apparently
went in for a little more urgency and there was certain
amount of import that was resorted to meet their imme-
diate requirements rather than waiting for the factory
to start productioning. In that event, there was a gap
between whatever was criginally conceived or the initial
demand placed on the company and the actual require-
ment. Therefore, during this gap period, it was consider-
ed nccessary to start some products which have already
seen through some degree in the Bangalore Unit...... A
certain number has been ordered on us and it is very
muck: below the figure which was originally anticipated.
Hence, in the initial years, there was under-utilisation of
the facilities until we found out other product-mixes both
for air defence and for other uses, for the army and Navy,
there was a period of loss and under-utilisation of the
facilities.”

.
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‘Communication System Equipment

{

3.43 According to Audit, from 1974-75 to 1980-81 the Company
produced only 155 sets (71 in Bangalore Unit and 84 in Ghaziabad
Unit) as against 840 sets planned and 208 sets for which orders were
actually received. The equipment supplied to P&T Department was
not found to be upto the required specifications and also not free
from defects. Even as late as February, 1980 the P&T Department
reported that they were experiencing serious problems in installing
the equipment because of excessive faults arising during energi-

sation.

3.44 On the 155 sets produced by both Bangalore and Ghaziabad
Units the Company is reported to have incurred a loss of Rs. 299.80
lakhs. The Company is reported to have not assessed the value of
redundant materials, if any, consequent on cancellation of the order
by the P&T Department. The above loss would increase further to
the extent of materials procured which might- ultimately become

redundant,

‘3.48 Audit has also observed that:—

(i) After developing equipment at a substantial cost (Rs. 35.64
lakhs) and remaining in the field for more than 6 years,
the Company was unable to meet the quality and price
requirements of the P&T Department forcing it to cancel
the order for some of the sets.

(ii) In view of its inability to meet the requirement of cus-
tomers both in quality and price, the Company failed to
arrest the drain of foreign exchange on the import of
equipment by the P&T Department.

(iii) Due to substantial cost over-runs the Company incurred
a loss of nearly Rs. 3.00 crores on the sets supplied.

(iv) In spite of instructions issued (May 1972) by the Gov-
ernment on the recommendations of the Committee on.
Public Undertakings, that the company should make a
thorough analysis of demand amd cost of production, before
undertaking manufacture of any new items so as to mini-
‘mise losses, the Company embarked on this venture un-
.successfully and fncurred a huge loss, .



36

3.46 When asked about the reasons for the delay of two years in
the implementation of diversification programme, the representative-
ot the BEL stated:

“The products planned for diversion to Ghaziabad were not
particulaxly capital intensive. They were to make use of
facilities in the factory but a new line of products were:
being brought in for which there was no expertise avail-
able and certain equipments were transferred from Banga-
lore.. The projected turn-over was Rs. 18.22 crores and the
achievement by the end of 31-3-1881 i.e. the actual turn-
over during 1980-81 amounted to Rs. 18.12 crores....The
point which the Ministry is making is that this diversifca-
tion arose while keeping to the target of Rs. 18.22 crores. ..

Normally, it takes two years in terms of the type that were
manufactured and it is not something which is abnormal
Some items which were required to be a little more concre-
tised in development took longer.”

3.47 On enquiry whether any specific time schedule was fixed
in the implementation of the diversification prqgramme especially
when Board approved the scheme “to achieve diversified production
and profitability in the shortest possible time”. the representatives
of the BEL then stated: —

“It is fully given in the audit report, started from 1978-79 to-
1980-81, ‘we were supposed to make Rs. 1822 crores by
31-3-1981 against that we made Rs. 18.12 crores.”

- 3.48 At the specific answer to the question whether any time
schedule for implementation of diversification programme was fixed
by the Company’, was not forthcoming the Committee had to point
out that they would infer that the Company’s scheme envisaged only
the achievement of the targets and not the time schedule. There--
upon he witness stated: —

“I have given it in some details as to what was the produc-
tion, what was set as the task for Ghaziabad Unit with
reference to various years and the comment has come up
from the audit quite correctly because what was expected
in 1978-79 came up really later by 2 ycars and that is
why the point has come up but the fact was that there
was a target set of Rs. 12.72 crores by 1978-79 and it was
achieved in 1981-82" and not in 1979. That is why this
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comment. Obviously, when the diversification pro-
B gramme was launched, then arose the question of the
E items and then these three items were concretised and
then the quantities they should manufacture depending
on the orders were also concretised. Output has to be
related to all these items. This is how the whole thing
have come up.”

3.49 Asked whether any study or examination was made to find
wout the reasons for this delay in the implementation of diversifica~
tion programme and to fix up responsibility thereof, the witness
state:

“When the shortfall in production capacity of the Ghaziabad
unit came about, an examination was done as to how we
can fill up the capacity with some equipment which is
required again by the Defence Services and a number of
equipments were examined for this purpose for transfer
from Bangalore to Ghaziabad—about 3 items—2 in the
VHF and 1 in the UHF band for communication was con-
sidered. All of them were not totally cleared for produc-
tion and they were in an advanced stage of development
and were going through various stages of trial. It was
considered expedient to transfer these projects from
Bangalore to Ghaziabad for very obvious and good reasons
notwithstanding the fact that there will be a lot of pro-
blems during the transfer which wag undertaken because
there was a gap in production in the capacity in Ghazia-
bad unit. This transfer took place in the form of brief
discussions between the Ghaziabad people and Bangalore
people to see what is the stage of development. Our
engineers went over there and eventually a plan was made
to transfer the materials. So it was very difficult to say

- in 1975 how long it will take because there was a bit of

’ incomplete development. We put the target by 1978-79.
It was a detailed programme but it involved a large
number of activities. We had taken various steps and in
Bangalore itself it would have taken a little time.”

3.3) When further asked whether any specific study was made
in this regard, if so, what was the result of that study, the witness
-stateds

“This is a continuous process. You cannof run an organisa-
tion without examination. We meet every month. In
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the case of Defence hardware, it is not like that it goes-
through in the first development stage itself, There is.
a constant zig-zag battle. Supposing a basic set has been
develcped and it develops a certain problem. Once that
happens then you go through a complete cycle of JTe--
developing that item.”

3.51 When asked whether the Audit comments with regard to:
the delay of 2 years was discussed in the meeting of the Board of
Directors of the Company, the witness explained that when the
Audit Report came, it was given a lot of serious attention both by
the Ministry and the Company. When pointed out that the Board
and the Ministry were two distinct entities and as such the Com-
mittee desired to know specifically whether the Audit comments
were discussed in the Board, the witness admitted that “it has not
been specifically discussed in the Board.” When again asked whe-
ther this issue was at all discussed in the Board or not, the witness.
stated “Not to my knowledge.” '

3.52 The Committee pointed out that had the diversification pro-
gramme of Ghaziabad Unit been properly conceived -and implement-
ed with a time bound programme and product in take-off stage had
been transferred from Bangalore to Ghaziabad Unit, the heavy loss
incurred to the extent of Rs. 1420 lakhs upto 1979-80 by Ghaziabad
Unit could have been minimised if not avoided altogether. The CMD
BEL then stated: — '

“Perhaps the Audit had in mind that if fully developed items-
were transferred, this loss would not have been occurred.
To our knowledge, even if it happens today we will not
do it in that fashion. This requires interruption of that
line altogether in Bangalore and then transferring this
and that means no equipment being given to Defence:
Foree. So,it had to be conceived that whatever was be-
ing continued was allowed to continue and take only those-
items which are nearing maturity and for those items
which require longer time for completion may have to:
be considered taking into account various other factors..
But the first alternative is not a better alternative not-
withstanding what the Audit has said.”

3.53 As regards productionisation of items developed by other
agencies (including the Bangalore Unit) the Audit has stated that.
out of 5 items planned, one item meant for Defence did not reach
the production stage as the development project itself was aban-
doned on the ground that the expected orders did not materialise-
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and another item under development at Bangalore, was not transfer--
red but productionised there itself. In respect of the other three

items, the production itself commenced in 1978-79.

3.54 On being asked as to how the BEL decided to transfer cer-
tain specific items from Bangalore to Ghaziabad Unit, the represen-

tative of BEL then stated: -

“For transfer of products from Bangalore to Ghaziabad, the
entire range of items within the category of items to be-
transferred, were scrutinised. A number of items which:
were at various stages of development were thoroughly
examined, and it was decided as to which items were to
be transferred to Ghaziabad, based on the orders for
those items. In this context five or six items were identi-
fied. Marine Navigational Radar was one of the items..
This was thought of because there was some capability
for diversifying this radar, but the orders did not mate-
rialise. Similarly, Defence had a number of items under
consideration. We were developing a large number of
communication equipments in Bangalore........ In other
words, the first activity was to identify a broad list of
items which could be transferred to Ghaziabad and then
based on the actual demand coming for those, they were
to be productionised in Ghaziabad, further development
was to be completed and the like. The items which were
transferred included UHF, the Police Radio- Equipment..
the Army Radio Equipment and the Multiplex Equip--
ment. These items were transferred because there were:
orders for these and these had reached certain advance
stages of development at Bangalore. The rest of them,
like navigational radar, did not find a customer, so, they
were left out at Bangalore iteelf and were not taken up for
iransfer to Ghaziabad.”

3.55 It has also been brought to the notice of the Committee
that P & T Department placed order for 80 bays of UHF Radio
Rel_ay Equipment with BEL in May, 1974, The quantity was increas-
ed to 104 bays in February, 1976 at the instance of BEL. As per
the term of agreement, the delivery was to commence within six
mor:tl}s from the date of placement of order and was to be comple-
ted within 18 months, i.e., by November, 1975, This equipment was
originally to be manufactured at Bangalore Unit where it had been
designed and developed. However, in July, 1975 under a scheme for
balancing the Ghaziabad Unit, the manufacture of this item was
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transferred to Ghaziabad Unit. P & T Department was not in favour
of this shifting of the venue of manufacture as they apprehended
delay in supplies and this wasg brought to the notice of BEL (vide
their D.O. letter No. 29-1/73-MH3 dated 3-6-1976).

3.56 The Committee are also informed that the equipment manu-
factured by Bangalore and Ghaziabad Units was not meeting the
specification and was having reliability problems with regard to
power, supply, system noise performance etc. The equipment sup-
plied was accepted by P & T after impressing upon BEL to improve
the short-comings to meet P & T specification. It is further
‘stated that due to heavy delay in supplies and due to inabi-
lity on the part of BEL to manufacture the equipment to the origi-
nal specifications and to provide reliable performance, P & T was
left with no alternative other than to short close the order upto 58
bays and went in for import of 100 terminals of UHF equipments to
meet immediate requirements. According to P & T the equipment
procured from .abroad in 1979 met the specification and is reported
to be giving good service.

3.57 P & T have also informed the Committee that even 5 years
after the placement of firm orders, BEL could not supply by 1979
even 30 bays and wanted to increase the price by over 260 per cent
i.e.,, Rs. 2.56 lakhs per bay without any significant improvement in
the system specifications. The P & T Department did not agree to
this and instead placed order for four terminals on M/s Gujarat Com-
munications Electronies Litd. in August, 1981 at the rate of Rs. 1.84
lakh per bay against the original price of BEL at Rs. 0.97 lakhs per
bay sought to be increased by BEL to Rs. 2.55 lakhs per bay.

3.58 As regards performance of imported UHF system, the re-
presentatives of BEL informed the C8mmittee during evidence that
the Director (Technical), Department of Electronics had written to
Member (TD) of P & T as under:—

“I was surprised to learn that the imported UHF systems in
‘the southern region are showing worse performance than
that of BEL equipment which was not cleared for produc-
tion for nearly two years. I am afraid that if the P & T
transmission branch lays down its own standards and
_insists on them without taking into gocount the general
environmental conditions, we may not succeed at all in
setting up indigenous production of transmission equip-
ment in this country.”
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359 The witness also added:—

“Earlier also, the TRC, technical Directorate of the P & T
had examined and had said that the equipment conform-
ed to the specifications and they had approved the
quality...... Notwithstanding that, this was the first time
-that we were working for P & T that that to on an items
which was a new item and it had to be developed indi-
genously. There was no established collaborator for that
item. As a result, the product itself in its developmental
stage ran into a lot of problems, When it got developed,
funds became the problem. They wanted something
which was perhaps more state-of-the-art in their reckon-
ing. The fact remains that we entered a new production
facility, If we had to do it again, we would be more
cautious. When we do such things for the first time,
there would obviously be a certain amount of misjudge-
ment and may be some losses. ...... We have slipped in
our developmental effort.. There is no gain saying it.”

3.60 According to Audit, from 1974-75 to 1980-81 the Company
produced only 155 sets (71 in Bangalore Unit and 84 in Ghaziabad
Unit) as against 840 sets planned and 208 sets for which orders were
actually received. The Company is reported to have incurred a
loss of Rs. 299.80 lakhs. The Company is also reported to have not
assessed the value of redundant materials, if any, consequent on can-
cellation of the order by the P & T Department. The above loss
would increase further to the extent of materials procured which
might ultimately become redundant.

2,61 When asked as to why did the Company plan for 840
sets when they had firm orders only for 208 sets and it actually pro-
duced 155 sets, the representative of BEL stated:—

“A total of 158 sets were made both by Ghaziabad and Banga-
lore Units put together. There was a cancellation of the
order by the P & T because they changed the specifica-
tions. But subsequently due to the changes P&T told us
‘Our equipment will stop at that stage’. And other people
also entered the fleld. So, what we did was that we con-
verted all the remaining materials and parts to spares be-
cause there were many customers who were in need of
spares and we have supplied them as spares to all the
customers............... This No. of 840 was an internal
projection for long term planning. We expected the mar-

-
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ket .to cdhtinpe: for a long time........... We purchased
material only for 200 sets.”

3.62 The Committee! note that equipment and facilities set up
initially at Ghaziabad were designed to achieve an aanual produc-
tion of Rs. 1790 lakhs entirely for the Defence. The bulk of the
requirement (59 per cemt) related to the manufacture of a particular
equipment for which the major portion of the facilities set up were
to be utilised. The Ghaziabad Unit went into commercia] produc-
tion in September, 1973 but in Octobér, 1974 the Company was in-
formed by Government that “it should not commit for the manufac-
ture of ‘A’ type Radar beyond the 5th.” The original requirement en-
visaged by Government was for the manufacture of 23 ‘A’ type Radar
which in term of value accounted for 56 per cent of the total require-
ment. As a result of this drastic cut in the Defence Plan, he expected
order did not materialise and the raw materials and components valu-
ed at Rs. 894 lakhs imported from the collaborators became surplus to
requirement. As the factory was set up to meet the defence require-
ment of Radars etc. and expected orders were mot forthcoming, the
capacity established also remained unutilised. The Company sought
compensation from Government for the financial consequences aris-
ing from the idle capacity caused due to short loading of the factory
vis-a-vis, the installed capacity and for incurring considerabhle expen-
diture in installing the plant, training of staff and for providing
infrastructure for production. The amount of compensation claimed
therefor was Rs. 677.44 lakhs besides storage and ‘maintensnce
charge of Rs. 840 lakhs per annum. The Government rejected the
claim for compensation on the ground that “BEL as an entity was
making profit though one unit may not be! earning profit and that
the problem of under-utilisation of the capacity should be treated as
a normal production problem.” The Committee are not conyinced
by this argument of the Government. Since the Government spelt
out specific requirement of 23 ‘A’ Type Radar under ADGES Plan,
the Company rightly went ahead and imported raw material from
the collaborator to the tune of Rs. 894 lakhs for the progressive use
upto the 10th Radar of Type ‘A’. The/ Committee are convinced that
the claim of compensation preferred by the Company was just and
should have been paid by the Government specifically when the pro-
duction capacity for a particular type of item was created at the
instance of Government. The argument of the Government that
the payment of compensation was not necessary as the Company was
making profits on other items does not seem to be logical. The
Committee desire that in future there should be a machinery to re-
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solve such disputes. Again, the argument of the Government
that the ‘“problem of under-utilisation of capacity should
be treated as a normal production problem” is also not con-
vincing.. The Ghaziabad Unit faced a peculiar phenomenon as
the capacity created for the manufacture of a particular defence
item, remained under-utilised due to subsequent changes in Defence
Plan. As a result, the Ghaziabad Unit was in the red for a long
time. In fact, upto 1979-80, it suffercd heavy losses which accumula-
ted to Rs. 1420 lakhs. It started earning profit only from 1980 on-
wards. The Committee are firmly of the view that had the Govern-
ment not changed their Defence Plan after placing firm orders with
the Company, the performance of the Company would have been
much better and it could have turned the corner soon after going
into production, ;

3.63 The Committee note that as a result of a drastic cut in the
Defence Plan there was a gap between what was originally conceiv-
ed or the internal demand placed on the Ghaziabad Unit and the
actual requirement. Therefore, to fill this gap it was considered
neicessary to start production of items which to some degree have
already been seen through in the Bangalore Unit. Accordingly, in
July, 1875, a scheme of balancing the Ghaziabad Unit was approved
by the Board to achieve diversified production and profitability in
the “shortest possible time’. The scheme involved an expenditure
of Rs. 100 lakhs to be treated as a new project and was approved by
the Government in May, 1976. Under this scheme certain items of
egquipment under development at Bangalore Unit, viz. UHF Radio
Relay (LUS 751) VHF Sets for Police/Mobile Equipment and two
more items of equipment meant for Defence were to be transferred
to Ghaziabad Unit for productionisation. It was also decided to pro-
duce 5 more items in Ghaziabad Unit and these included two items
relatfing to Defence, Microwave equipment, Multiplex eygnipment
and Telemetry/Teleconirol equipment.' The actual expenditure in-
curred on diversification programme upto 31-3-1982 was Rs. 93.33
lakhs in addition to the test equipment valued at Rs. 12.52 lakhs
transferred from Bangalore Unit.

3.64 The Committee have also noticed that though the diversifi-
cation scheme was launched in 1975-76, a beginning wans made only
in 1976-77 as none of the items transferred from Bangalore had been
firmly established in the regular production line prior to the transfer.
As a result, the Ghaziabad Unit had to tackle many problems re-
lating to design development, users’ clearance before commencing
the regular production, re-enginekring, re-start. re-work etc. .For
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this, the Company incurred an expenditure of Ks. 43.73 lakhs om
further development efforts upto 31st March, 1984.

3.65 The Committee have also been informed that out of five
items planned for production, onel item meant for Defence, did not
reach the production stage on the ground that the expected orders
did not materialise. Another item (4/7 GHZ : Micro-wave Equip-
ment) under development at Bangalore was not transferred and
productionised there itself. For the remaining three items, the pro-
duction commenced in 1978-79. As a result, the machines
transferred to Ghaziabad Unit could not be utilised for immediate
production and Unit suffered heavy losses which accumulated to
Rs. 1420 lakhs upto 1979-80. Only from 1980-81 onwards, the wunit
started earning profits and was ultimately able to wipe off not only
the cumulative losses but also earned cumulated profit Rs. 34 crores
by the end of 1984-85. Implemantation of diversification programme
also got delayed by two years.

3.66 The Committee are concerned to note that no specific time
schedule was fixed for the implementation of the diversification
programme in the context of its beling achieved in the ‘shortest pos-
sible time’ by the Company. During evidence, when the Com-
mittee repeatedly asked about the time schedule, the representative
of the Company did not give any specific answer to it. It was, how-

ever, admitted that “what was expected in 1978-79 came up really
later by two years”.

367 While viewing with concern the delay of two years that
occurred in the implementation of the diversification programme,
the Committee are unhappy that such an important requiremnt of
providing specific time schedule in the scheme of diversification
programme was lost-sight-of both by the Company as well as by
the Ministry. The Committee are constrained to conclude that the
Company had only envisaged target of production and target of
investment and not any time schedule, which is of paramount im-
portance for watching the progress and assessing the achievement
in a realistic manner. The Committee, therefore, consider it as a
clear case of lapse and desire that the matter should be enquired
into with a view to fixing the responsibility.

3.68 The Committee have observed that though the diversifi-
cation scheme for balancing Ghaziabad Unit was to be lapnched in



45

1975-76, a beginning in this regard was made only in 1976-77 and
the Unit could not make any headway in achieving the increased
production. This was due to the fact that nene of the items trans-
ferred from the Bangalore Unit had been firmly established in tbe
regular production line prior to transfer. Further in regard to.
productionisation of the items developed by other Agencies (includ-
ing the Bangalore Unit) out of five items planned one meant for
Defence did not reach the production stage as the development pro-
ject itself was abandoned on the ground that the expected orders
did not materialise. Another item under development at Banga-
fore Unit was not transferred but productionised there itself. In
respect of the remaining three items, the production commenced
only in 1978, During evidence, the representatives of the BEL also
admitted that “decision to transfer certain equipments to Ghaziabad
proved wrong because of certain compulsions of the product mix at
Ghaziabad Unit changing. This must have been an ideal thing if
we had planned right in the beginning this product mix.”

3.69 The Committee are of the view that had the fully deve-
foped itcms been transferred from Bangalore to Ghaziabad Unit,
machines brought from Bangalore Unit could have been put to use
for production immediately after their installation and this would
have helped in increasing the production. The Committee, there-
fore, are of the firm view that had the diversification programme
been conceived carefully after matare consideration of all its as-
pects and implemented with a time bound programme, the losscs
incurred by the Unit from 1976-77 to 1979-8¢ could have bcen
easily minimised, if not altogether avoided.

3.70 The Committee are informed that the P&T Department
placed orders for 80 bays of UHF Radio Relay equipment with BEL
in May, 1974, the quantity of order was increased to 104 days in
November, 1976 at the instance of BEL. As per the term of agree-
ment, the delivery was to commence within six months from the
date of placement of orders and to be completed within 18 months
(i.e. by November, 1975). The Commniittee are also informed that
this equipment was originally to be manufactured in Bangalore
Unit where it was designed and developed but under the scheme of
halancing Ghaziabad. Unit the manufacture of this items.was trans-
ferred to Ghaziabad Unit in July, 1975. The P & T Department yas
not‘{n_ favour of this shifting of venue of manufacture as they appre- . .
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hended delay in sum)lxes and this was duly brought to the notice of
the Company.

371 The Committee are further informed that the equipment
manufactured by Bangalore and Ghaziabad Units was found to be not
meeting the spccllicatmns and was having reliability problems when
installed by the P & T Department. The equipment ‘was, however,
accepted by the P&T Department after impressing upon BEL to meet
the shortcomings pointed out by P & T Department. Due to the heavy
delays in supply and due to the inability on the part of the BEL to
manufacture the equipment to the original specification etc., P & T
Department had to short close the order upto 58 bays and when in
for import of the equipment to meet their immediate requirements.
P & T Department has also informed the Committee that even 5 years
after the placement of firm orders, BEL could not supply by 1979 even:
30 bays and wanted to increase the pricei hy over 260 per cent ie.
Rs. 2.25 lakhs per bay against the original agreed rate of Rs. 0.97
lukhs per bay. As a result of cancellation of order by P &T Depart-
meni. the company suffered heavy losses.

3.72 The Committee are dismayed over this lackadaisical approach
of the Company in not meeting the quality and price requirement
of the P&T Depirtment for the supply of UHF equipment even after -
developing thé equipment at a substantial cost of Rs. 35.64 lukhs and
remaining in ‘the field for more than 6 years. When the defects
noticed in the equipment were brought to the notice of the Com-
pany, these should have been atiended to and rectified to the full
satisfaction of their customer, i.e. P N T Department. As the P& T
Department requn'ed the equipment for their immediate use, the
Company ought to have made special efforts to supply the equip-
ment within the time schedule. This inordinate delay of 16 months
in the supply of equipment virtually forced the P&T Department
to short close the order and to go in for imports. The result was
that the Company not only lost a good customer but also failed to
arrest the foreign exchange drain causéd by the import of equipment
by P & T Department. The Committee find that the role of the P& T
in this deal is also not spotless. The Committee fail to understand
as to why P&T increased the order with BEL in 1976 when they
had found after trial that the equipment supplied in 1975 was not
according to specifications and was not working perfectly when
installed.

373 The Committee also agrec with the comments of the Audit
that in spite of the instructions issued by Government in May, 1972 -
on the recommendation of the Committee on Public Undertakings .
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that the Company should have made a thorough analysis of demand
and cost of production before undertaking manufacture of new item
0 as to minimise the losses, the Company embarked on this venture
unsuccessfully and incurred huge losses. The Committee, therefore,
recommend that the whole issue may be thoroughly investigated
with a view to fixing the responsibility and Committee apprised of

the outcome of this enquiry.

3.74 The Committee are also surprised to learn that the imported
UHF system in the southern region has shown worse performance
than  that of BEL equipment which was net cleareq by P&T for
production for nearly two years, The Committee also do not ap-
prove of the action of P&T for short-closing the order and going in
for import of the equipment especially when their Technical Direc-
tor had examined the equipment and had stated that it conformed
to the specification and they (P&T) had approved the quality.
Admnittedly, the Company was working for P&T on an item which
was new and had to be developed indigenously and for that there
was no established collaborator. Keeping ih view the general
environmental conditions, P&T, being a Government agency, should
have helped the indigenous production of the equipment. If they
could not have relaxed their standard to some extent, they should
have at least got the shortcomings in the equipment rectified rather
than rushing for the import of the equipment which showed worse
performance. The met result is that due to poor performance of
the BFEL and imperfect plonning of P&T Department the country
lost some good amount of valuable foreign exchangg.

C. T.V, Picture Tubes

3.75 With the advent of television broadcasting in Inida, the
Board approved (November 1967) the proposal for the manufacture
of black and white T.V. Picture Tubes at a total cost of Rs 57 lakhs
(FE: Rs 24.01 lakhs) based on fixed type equipment, in technical
collaboration with Nippon Electric Company (NEC) of Japan, which
was sanctioned by the Government in June 1968. The Government
sanction contemplated an initial production of 30,000 tubes on single
shift basis from January 1971 to be increased to 1 lakh tubes in 1973-
74, based on a rough forecast of demand expected to be generated
with reference to the only T.V. station then existing (1967) at
Delhi. The production of tubes commenced in 1970-71.

3.76 In December 1972, the Board took note of the considerable
increase in the expected demand as a result of new T.V. Stations
ssming up at Calcutta, Madres, Lucknow, Kanpur, etc, Considerin-
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that it would be advantageous to establish automatic equipment in
certain areas, the Board approved a revised project estimate for
Rs. 178 lakhs (FE: Rs. 44.01 lakhs) for increasing the production to
2 lakh tubes per annum on 3 shifts; which. was sanctioned by the
‘Government in April, 1974. This estimatq was further revised
(August 1980) to Rs. 210 lakhs, without giving any reasons for in-
crease i cost of each component of the Project estimate, and for-
warded to Government in September 1980. The expenditure incur-
red upto 31st March 1982 was Rs. 21225 lakhs. The Board approv-
ed (February 1982) further increase of capacity to 3 lakh tubes per
annum involving an additional investment of Rs 96 lakhs (FE:
Rs. 5 lakhs). The Government sanctioned this project in July, 1982.
Additional capacity is to be achieved in 1985-86. Expenditure in-
curred upto February, 1985 was Rs. 121.05 lakhs.

3.77 The time schedule for implementation of the project for in-
creasing the production capacity to 2,00,000 tubes per annum was
laid down in May 1974 and actual dates of implementation were a8
follows:— ’

Particulars of system Target Actual - Reasons for delay
Bulb processing . July July Time taken to make the first
‘ 1975 1977 model and modifying it.
Sealing machine . . Sept. Nov. Import formalitics.
1975 1976
Ageing equipment Dec. March, Changeover tr; conveyorised age-
1975 1978 ing system from static system.
1n-line baking oven . - January July Commissioning of in-line exhaust
1976 1978 (on which this was
bKgdmt) only in middle of
1977 and one year needed
thereafter to design and com-
plete baking system.
In-line exhausting system February June  Design problems of dollies and
. 1976 1977 availability of adequatc num-
ber of dollies only by June
1977.

It may thus be seen that the expansion Project approved by the
‘Board in December 1872 and sanctioned by the Government in April
1974 {after a aelay of 16 months) was ultimately implemented after

a delay of more than 4 years from the date of Government sanction.
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3.78 The following table gives the built-up of capacity and actual
production of tubes upto 1984-85 together with reasons for shortfall
in utilisation of capacity (as furnished by the Company):

v

" Yegr Installed  Actual Reagons for shortfall
capacity  production

1970-71 . . 30,000 6,400

1971-72 . 30,000 11,000
197273 . 60,000 38,000 A
1978-74 - . 60,000 57,000 Achssi:';d with partial working on Second
197475 - . 100,000 61,000
1975°76 . 1,00,000 59,000
¢ . 1,00,000 7,000 Disruption due to conveyorisation. There
oTeTI + were also labour troubles.
1977-78 . . 1,00,000 71,000
1978- . 1.50,000 1,34,000 Design of the dollies fabricated by 1
9719 201 34 Dﬂ\:'s.l: found to be defective. The n% i
fication of all dollies taken up in 1977,
was completed by 19Bo. As a conse-
quence only the first in line Exhaust
(A Fine) was operational. Hence, built-
up capacity was only around 1.5 lakh
. tubes.
. 1,50,000 1,608,000 Extra quantity achieved with partial
1975l . o working on third shift
198081 . 2,00,000 1,42,000 Entire fourth quarter was lost due to the
: strike which ‘started on 26th December,
1980.
1981-8z2 . . 2,00,000 1,70,000 First quarter was affected by disturbed
conditions and lockout and normaley
restored only in the 2nd half of June,
1981.
1982-83 . 2,00,000  1,95,000
1983-84 . 2,00,000 2,04,100
198485 . . 2,75,000 2,009,701

A_céording to BEL, the increase in the installed capacity from
year-to-year has come about dy the installation of new machinery or
facilities/techniques which increase worker productivity. Of course,
the increase has been in response to snarket demand.
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Yn this connection, an'extract from the Annual Report (1978:79%
of the Department of Electronics (DOE) is given below:

“....local availability of TV picture tubes has remained much:
below the demand largely because of the slow implemen--
tation of production plans by Bharat Electronics' Limited.”

3.79 Thus owing to delay in completing major systems|build-up-
of capacity and under-utilisation of built-up capacity by the Com-
pany,.as well as apparent inability to implement the projects‘by 6
‘other firms licensed by DOE for production of 3.90 lakh tubes. per
annum, the gap between indigenous production and demand, which
rose from 0.27 lakh tubes in 1975 to 1.86 lakhs in 1981, was met by
imports. A part of this gap could have been met by the Company
"by implementing the expansion programme expeditiously and also-
by producing the tubes to the full extent of the capacity established.
As per available figures, imports during the 1974-75 to 1977-78 alone:
amounted to 3.45 1lakh tubes valued at Rs.-459.02 lakhs.

3.80 In the post evidence replies furnished by BEL, it has been
stated that an important cause of the delay in regard to the imple-
mentation of the project was the delays by suppliers/sub-contractors
of certdin critical components vide, for instance, the follbwing:—

(a) Rotary Vacuum Pumps—150 Nos. from Universal Instru-
ments, Bangalore.

Schedule delivery—3 to 4 months
Actual delivery—25 meonths..

(b) Forging for the Chain Conveyor from Tansi Forgings,
Madras.

Schedule delivery—Two months
Actual delivery—18 months;,

(e) Diffusion Pumps—150 Nos. from IBT Bombay.

-Schedule delivery—As soon as pdssible
JActual delivery—20 months,
881 The Hifficuities of ‘Suppliers!Sub-contractors,; of ‘course,~were
largely due tothe pioneering nature of:the ' technology involwed,
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being done entirely based on indigenous technology. However, in

the recent expansion project, for raising the capacity from 2 to 3

lakhs per year, a purchase and sub-contract sub-committee was cons.
stituted to ocut short the delays in placement of orders and also to.
monitor the progress of the purchase/sub-contract items. The Com-

mittee consisted of DGM (P&S, G) as Chairman, Manager (ET),
Deputy Manager (Pur.), Dy. Manager (Indl. Engg.), Audit Officer,

Sr. Engineer (TV) and Dy. Manager (Sub-Contracts) and was em-
powered to take decisions so that purchase orders/sub-contract orders.
are placed expeditiously.

3.82 The Committee pointed out that the Board approved in
February, 1982 further increase of capacity to 3 lakh tubes per annum
involving additional investment of Rs. 96 lakhs. The additional
capacity is to be achieved in 1985-86. Asked as to what efforts are
being made to ensure that the additjonal capacity would be achieved
in 1985-86 the BEL has stated that the licensed capacily of 3 lakhs
tubes has almost been achieved .in 1984-85 with the productlon ‘of
291,000 tubes. The availability of (B&W)TV Picture Tubes from

BEL is expected to be of the order of 4 lakhs in 1985-86. This will
be achieved by improving the productivity of the existing plants
and by endeavouring to introduce a third shift by persuading the
labour. The availability of tubes during 1985-86 was reported to be
of the order of 6 lakhs. It has also been stated by BEL that one
characteristic of the demand of TV sets and therefore for TV Tubes
is that it was very erratic and .un-predictable. Either the demand
came up suddenly in spurts resulting in imports or dried up equally
suddenly leaving the manufacturers with large inventories. This
made production planmng exeremely difficult to respond to such quick
changes in the market demand. Govt. have had to resorf to imports
at short notice to meet such sttuatlons on a few occasions in the
past. Further more, out of a total licensed capacity of 5.20 lakhs
p.a., BEL’s licensed capacity was only 2 lakhs p.a. Since 1874 there
were other manufacturers in the country but their contribution was
negligible towards the overall availability of TV Tubes in the coun-
try. Out of the indigenous production upto 1975, BEL’s contribution
to availability was as much as 75 to 80 per cent In 1975 the total
production in the country was 70,000  nos., out of which BEL’s con-
tribution was 59,000 nos. In 1878 the total production went upto
1,42,000 nos. and 1,34,000 nos. of it came from BEL.
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3.83 The position regarding TV Picture Tubes imported from 1§78
79 to 1984-85 vis-a-vis BEL's installed capacity and productmn as
furnished by BEL is as below:—

v em—

Year Jmports  BEL’s Production

(Nos.) (Nos)
?:;:’i,‘f, Actualz

197879 . . 1,209,175 1,507,000 1,384,670
197680 . . 1,14,004 1,57,000  1,68,000
1980-81 . . . 98,504  2,00,000 1,42,990
1981-82 . . |,ﬁ9,382 2,00,000  1,70.C00
1982-84 . 83,377 2,00,000 1L,97.900
198384 . . . . 1,06,576  2,00,000  2,04,100
1984-85 . . . . . . . . 3,03,244  2,75,000  2,90,701

3.84 On enquiry by the Committee whether the constraints result-
ing in elay in the implementation of the Project which at times
resulted in large scale imports of picture tubes, were beyond the
control of the Company, the CMD of BEL stated: —

“The expansion project was primarily for change-over from
the manufacturing system based on manua} operations to
' semi-automatic system. This involved introduction of
conveyerisation, in line baking and exhaust furnace and
attempts to move the glass bulbs. It should be apreciated
that the expansion project had to be implemented without
stopping the existing building lay out and the facilities.
Conveyerisation and inland baking therefore. were intro-
duced without disrupting the existing production.

Now, for this expansion project we did not seek the help of
any forelgn collaborator. 'The entire conveyerisation sys-
tem' was designed and manufactured by the BEfL but for
the furnaces since we are not in that business, we had to
look for indigenous manufacturer, explain him the need
and he in turn had to design and supply the furnaces. In
fact, even after the supply a number of modifications were
found necessary. These are the difficulties in designs and
development work. Also the fact that the current pro-
duction could not be disturbed led to delay. From this. it
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could be seen that constraints to a large-extent are outside
thg control of the Management. '

Regarding imports, there was no large scale import of black
and white picture tubes after 1875. It is because of our
experience and knowhow that we have developed in con-
veyerisation and semi-automative - TV production that
today other people in the private sector and the State
electronics sector who want to set up black and white pro-
duction line are coming to us for supplying of machines,
for total design and the layout of the plan. So, the delay
is because of the way we went about it and the desire not
to disrupt current production.

I we had gone in for foreign designs and equipment perhaps
the delay would have been less. For the first time we
went in for the Japanese technology. Thereafter, when
the expansion took place we embarked on the entire ex-
pansion project by ourselves in the same premises. There-
after, the story is that of unalloyed success. As against

the capacity of 25000 per month, last month we touched
the production of 50,000, If we had taken turn-key pro-
ject, it would have been quicker.”

385 The Committee drew attention of BEL to the following re-
marks of the Department of Electronics given in their Annual Re-
port (1878-79):

“....local availability of TV picture tubes has remained much
below the demand largely because of the slow implemen-
tation of production plans by Bharat Electronics Limited.”

The Committee then pointed out that owing to delay in completing
major systems/built-up of capacity and under-utilisation of built-up
capacity by the Company, as well as apparent inability o implement
the projects by 6 other firms licensed by Department of Electronics,
the gap between indigenous production and demand, which rose from
0.27 lakh tubes in 1975 to 1.86 lakhs in 1981, was met by imports. A
part of this gap could have been met by the Company by imple-
rmenting the expansion programme expeditiously and also by pro-
ducing the tubes to the full extent of the capacity established. CMD,
BEL stated:—

“Sir, in 1975, the total production in the country was 70,000
numbers. That is the authentic figure given out by them
(Deptt. of Electronics) in another context. Electronics
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_Deparhnent has stated that there were 6 manufacturers in
this fleld including them. 59,000 was our figure. Rest of
the units produced 11,000. The total licensed capacity was
5.2 lakhs. Our capacity was 2 lakhs. The 1978 figure is
available in the Audit Para. The total production went up
to 1.42 lakhs. Qur production was 1.34 lakhs. 8,000 was
made in five different units, So, I request you to see this
in this context.”

3.86 The Committee then pointed out that from 1874-75 to 1977-78,
‘the country has imported 3.45 lakh tubes worth Rs. 458.02 lakhs. If
the Expansion Project had taken place quickly this import could
have been avoided. Thereupon, the witness stated:—

“The shortfall in 1974-75 was of the order of 40,000. In 1975-

76 it was another 40,000 shortfall vis-a-vis our installed

capacity comes to less than one-third...... We are not the

major producer. 5.2 lakhs tubes per year were licensed.

In 1974-75, the licence was for one lakh tubes. 4 lakhs
were outside us.” .

3.87 The Committee pointed out that according to Audit Report,
the Expansion Project was approved in December, 1972 and sanc-
tioned by Government in April, 1974. It was ultimately implement-
ed fully in July, 1978 after a delay of more than 4 years. When ask-
ed whether 4 years was the target time, the CMD stated “Target
time ‘was 8 months.”

3.88 Asked to explain the delay esp=zcially when 9 ‘months
schedule was prescribed for the completion of the project, the witness
stated:—

“I do not know how this 9 months’ limit comes in. The last
activity of this expansion programme was to get com-
pleted in February, 1976 which comes to 20 months. It
got delayed upto July, 1978.”

3.89 The Committee again pointed out that whatever the techini-
cal reasons, the Company might give, the fact remains that 150 per
cent delay was there in so far as the original target of completion
was concerned. Either there was something wrong with the Com-
pany’s original estimates of target or something seriously was wrong
;somewhere else, the witness then added:—

“There could have been some under-estimation of time cycle
involved in various activitles. But the difficulties that
came up as we went along are also figuring in the Audit
Report and I have nothing further to add to them.”
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3.90 On a pointed question, whether it was under-estimated by
the Company, the witness admitted “Yes, by the Company.”

The Committee enquired whether the management has examined
the question as to whether any human negligence was involved
at any stage with regard to this delay, if so, what was the result of
that study. The witness explained:

“The team that worked on this project is a very highly dedi-
cated team and particularly the Project Manager is very
much sought after by all the other TV Plant manufac-
-tures for the great achievement. So, there was no human
negligence.... We monitor all these things because we
are equally concerned that the targets are reached. When
a day-to-day monitoring or a monthly review takes place,
there cannot be any human negligence.”

3.91 The representative of BEL also informed the Committee
during evidence that entire conveyerisation system of expansion pro-
ject was designed and manufactured by BEL but for the furnaces.
Since the Company was not in that business, it had to look for indi-
genous manufacturer, explain to him need and he in turn had to
design and supply the furnace. The Committee enquired whether
any contract was entered into with the manufacturer stipulating the
time schedule and did he keep the time schedule, the witness
statedi—

“The plant, including the furnace, had to be designed. No-
body built a furnace like that earlier. We had to get hold
of a person who was in the field of building an electric
furnace and tell him that this is the type of furnace we
require. If we tell him that ‘you should agree to do this
in six months and if you are not doing it during that time,
we are imposing a penalty’, no furnace can be built.”

3.92 Again asked as to how many times the progress of the Pro-
ject was reviewed by the management and what were their obser-
vations about the abnormal delay, the witness stated:—

“The management examines all these expansion projects par-
ticularly TV. Apart from this, there are so many TV
receiver manufacturers who are affected by non-supply
of tubes. So, we are under pressure continuously. The
management examined such projects very closely, but 1
cannot give the specific date.” ..
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3.93 Subsequently, in the post evidence reply furnisheq by BEL
it has been stated that “the designs to expand the capacity from 1
lakh tubes to 2 lakh tubes per year was taken up in May, 1974. The
project was closely monitoried- by the then Divisional Head
(Deputy General Manager) and the Additional General Manager
who was in charge of all the Components Divisions in the Bangalore
Unit. Record of the discussions were forwarded to the General
Manager and Managing Director. The dates of such recorded meet-
ings where the project progress was reviewed are 20th April, 1974;
4th May, 1974; 31st May, 1974; 25th September, 1976 and 18th Nov-
ember, 1977. Besides the above dates, there were numerous meet-
ings which were held whose proceedings were not recorded. The
then Managing Director (who later became CMD) was personally
interested in the fate of this project, and was orally discussing the

progress of the project with the concerned executives very fre-
quently.”

3.94 On enquiry whether in view of installed capacity having
been fixed at present at 2 lakhs tubes was there any proposal fer
future expansion especially in view of the fact that the installed
capacity was almost getting saturated, the witness then explained:

“Last yvear, we had decided to put up another plant in Banga-
lore. In fact, in a very restricted space, we thought that
the demand was picking up so much that we went ahead
and made the first Robotised Semi-Automatic Plant in
BEL with a capacity of 100 thousand tubes. The original
capaclty was two lakhs tubes which we upgraded to 3
lakhs tubes. Last year about this time, there was a feast
in TV parlance in the market. There was always famine
or feast and we had to pile up at one point of time about
30,000 tubes in the factories. This pile up was taking place
in spite of expansion programme of the TV and due to
the demand in the market not picking up. With these
three lakh capacity—one lakh in the old plant went into
full capacity in September. That is for half the year, it
was not there. Last year's figure was 2.92 lakhs. In fact
this is for the first time that we crossed the figure of in-
stalled capacity. This year we have a full capacity of
three lakhs tubes because the plant has been in full capa-
city production. We have 25,000 tubes every month and
it gives us three lakhs tubes every year. We have inter-
nally again tidied up the plant and we are trying to make
some adjustments. For the first time, during the last few
months, we have reached double the installed capacity.
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We can have reached the figure of 600 thousand tubes. We
are hoping that in the coming festival seasons, sales wili
pick up in Madras, Calcutta, Bombay and Dethi. In all our
depots, there is a pile up of tubes. So, there is a problem,
commercially as also in production. We are hoping that
with the coming of the Cetober-November months when
traditionally in the Indian homes things are bought, this
will be liquidated. But we have reached the {otal installed
capacity of three lakhs tubes this year and we hope to end
somewhere around 4.5 lakhs tubes because this is gradually
going up and in the next year, it will go up to 6 lakhs tubes.
There is success story everywhere and some of the
others are producing in the region of 2 to 3 thousand tubes
per year and all that, and one company called M/s. Samtel,
they are reaching a figure of 800 thousand tubes per year
today. So, today in the market there is a bit of a glut.”
3.85 The Committee were informed that the capacity of TV
tubes project might go upto 4.5 lakhs tubes next year as against the
installed capacity of 3 lakhs. It would almost double the installed
capacity if the market picks up. ‘The Committee then pointed out
that the BEL was already having its piled up stock of tubes and if
they compare their capacity with the demand, the demand was
less but the manufacturing capacity could be even more than the
installed capacity. Asked as to how the company fixed the target
to 'go up to 4.5 lakhs especially when the demand for this in our
country was very low. The CMD of BEL then stated “our antici-

pated experience has always been that marketing of TV was a
seasonal one.”

396 When the Committee enquired whether BEL has ex-
plored the possibility of exporting TV tubes, the witness stated:—
“Regarding export, the point will only come when the ‘glass
shell is made in the country. Today without the basic
item of the tube the question of export would not arise.....
With the cost that you have to pay for imported glass
shell and with the market that exists for black and
white tube outside. It does not exist in the developed
countries where they have introduced colour TVs. Ex-
cept Japan, Middle East and most of America, the re'st of
the world still continue with black and white TV in &
Jarge measure. There is a market definitely; there is @
. certain amount of replacement requiremnet also for
black and white TV. The manufacture, by and large, is
taking place of black and white tubes. Still the glass
shell which is not indigenously produced is not at a cost
9% LS—5.
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which will be comparable with international cost. The
total TV tube is not an exportable jtem yet........”

3.97 When enquired about the reasons for the deiay of 18
months in according Government sanction to the project, the Senre-
tary, Department of Defence Supplies stated:—

“Sir, the total time taken is 13 and not 16 months as has been
stated. The proposal came to the Government in  Feb-
ruary, 1973 and it was sanctioned in April, 1974. I have
gone through the chronology of the events as to how
they took 13 months and...... 13 months is not the de-
lay. It is the time taken. The question of delay arises
only when one takes more time than what is prescribed
I only submit here that if we had pursued the matter on
a day-to-day or week-to-week basis with better project
management, etc. I am sure we could have saved some
more time.”

3.98 When further asked as to what would have been the jotal
time occupied, if not 13 months, the witness added:—

“I do not think that there is any standard timing fixed for
any project processing. And in my opinion, it would
vary from project to project. As we saw in BEL as also
in other projects, it took nearly 2¢ years for the Gov-
ernment sanction to arrive and we went into the chrono-.
logy of the events and the whole question whether we
should go in for a Black TV glass tubes or colour TV
tubes is to be decided by the administrative Ministry in
consultation with the other Departments. I think this
process should take at least 6 to 8 weeks, If it requires
sanctions of the other Ministries like the Department of
Eleetronics, Planning Commission may be the EFC, PIB,
then the time taken will be much more and if all these
processes, have to go to the Cabinet or the Cabinet Com-
mittee, then some more time will be taken. If, it would
have been pursued, as a thing to be done quickly, then
we would have taken less time than what we have taken.”

3.99 The Commitiee note that with the advent of television broad-
casting in India, a proposal for manufacture of black and white TV
Picture Tubes was approved by the Board of Directors of Com-
pany in November, 1967 at a total cost of Rs. 57 lakhs based on fixed
type of equipment in technical collaboration with Nippon Electric
Company (NEC) of Japan. The Project was sanctioned by Govern-
ment in June, 1968 and contemplated the iritial production of 30,000
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tubes in single shift basis from January, 1971. The production of
tubes was to be increased to 1 lakh in 1973-74 based on a rough fore-
cast of demand cxpected to be generated w’'th reference to the only
TV Station then existing in Delhi. The production commenced in
1970-71. "

3.100 In December, 1972, as a result of new TV stations coming
up at Calcutta, Madras, Lucknow, etc. the Board approved a revised
project estimate of Rs. 178 lakhs for increasing the production te
two lakhs tubes per annum in 3 shifts. This revised cstimate was
sanctioned by Government in April, 1974. The estimate was fur-
ther revised in August, 1980 to Rs. 210 lakhs without giving any
reasons for increase in cost for each components for project esti-
mates and was sent for sanction of Government in September, 1980.
Even when the sanction of the Government was awaited, the Board
of the Company approved a further increase of capacily to 3 lakhs
tubes per annum involving an add:itional investment of Rs. 96 lakhs.
Before the Government sanctioned this increased expenditure, the
Company incurred an expenditure of Rs. 212.25 lakhs upto 31st
March, 1982. The Government sanction to the project was given in
1982, and the additional capacity of 3 lakhs tubes was achieved in
19335-86.

3.101 The Committee find that the expansion project approved
by the Board :n December, 1972, was sanctioned by Government in
April, 1974 i.e. after a delay of 13 months, as ‘admitited by Ministry
and ultimately, the project was implemented by the Company after
a delay of more than 4 years from the date of Government sanction.
In this connection, the Department of Eldctronics (DOE) had also
commented that “Local availability of TV Picture Tubes has re-
mained much bclow the demand largely becauce of slow  imple-
mentation of product’on plans by Bharat Electronics Ltd.” As a re-
sult of this delay in completing major systems|built up of capacity
and under-utilisation of built up capacity by the Company and six
other private firms licensed by the DOE, the gap between the in-
digenous production and demand which rose from 0,27 lakh tubes in
1975 to Rs. 1.86 lakh in 1981 was met by imports. From 1974-75 to
1977-78, 345 lakhs tube valued Rs. 459.02 lakhs are reported by Audit
to have bheen imported to meet this gap.

3.102 In Committee’s view, the delay of over 13 months on  the
part of the Government in sanctioning the revised project estimates
and then the enormous delay of more than 4 years on the part of the
Company in executing the project, especially, when the target t'me
fixed was 9 months, as admitted by CMD during his evidence is in-
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excusable, in the context of the outflow of precious fore'gn exchange
to the tune of Rs. 459 lakhs for importing picture tubes. The Com-
mitte take it that there was no coordination between the Department
of Defence Production. Department of Electronics and the M'nis-
try of Informution and Broadcasting which should have enabled
BEL to get an exact idea of the demand for picture tubes in the con-
text of new TV stations being set up and impress upon the Depart-
nient of Defence Production to clear the projects in the minimal
time. In this connection, the Secretary, Defence Product'on has
himself admitted in his evidence before the Committee that “if we
had processed the matter on a day-to-day or week-io-week basis
with beltter project management, we would have saved some more
time.” The Committee are, therefore, constrained to observe that
there was something basically wrong with the project formulaten,
implementation, monitoring and control of the Project and respon-
sibility therefor has to be fixed both in BEL as well as Department
of Defence Production. The Committee would like all concerned
to take a lesson from what has happened in the past, streamline the
procedures and take proper care in fiiture to ensure that the projects
are conceived and processed by the Company and sanct'oned by
Government within the m¥nimum possible time. Thereafter, there
should be no let up in execution of the project which must be com
pleted within the scheduled time to avoid any loss of foreign ex-
change and or heavy costs and time over-runs.

3.103 The reasons explained for the delay such as—the ehange
over from manual operation to sem’-automatic system, implements-
tion of project without foreign collaboration, delay by suppliers/sub-
centractors of critical components are not unusual and can easily be
taken care of by proper planning, regular monitoring and on the
spot inspections. The Committee therefore, consider that these
were not such matters as could not have been surmounted by the
Management without proper perspective and firm resolut’on.

3.104 The Committee are nformed that TV tube is not yet an ex~
portable item and the question of export would be considered only
after the production of indigenous Glass Shell at a cost comparable
with international cost is achieved. The Glass-shell at present
imported is expected to be produced indigenously by November,
1986 with the full commissioning of Taloja Plant located near
Greater Bombay. The Committee desire that the Government/BEL
should take effective measures to énsure that the glass-shell plant
comes up within the scheduled time to enable Company to consider
the possibility of exporting TV picture tubes to such countries where
there is still a good market of black and white TV.
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D. Integrated Circﬁits

3.105 According to Audit, the proposal to undertake the manu-
facture of Integrated Circuits (ICs) on grounds of rapid technole-
gical strides in 1Cs, was submitted to the Board in February 1968.
‘The Board was also informed that a”coHaboration agreement would
enable “economic commercial production practicable within the
shortest possible time” and that firms in U.S.A. had taken nearly
4-5 years to overcome various production snags. The Board consti-
tuted a Committee (February 1968) to study the matter in all aspects
and based on suggestions of the Committee, which took into account
inter alia demand assessment of 1.156 million ICs over the next 3—7
years and considering that, for both professional and consumer
applications ICs were finding wide-spread use, the project for pro-
duction of 1 million ICs was approved in December 1969 at a cost of
Rs. 65 lukhs Foreign Exchange (FE) Rs. 50 lakhs; this was revised
in June 1970 to Rs. 122.00 lakhs mainly to provide for a separate
building with service facilities. The Government approved the
project in January 1971. The estimate was further revised in Sep-
tember 1971 providing for an additional investment of Rs. 46.50
lakhs (FE: Rs. 15 lakhs) on plant and machinery and also on air-
conditioning and other service facilities needed in MOS techniques
since it would he possible not only to increase annual capacity from
1 miliion to 2 miilion ICs but also to establish manufacture of a range
of Digital ICs including CMOS type of chips incorporating latest

teciiniques, in addition to linear ICs. This was approved by Gov-
ernment in November 1971.

3.106 A technical collaboration agreemeht was concluded in
March 1971 (to be in operation for a 10 year period) with Radio
Corpgration of America (RCA) for the supply of design and produc-
tion information in respect of all the families of ICs which were
under their range of manufacture. Before concluding this agree-
ment, the Board was informed that there was general reluctance on
the part of the firms in USA to agree for collaboration and only RCA

agreed to collaborate with the Company. The collaboration agree-
ment expired in April 1981.

3.107 An amount of Rs. 17.04 lakhs was paid to RCA during March
1971 to March 1974: Rs. 16.60 lakhs towards minimum compensation
in consideration of the ipformation and services, licences, rights and
‘privileges made available and Rs. 0.44 lakh for supply of drawings.
Tn addition royalty of Rs. 26.25 lakhs was also paid at 5 per cent of
the net sale value of ICs during the period June 1979 to April 1981.
The Company actually obtained design information only for 177 and
production information only for 146 out of 348 types of ICs covered
as per RCA catalogue.
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3.108 In this connection, the Ministry informed the Aud:t in

March 1983 as under:

“The protuction information, i.e. the IC dlffusion and assemb- .

ly operation, is common to families .of devices and the
information has been obtained for all technologies in the
RCA product range, of interest to BEL. The Collabora-
tion Agreement and the fee paid covered not only the
range of products being preduced by RCA at the time
the collaboration was entered into but also those produced
by RCA. during the currency (10 years) of the Agreement.
This was extremely necessary as the IC technology was/is
progressing by leaps and bounds with a high risk of ob-
solescence of products at any given point of time.”

8. 109 The table below gives the details of the component-wise
break-up of original and revised estimates and actual expenditure

upto 31st March, 1984:

¢

Description ‘  E.timate of
Jnne 1970 September  Actual
(for 1 1971 (for2  Expendi-
million million ture
1Cs) 1Cs) :

\" -

(Rupees in laki..y

Piant, Machinery and Eqmpment (mrludmg

customs duty) . 65 00° 84 50 79 40
Building, Installation and Services . 40° 00 55 00 472
Air-conditioning and clean room facilities 15700 25 00 98- 20
Industrial furniture and contingencics 2 00 4.00 13..:2

ToraL 122 00 168 50 177 32

et o e oo 1 hee f Sepee [P SI.

3.110 4 may be seen that the actual expenditure agsinst Air-
conditioning and clean room facilities and Industrial furniture and
contingencies exceeded the revised estimate of September, 1971 by
52.8 per cent and 235.5 per cent respectively. The estimate was
not further revised and got ratified by the Board explaining the rea-

sons for cost-over-runs.
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©"3.11 The Board also approved during Septembet, 1971 to March *
1979, 5 other proposals as detailed below: . Y

Pnr;ticﬁl'arl. -

Date of  Sanctioned  Actual
sanction amount' - expendi- -
ture upto -
g1t March .
1984
‘ (Rupeei in lakhs) -
Addition cf Mask Fabrication facility of Deve- ‘
lopment Laboratory ', . . Septeriber;” < 25: 00 62.37
i : . o 1971 "
Augmentation of Mask Design and, Fabrication.. A
gﬂg‘ﬁa;foi development of Semi-conductor = .
Devices including complex ICS March, 8183 79-23
‘ 1974 K
Pacilities for. development of Ion  implantation
’MBO!O;}’ . . . . « v Janvary, 51-00 59°29
1978
Equipment for developing Trimetal process in )
manufacture of ICs . . . . . January, 29+ 40 1 g0
: ' 1978
Augmentation of Mask centre by installing
.additional facilities wiz., photorepeater, contact
printer, electronic measuring system, mask-to~
inask comparator, etc, . . . . March, . 85:00 100+
' 1979 ; (Includi
enhan
customs
;‘l{z;ty of
- 3
lzl,ldfu)3

3.112 The Company stated in April 1983 that there were 5 dis-
tinct phases in which investment decisions were taken consequent
on technology needs, viz. advent of ICs in USA in sixties and CMOS
ICs in 1971, CMOS diversification in 1974, Ion implantation in 1974-

75, Mask centre development (1971--75) and Trimetal process in
1975,

The project for Trimetal process sanctioned in January. 1978 and
implemented at a cost of Rs. 11.90 lakhs was short-closed in Jan-.
uary, 1983, on account of steep rise in the price of preious metals
viz., Titanium, Platinum and Gold since. beginning of 1979 which
made the process uneconomic. The Company stated in April 1983
that the plant obtained was being used in the passivation technique
in IC manufacture. No time schedule was laid down for comple-
tion of the projects while they were approved by the Board. Taking
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into account the lead time of 1§ months from the date oi the colia-
boration agreement required for establishing production, (as indi-
cated to the Technical Committee ir July, 1968). production should
have commenced by August, 1972 (18 months from March,” 1971).
Even according to the phased manufacturing programme indicated
to Government in December, 1969, production of ICs, at the rate of
8.5 millior and 1 million, should have commenced from 1972-73 and
1973-74 respectively, But pilot production started only 1973-74 and
regular production in 1874-75 in a temporary location. The building
for the project was completed and taken over only in August, 1974
and the air-conditioning of the building, which was an essential
facility for the production of ICs, was underiaken during the period
September, 1975 to January, 1977. Production had not yet reached
even 1.0 million Nos, per annum (actual production during 1981-82
being 0.674 million) although the matched capacity was 1.5 millions.
This would indicate the serious handicaps suffered by the project
due to omission to fix a time schedule for achieving the rated capa-
city, absence of a monitoringlreporting systemn cn project execution
ete.

3.113 Tne Board was informed in Decemier, 1979 that ‘while
a capacity of 2 million ICs was installed in the diffusion stage for
2 technologies (bi-polar and CMOS), assembly capacity was restric-
ted to 0.5 million level to start with pending the build-up of demand.’
The Ministry stated in March 1983 that as diffusion capacity could
not ke easily augmented, a greater diffusion capacity was built into
the initial investment and the assembly investment limited to im-
mediate likely needs. -~

3.114 According to the Compauy (June 198%) the matched capa-
city was 0.5 million ICs upto 1978-79 and 1.5 miilion from 1979-80.
The table below indicates the matched capacity, actual production
and loss incurred b’y the pro;eét dunng the penod 1977-78 to 1983-34:

Year Matcited  Actwal Percen- Lots
capacity -, oduc-  tage of  during
ti~n atilisa- the year

uon of {Rupces
capacity  in lakh)

(in lakh numbers)

1977-78 .‘ . . 3000 39 786 80- 81
1978-79 . . . . 500 4 29 f5-8 4% 86
197980 . . . 13000 7 o2 46-8 27- 58
1980-81 . . . . 1500 5 85 457 78- 55
1981-82 . . . . 1300 6 74 449 186 10
198283, . . . 15 00 6 iy 40°9 151 51

1983-34 O . . . S 1500 9 88 659 138 o2

—— s . - i e e ot ~o
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3.115 It may be seen that the utilisation of capacity had steadily
declined from 1979-80 to 1982-83 and the losses had increased from
1980-81, The reasons for the heavy shortfall in production compared

to rated capacity have not been analysed by the Company nor have
they been veporied to the Board.

3.116 According to the Company (September, 1981) low indigen-
ous. demamd due to availability of far cheaper imported ICs was the
main reason for the shortfall in production. The altuation had,
however, avisen due to the meagre capacity and small output of
only a few types of linear ICs of mainly SSI complexity, compared
to the larger indigenous requirements of various types as wel as
the price corupetition from mass produced foreign ICs.

-3.117 Tn this connection, the Audit has made the following ob-
servations:

Out of 177 tpes for which design information was obtained and
146 types for which production information was obtained, the Com=~
pany had brought into production 34 types of linear ICs and 35 types
af digital ICs: of these the RCA types were 27 linears and 18 CMOS
digitals and :alance 7 types of linears and 17 types of TTL series
digital weve developed by the Company.

In this connection the Company stated in September 1981, “The
process czpabilities in BEL are limited. In bi-polar technology, BEL
cannot malke ECL devices or schottkv TTLs. Introduction of Iso-
planar technology or injection lagic is not possible with resent
equipment. it is, therefore, obvious that BEL will not be in a posi-
tion to handie a large number of types. Reduction in the number of
types is essential to improve yvield and productivity.” The Company
further stated in December 1982 that taking into view the devices
which have a long-term prospect in the market and popularity, it
had standardised on the production of one radio type IC, 5§ T.V. re-
ceiver types, one audio type and 13 other types. Besides these
standardised types, the Company also manufactured 49 other types
during the period upto 1981-82, many of which were being used for
in-house consumption. Al these devices were. however, of only
SSI/MSI complexity except for mask for a few LSI devices.

(ii) There had been heavy accumulation of stocks of Linear,
CMOS and TTL Digital ICs and.the stock to end of March, 1984
amounted to 32.10 lakhs. The main stress was being given on the

production of Linear ICs which accounted for 91 per cent to 96 per
cent of the total production. z
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(iii) Regarding CMOS digital ICs the items produced related
to obsolete CD 4000 A series and there was accumulation of stock
of 1.19 lakhs yalued at Rs. 9.00 lakhs (manufacturing cost) as on
Sist March 1982. The accumulated stock as on 31-3-1984 was 0.58
lakhs valued at Rs. 5.58 lakh. At the same time the ICs -actually
needed for in-house requirement were being imported. such im-
ports amounted to 1.35 lakhs valued at Rs. 7.12 lakhs during 1978-79
to 1681-82. 1t is not, therefore clear why the Company was produe-
ing ICs of obsolete design, not actually needed and having establish-
ed capacities, why ICs were not being produced to the extent of
actual requirements, mstead of importing them.

The Company stated in April 1983 that the ICs imported were’ of
34 types of which only 14 types have the quantity potential to
warrany manufacture. In respect of these 14 types approval for pro-
duction of 6 types had been obtained so far (April 1983).

(iv) Regarding digital TTL devices, they were developed by the
Company over a 2-year period in cooperation with the Tata Instiy
tute of Jrundamental Research, Bombay at a cost of Rs. 14 lakhs “as
it was thought that TTL range may have a large market as they are
standard devices used all over the world,” However; as the Com-
pany’s costs were far higher compared to international prices and
as an import ban did not materialise, the Company stopped produc-
tion TTL series in 1978-79 after producing 3.14 lakh ICs valued at
Rs. 42.05 lakhs from 1972-73. As on 31st March 1982 the Company
held an inventory of 84.268 TTL devices (cost Rs. 3.32 lakh}y), which
were moving very slowly even after special reduction in prices. In
1982-83. value of 64, 560 TTL ICs valued at Rs. 2.56 lakhs was written
off. Balance ICs calued at Rs. 0.75 lakh were sold!used for in-house
consumption. The Project failed o break-even by the end of 1983-
84. Cumulative loss upto 1983-84 was Rs. 691.30 lakhs. The maxi-
mum production achieved in 1983-84 was 9.88 lakhs numbers unsold
'stocks by the end of March, 1984 were 2.84 lakh numbers valued at
Rs: 32.10 lakhs.

(v) Thus the object of the project proposal of September 1971
viz. establishing the manufacture of a range of digital ICs including
CMOS types, had not materialised to any appreciable degree so far
as CMOS devices are concerned, whereas the venture into the digital
TTLS. which even European manufacturers had given up in 1968
itself in the face of American competition, did not fructify.

(vi) Although the proposal for the manufacture of ICs* was in-
itially projected by the Company in February 1968 as capable of
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commercial viability within the shortest possible time, the project
had failed to achieve break even by the end of March 1934. ‘The
cumulative losses of the project upto 1983-84 amounted to Rs. 691.30
lakhs. The Company was also not able to achieve the rated annual
production of 2 million ICs per annum, the maximpum production
‘achieved so far being 9.88 lakh in 1983-84. The sales of the ICs made
by the Company have also been poor and consequently unsold stocks
have accumulated to the tune of 2.84 lakh valued at Rs. 32.10 lakh
as on 31st March, 1984.

3.118 In the written note furnished to the Committee, the BEL
has inter alia stated:—

“In the absence of an inhouse capability to keep up with

fast changing technological scene, it is essential for BEL

- to continue its association with RCA. It is in this context

that BEL has recently extended its technical collaboration

with RCA upto December 1990, for a nominal payment of

only $50.000 per year. The order of payments for trans-

fer of technical know how for ICs are generally very

heavy running to millions of dollars as could be seen
from the following figures:

PAYMENT FOR KNOWHOW ACQUIRED|TO BE ACQUIRED BY BEL

1. Aciianf/USA Kuowlicw chargrs ¢ § 1,1 50000
) Tech., Assistangr @ ‘ﬁc Jo00 for 46 RF
vio type
2. Tromon—CSF  K:owiow ch rges ¢ Re. 14 fakls o Re. 2c kikhs
F.anc Pt one device (yfe
3. RIFA/SWEDEN K owiow Rs. 12 1akls per device

The extended agreement with RCA gives BEL continuing
access to the know how and technologies that may be de-
veloped by RCA, -which may be ne~ded for ICs for tele-
communication equipment planned for P&T etc, BEL

. has already under extension terms of the agreement
~ obtained the design knowhow for three colour TV ICs
being planned for production in BEL.

It is also understood that Semiconductor Complex Ltd, Chandi-
garh had to pay one Million US Dollars for only the pro-
cess knowhow for NMOS/CMOS technologics and addi-
tional payment of about $ 100,000 will have to be made
for design knowhow fo: each IC to b: made by them.”

8119 According to Audit, the integrated circuits produced in
the Company are of a very elementary level of technology and
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cover medium scale integration (5000 to 10,000 circuits in a single
chip) whereas currently the technology has advanced tremendously
in this field in that very large scale (VLSI) and very very large
scale (VVLSI) chips with several million circuits in a single chip,
are being produced elsewhere in the world. The Company has
totally failed to up date its technology even after a decade
of expertenice and during this period, technology has progress:d by
several glenerations in the rest of the world.

3.120 Out of 348 types of devices covered under the collaboration
agreement with RCA, the Company has produced only 21 fypes in
1984-85, of which 10 were exclusively for gale, 7 for internal con-
sumption and 4 types for both sale and internal consumption. Price-
wise the Company is not able to ¢tompete in the open market and the
unsold stock of ICs in thc Company is accumulating. The total
quantity produced during 1984-85 was 17.23 lakhs, of which oniy
4.22 per cent were used for Company’s in-house consumption; the
balance in-house requirements of ICs have been met through im-
ports. In view of the uneconomic scale of production and high cests
the project has incurred upto 1934-85 a cumulative loss of Rs. 8.98

crores, which is an out twice the entire investment of Rs. 4.97 crores
(upto 1183-84) in this project.

3.121 In addition, another Public Sector Undertaking viz. Semi
Conductor Complex has also been set up at Chandigarh for the pro-
duction of ICs. Thus, there are two Public Sector agencies in the

country at present producing ICs whereas advanced ¢ountries like
UK and France have not even one.

3.122 Asked about the specific benefits (in terms of money) that
have accrued to the Company by obtaining design and preduction
information in respect of all the families of ICs from RCA, the BEL
has informed the Committee that the Company has been able to
establish the production of ICs for thé first time in the country and
achieved the total sales turnover from 1974-75 to 1984-85 of ICs of
the value of Rs. 1139.1 lakhs. The technical collaboration agree-
ment with RCA enabled BEL to absorb technslogy both the Bio-
polar and CMOS Technologies. Facilities for vertical integration
in the manufacture of ICs and expertise in indepth manufacturing
of ICs consisting of IC design, mask manufacture, Wafer fabrication,
IC Assembly, IC Testing and quality and reliability evaluation has
been acquired. Askad as to why the Company was producing ICs of
absolete design, not actually needed and after having established
capacities why ICs were not being produced to the extent of actuatl



in-house requirements instead of importing them, BEL in a written
note has informed the Committee that the CD 4000A device is not
to be considered as an obsolete design as usage for this device does
exist. The device was manufactured for an in-house equipment re-
-quirement and out of one lakh device made, 88,000 Nos. have been
used. Due to the marketing of a device with better technical speci-
fications, in-house demand fell leaving a balance of 12,000 Nos. in
inventory. As mentioned earlier, the ICs requirement of BEL are
of various types and only in such of those types, which are required
in economical quantities and are covered by the RCA agreement,
production can be established in the IC Department.

3.123 BEL has also informed the Committee that action is beiné
taken to find market for CD 4000A device by reducing the price.

3.124 When asked whether the Ministry at any time reviewed
the working of IC project and suggested remedial measures keep-
ing in view the heavy losses incurred on running the project, the
Depariment of Defence Production has informed the Committee
that:—

“The IC project was not specifically reviewed by the Minis-
try; but review periodically was done by the Board of
the Company which includes Government nominees, This

b being a high technology area in which the Company hed
entered into from technological considerations, the losses
incurred by the Company could perhaps not be avoided
due to the poor market conditions as explained to by the
Company. The Company's Board had also observed in
this connection that due to the rapid changes in the
technology area, the Semiconductor operations of the
Company had to be viewed in totality (to include not only
ICs but other devices as Germanium transistors silicon
transistors etc. in which the Company was also en-
gaged in).”

3125 Asked as to why the sanctioned estimates revised in
September, 1971 relating to (i) Air conditioning and cleaping of
room facilities and (ii) industrial furnitures and cantingencies were
mot further revised and not approved by the Board, the Committee
have been informed by BEL that since the actual expenditure of
Rs. 176.73 lakhs was in excess of only 4.9 per cent over the sanc-
‘#ioned amount of Rs. 168.50 lakhs, it was considen.ad that no
specific approval need be sought for parts of the pro?ect where ac-
tuals had differed from estimate. The price escalation from the
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date vf samtion to t e date of under tak.ng the Air condltmnmg
facilitles, etc. contmibuted in a lsrge measure to this cont aver-run.

3.126 Asked as to what specific benefits accrued to.the Company
by oblaining design and production informstion in respeot of all
the frmiMies of Integrated Circuits from Radio Corpération of Ame-
rica. (RCA) as a result of technical collaboration agreement with
them, the CMD of BEL stated:—

“In the precedmg 10 years, that is, from 1974-75 to  1984-85
the total sales value was Rs. 1139.1 lakhs. The agree-
ment enables us to import this technology from RCA.
There was reluctance on the part of the manufacturer at
that point of time. We wanted in-depth production pro-
cess know-how for going in for I.C. In many South-
East Asian countries it is not done. It is known as Cos-
metic Manufacture. It is not diffusion which is an in-
depth work. We said that we should manufacture in-
depth, not just Cosmetic manufacture. But there was
reluctance from many foreign countries except RCA who
ultimately agreed to give us this technology. The State
Department’s clearance came in and know-how came in.
We got IC design. mask manufacture, wafer fabrication,
1C Assembly, IC Testing and quality and reliability valua-
tion was obtained. That was the qualitative gain and in
terms of value, I have given you the figure.” ..

3.127 The Committee enquired that out of 348 ICs covered by
Agreement with the Collaborators why only 146 items have been
taken up. The witness then explained:—

“Process information is available for the entire lot of 348.

Out of this entire range we can get anything we want. But
you have to pay small sum of money for each item, that is,
US one thousand dollars. That is for Mask data and mag- -
netic tape. Upgradation took place in that technology.
Now we make 150 ICs............ The collaboration agree-

~ment stipulate& some fee for process know-how. If you
want mask data and mask information then you have to
pay additional US one thousand dollars the collaboration
agreement gave us access to that thing, But it all depends
upon market conditions. You pay extra thousand dollars
to get mask data to process that IC thh the process know-
how supplied by them.” '



7

3128 Asked whether in the last 14 years, the BEL has acquainted
itself with the technology or not, the witness replied that we have
acquainted ourselves with the technology that is how we are ahle
to produce this much and market them also. As heavy payments
were made to American company for import of technology, the
Committee enqmred whether the payments made were commensu-
rate with the benefit devived therefrom, The CMD, BEL stated:—

“l will corréct any such impression. Now ele‘tronic tele-
phones are going to be introduced in the country. There
are three types of companies, M|s. SHNEIDER, M|s. ERI-
SESSON and Mis. LT.I. This is for Electronic Tele-
phone. We are required to make blpolar ICs which are
of two varieties and we shall be going in for them. For
one paiticular IC it is manufactured by the Company
called Rifa, they asked for Rs. one crore for in-depth
manufacture. We are not prepared to pay that, we shail
have to see. Perhaps it was possible at that point of
time to make the payment of Rs. 17.04 lakhs for transfer
of technology of 348 types of ICs. Even on the high side
we can say that this particular Company RCA is not
today the foremost company in the world either. But we
thought it was a reasonable thing. 'We had not much of
choice at that time.”

.

3.120 The Committee, then pointed out that technology was
available with Japan and other foreign countries but at that point
of time, it was considered by BEL to have coliaboration only with
RCA. The witness thereupon stated that it was a well-known com-
modity and other companies were not interested in passing the
know-how to BEL. The Committee then pointed out that East-
Asian countries who were manufacturing their own ICs did not
collaborate with RCA or other countries and they have developed
their own techniques. . But within 14 years, the total te:hnology for
the manufacture of ICs was not made ‘"available to BEL whereas
within a few years several East Asian countries have manufactured
ICs wkich are sold in India, at very cheaper rates. When asked
the reasons therefor, the witness stated:—

“In the manufacture of ICs there is a cosmetiz manufacture.
It is more of an assemibly operation. For speciﬁc reasons
Bharat Electronics was asked to undertake in-depth
manufacture. In India there are many agencies who are

making it.”



)
f -

- 3.130 The Commi&ee then enquired as o how could the small and
backw;arc.l countries come up with the manufacture of all types of
ICs within 3 or 4 years, to which the witness replied:— )

“All these companies started off with the import of know-how
Japan, South Korea or anybody else—ail started with
American know-how...... Secondly, these countries have
the multinationals operating there. . . ... All these countries
started ofl with American technology. In the case of some

" of the smaller South-East Asian countries, the multi-
nationals set up off-shore assembly facilities. There was
no transfer of technology. There are only assembly faci-
lities because of the cheapness of labour there. Japan be-
cause of its technological strength was able to build up the
strength that they have acquired from America. They are
now exporting back to America these memories (ICs).”

------

3131 Asked whether the BEL has accepted this RCA technology
or they have developed further technology on their own after acquix-
ing this technical know-how, the witness inter alia stated:—

“With the technology from RCA about RCA manufacturing,
we have in a very small way been able to develop ourselves
certain types of ICs. I do not remember the precise num-
ber today. I think, it is about 11 or 12 types which we
have designed and produced. In fact, one of the types is
BMO 25 specially developed for ITI for use Mr the Ex-
changes and we supplied them. One of the limitations for
development of a larger number of types has been com-
puterised design facility which we have is a very old type
with limited computational power. Unless we upgrade
this, it is difficult for us to have more sophisticated ICs.
Another thing is, about mask making facility. The mask
facility which we have today can go up to 5 micron level
only. Beyond that, you r2quire to have more sophisticat-
ed equipment which we do not have. The third thing is,
high investments are required to go in for more upto-date
computerised design facility or mask inspection facility and
also for the process of manufacture like diffusion furnaces,
assemblv equipment etc. We are unable to produce in-
ternallv from the ICs production activity because there has
not heen sufficient volume of production. Therefore, it is
a vicinus circle. There is not enough business in this to
generate profit which can be ploughed back in updating our
facilities. .. ... In most of the IC plants abroad, today, no-
body thinks of anything less than 500 millions a year as
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the minimum ef:onomic quantity for production. In the
case of BEL, this year's target is 3 millions and last year,
it was something like one million. So, we are in differ-

ent line altogether. - Therefore, comparison with Japan
and all that is not fair.” i

3.132 The Committee pointed out that this Integrated Circuit Pt
ject (Cost Rs. 497 lakhs) was implemented in colla%oratiﬂn withtlgéz*:
for production of 1.5 million ICs. The Corporation paid to RCA Rs. 17
lakhs between March 1971 to March 1974 The BEL has obtained
design, information for 177 types out of 348 types available in the
RCA catalogue. The production information was obtained only for
146 ICs and again out of these 146, the BEL produced only 127 linear
ICs and 18 CMOs digital so far. The Company has also been import-
ing simultaneously some of the ICs for its own requirement and their
production is also low. While the integrated circuits are available
in the indigenous market, the production has also comparatively gone
down and as a result the total loss incurred on these ICs upto 1983-84
was Rs. 697 lakhs and in that way the BEL has drained away the

entire investment. ‘Thereupon, the representative of BEL explain-
edi—

“Let us first take the type required for equipment production,
in-house consumption. We, as a company, import Jot of
variety of ICs, not many of them lending themselves to
volume production. Also not all of them are covered by
the RCA process. Anyhow, ICs are of different types, geo-
metries and functions. During 1984-85 we dmported 400
types of ICs of the volume of about Rs. 40 lakhs. No com-
pany in the world manufactures all the 400 types. We
would have imported 10 or 12 or 15 different types. Com-
panies specialise in certain range of ICs like the linear etc.
Therefore, to expect the BEL to produce only single IC
that Is required either for its own use or for the rest of the
country, is never going to take place...... The ICs that
have the highest volume are those which are used in the
consumer electronics industry, TV, the radio and colour TV,
etc. . . . We manufacture them and are 80 per cent self-
sufficient. The reasen is that there are certain fluctuations
in the market. Sometimes there are short-falls in pro-
duction because there are production constraints. It is out
of the question that we, as a company, can produce all the
types of ICs required by the country. We had initially set
for ourselves a figure of 50,000 ICs for production, as the
minimum required to productionise it. Now we came to

708 LS—6.
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know that this is something ridiculous on our part to fix
such a high target for ourselves. In international terms,
50,000 is considered as a prototype approach on the part of
any company. So we decided to take a small figure. 34
types of ICs were identified and we took up production of
them for in-house consumption, for professional ICs and
tor military ICs. They are not the consumer electronies
grade. They have to be made to specifications. We have
been using these 34 types within our own indigeneus
designs.”

3:133 The Committee then pointed out that IC Project was esti-
mated below Rs. 500 lakhs but the loss suffered upto 1984-85 was
more than Rs. 898 lakhs and project is also stated to be a losing
concern. Asked when will it have a break-even and has any plan
to reactivise it been formulated, the witness then stated:

“The losses have been coming 'down in the last couple of years.
With the volume increase the loss is also coming down.
We hope to break-even in the next financial year or the
year after that.”

3.134 As regards expenditure on industrial furniture, the Com-
mittee pointed out that BEL has estimated Rs, 2 lakhs in June, 1970.
It was revised to Rs. 4 lakhs in September, 1971. But actual ex-
penditure incurred upto 31st March, 1982 was Rs. 37.62 lakhs. When
asked to explain this jump from the revised estimates to «the actual
expenditure the Finance- Director of BEL stated: —

“The estimates were made in September, 1971 but the ae-
tual work could be taken only in 1974 because of the
delay which we have already discussed last year and,
therefore, there have been some escalation during this
period and that accounts for 50 per cent. We take specific
approvals sub-estimates-wise. The total figure is Rs. 168
lakhs and over that the excess was not significant. There
was no separate sanction..... We do not go for separate
sanction upto 10 per cent escalation. We interpret #hat
as the total figure. That is why, these have not been re-
corded.”

3.135 The Committee pointed out that in respect of two items viz.
air conditioning and clean rooms and industrial furniture, it is not
just cost over-runs but it is to a very considerable extent, something
wrong with the original estimate. In case of air-conditioning, the
original estimates was Rs. 15 lakhs in June, 1970 which was revised
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to Rs. 25 lakhs in September, 1971, Just in one year and three months
it shot up by Rs. 10 lakhs. Again in the case of industrial furniture,
Rs. 2 lakhs were asked for in June, 1970. It was revised to Rs. 4
lakhs in September, 1971 but the actual expenditure incurred upto
31st March, 1982 was Rs. 13.30 lakhs. In view of the wide variation,
the Committee enquired whether the original estimate was defec-
tive in certain respects or the rise in expenditure was because of over
spending. It was also enquired whether the Board had ever gone
into this matter and what were their views. Thereupon, the Finance
Director of BEL explained: —

“Coming to the Air Conditioning, Rs. 25 lakhs was approved
by the Board. But not Rs. 37 lakhs because it was not put
up to the Board. In the case of Industrial furniture also
Rs. 4 lakhs was approved and not Rs, 13 lakhs.”

3.136 When asked whether the revised estimates were got ap-
proved by the Board or not, the witness admitted that “we have not
done this, Sir.” The witness also admitted that “it has been an
estimating error”. The Committee pointed that when the Company
puts up a proposal to the Board instead of the amount involved,
they state certain components and that each component would cost
so much etc. The Committee, therefore, enquired whether in a
particular case where the cost variation was so wide, was it not
proper to bring that to the notice of the Board. The CMD of BEL
then stated: —

“Sir, we get your point. The means even if 10 per cent has
not been exceeded but the various important components
as was reported to the Board, if that is grossly exceeded
then it should be reported to the Board, That point is
well taken but I must be very candid that this was not
done in the particular case.”

3.137 The Committee enquired as to how the demand for ICs was
calculated on the basis of which the Company projected the com-
mercial viability of the project, the representative of BEL stated: —

“When we took up the manufacture of digital ICs we wrote to
the prospective customers, namely, ECIL and ITI.. They
were the two major professional manufacturers. We told
them that this is the range of ICs that can be manufac-
tured and asked them about their requirement for the
same on the basis of their manufacturing plant they indi-
cated the quantity and the time frame. That was the
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basis on which we got the design know-how from RCA
but because the development plans of ECIL and ITI did
not materialise as the same were overtaken by the later

advanced development. That is why those expectations
did not materialise.” '

' 3.138 The Committee pointed out that in the context of meeting
the demand for electronics equipment, the things were moving very
fast and what is considered relevant today, may become obsolete
tomorrow. Asked as to what steps had been taken by BEL to meet
the situation; how were they going to keep pace with the changiyg
‘=development the representative of BEL stated:—

" “Basically, I would like to submit that we are not in a stage-
where we can claim that we are in a position to cope with
this fast changing world of ICs. It is because of limitations.
in the design and development, in not having access to the
new p¥ocessing technology in the ICs and the fact that
we do not know what the ultimate volume is likely to be
because there is no standardisation of ICs in terms of the
end product. What we are trying to concentrate on is
the types of ICs for which we see a recurring demand
every year which is viable in so far as our scale of pro-
duction is concerned. In terms of professional grade rou--
ghly 10,000 per year are what we consider viable. In terms
of consumer grade electronics, their price is very impor-
tant. Professional grade can bear a slightly higher prices.
We take 50,000 as the minimum requirement. But that is
not one year’s requirement. There is a recurring demand
of 4 to 5 years which is taken into account before going
into the production of ICs. As it is, the present require-
ment of consumer electronic equipment and the profes-
sional grade which is required for ITI use, is going to
exceed 10,000. In the next couple of years, we can ex-
ceed the professional grade ICs mainly required for the
telephone instrument as well as telephone switching
system.”

3139 The Committee enquired about the justification for import-

ing ICs especially ‘when production capaclty was lymg unutilised,
the CMD of BEL stated:—

“The cut off point taken for professional grade ICs required
for professional equipment is 10,000, When the full re-
quirement is very small, it is not worthwhile to manufac-
ture it. Out of 386 being imported, four ICs are necessary
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where the volume required is beyond 10,000, In any
other country, even this small number of 10,000 is a very

. very low requirement, But in our country even if the
requirement is 10,000 since the capacity exists, we must
make it. But there are very large number of cases where
the figure is short of 10,000 even then we have gone below
this figure.”

3.140 When specifically asked whether the Company was goinyg
in for imports for those items for which our requirements were very
small and their production cost would be very high, the witness
admitted; “Yes, Sir.” ‘
3141 Asked whether BEL had explored the possibility in the
international market, the representative of BEL inter-alia stated: —

“The world production of ICs in 1984 was 26 billion dollars
worth; out of this, 24 billion dollars worth ICs are made
only by Japan and U.S.A. Europe, South-East Asia and
all’ other countries put together make only the balance
4 per cent, THese countries are able to dominate the
world because of the heavy investment that they have
made with Government assistance and they are able to
come out with newer products. That sort of situation does
not exist in Thdia and if as a country we have an ambi-
tion of doing that, it is a programme which the Govern-
ment alone can do, not BEL.

There is already the National Micro Electronic Council, a very
high power committee in existence for this purpose.”

3.142 According to the Press Reports, the venture regarding the IC
has not at all been taken up by the three countries-— UK, USA and
Japan. The Committee asked if that was the case why had to BEL
chosen this project and how it was cleared. The Secretary, Defence
Production stated: —

“Even countries like Japan which are in certain areas like
technology, going ahead of USA, and newly advanced
countries like South Korea, Taiwan and Singapore func-
tion as off-shore assembling units for big companies. The
question is: if the investments requlred are so huge,
should we at all go into this field of indigenous reliance?
At that time, the Company and the Government thought
that we should make a beginning. So, we approached
more than one potential suppliers of knowhow. Only one
responded, with whom we entered into a collaboration
agreement. But the pace of change in technology in this
area has been so fast that we are nowhere near what we
would require in the years to come™



78

The representative of Department of Electronics then added:—

“The integrated circuits were at the level of what we call
small scale and medium scale, when BEL decided to go
into production. Today, there are other circuits in ad-

‘dition to IICs. When people use very large scale inte-
grated circuits, even when you go in for collaboration
you will find that for these proprietary parts, they will
charge very heavily. So, we should have some compe-
tence to manufacture them.”

3.143 The Committee pointed out that at present 75 per cent of
what BPML produced is used for Defence purposes. The ICs manu-
factured by BEL are not even first generation products as are being
manufactured by other countries. The Committee wanted to know
as to why have the Government decided to sanction this project
wherein the country has incurred a loss to the extent of Rs. 9 crores.
The representative of Department of Electronics stated:—

“In early ‘70s., it was never predicted that our need for large
scale and very large scale items would come to this level,
and that at the same time prices would crash in the wotld
market. In order to have competence in the country, as
also meeting the demands predicted, perhaps BEL went
into it...... The type of circuits which BEL is now manu-
facturing, most of the European countries have given up.
They are going into very special types of circuits. Their
investment is very high. For example, you take the
United Kingdom. When they found it difficult to pre-
duce large circuit, they set up a company in the United
States with the UK investment of more than 100 million
pounds. If you see the last three years balance-sheet you
will find that they are also in loss in the competition. It is
really a very competitive market. It was not really pre-
dictable. What is the picture today, this was not the
picture in 1972. Today, if you want to meet the require-
ment of the country, yo: may need to put more investment
so that they should be able to produce it.”

3.144 The Committee pointed out that when the country was not
in a position to invest so much money, what prompted BEL to pro-
duce this product (ICs) the witness then stated:—

“ICs are not mainly for Defence; they are for both. The prices
that we get in the international market depend upon our
future product. If we have indigenous capability, then
we get components at the clumping prices. We have also tor
understand the complexity of this particular technology
in order to see that even if a part of it has to be imported,
we get it at a reasonable price.”
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. d:’;é“A In this connection, the Secretary, Defence Production also
a L

“You have rightly mentioned that the Company has incurred
a loss on this. There are two points which I would like to
mention in this connection. As per company perception
and as per company record, this project is not reviewed in
isolation but as part of the total project; and in this, they
have not incurred a loss; they have made profit. Even if
we take it in isolation the company has given the govern-
ment to understand that in the next two years or so, they
will stop making losses even on this. In addition, as my
colleagues said, we have seen it in the case of ONGC equip-
ment; we have seen it in the case of many other cases,
machine tools. For example, until we were capable of
making off-shore vessels, etc....... It is a fact in inter-
national trade that if my capacity is limited then I am cer-
tainly not in a position to dictate terms or do hard bar-
gaining and I have to buy at whatever prices they ask.
For example, in the case of off-shore rigs, as long as we
were not manufacturing these rigs, they were charging us
100 per cent more than what they are charging now after
we started manufacturing these rigs in our country......
We started with ICs. We switched over to MSI three
years back. But the growth of technology in this area has
been ICI, MSI, LSI and all that. If we want to be at par
with the world technology. I personally feel that we do
not have the necessary resqurces nor time. But if we
move forward gradually, to that extent, we save our time
and foreign exchange. A nation like ours cannot afford
to have a situation like go or no go. Sometimes, we suc-
ceed; sometimes we do not. If it is purely a commercial
propcsition, then what you say is right. But it is not a
totally commercial proposition.”

3.145 The Committee were informed that the manufacture of ICs
should not be looked from commercial angle because it is only deve-
lopment of technology. Asked as to why .should this technology be
developed at the cost of the nation, the representative of Department

of Electronics stated:—

“When the project was conceived in early seventies the picture
was not that gloomy. What we are irying to do at the
present moment is not to go in for products which are re-
quired in large quantities like ICs in television in digital
watches. But it is necessary for this country to manufac-
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ture ICs though in small quantities, for strategic areas. in
ﬁhat connection, Secretary had mentioned ihat making
those products in small quantities just to keep the techno-
logy alive, may not be profitable. We are noi investing
huge amounts. But we must achieve a certain level so
that our strategic demands can be met.”

3.146 In this connection, the Secretary, Defence Production also
added:—

“Now, we have reached a stage where ihese projects can be
viable. I submit for the consideration of the Committee
whether it is the right time to give it up.... The country
will have to take a policy view on this. The Micro-Elec-
tronics Council is looking into this,

Once a national policy is laid down, then we will know wiich
way we will have to go and how far we will have to ¢o.
This issue cannot be decided at the level of the BEL or at
the level of Defence Production Department.”

3.147 The Committee note that the proposal to undertake the
manufacture of Integrated Circuits (ICs) for production of 1 million
ICs at a cost of Rs. 65 lakhs was approved by the Board of the Com-
pany in December, 1969. In June, 1970, the cost was revised . to
Rs. 122 lakhs mainly to provide for a separate building with service
facilities. The Government approved the project in January. 1971.
Again in September, 1871, the estimate was further revised provid-
ing for a further investment of Rs. 46.50 lakhs on plant and machi-
nery and also on air conditioning and other facilities needed for MOS
techniques since it would be possible not only to increase the annual
capacity from 1 million to 2 million ICs but also to establish manu-
facture of a range of Digital ICs including CMOs types of chips/,
incorporating latest technmiques in addition to the Jinear ICs. The
project was approved by Government in November, 1971.

3.148 For this purpose the Company concluded a technical Colla-
boration Agreement in March, 1971 to be in operation for 10 vears
period with the Radio Corporation of America (RCA) for the saop-
ply of design and production information in respect of families of
ICs which was under their range of manufacture. Before concluding
the Agreement, the Board was also informed that there was general
reluctance on the part of the firms in USA to agree to collaboration
and only RCA had agreed to collaborate with the Company. The
collaboration agreement which expired in April, 1981 has been ex-
tended upto December, 19%0. An amount of Rs. 17.04 lakhs was paid
te RCA between March, 1971 to March, 1974. In addition, Rs. 16.60
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lakhs were paid towards minimum compensation in consideration of
the information und services, ifeences, rights and privileges mado
available and Rs. 0.44 lakhs for supply of drawings. In addition,
royalty of Rs. 26.25 lakhs was also paid at 5 per cent of the net sale
value of ICs during the period June, 196% to April, 1981  The Com-
pany actually obtained design information only for 177 types and pro-
duction information only for 146 out of 348 types of ICs covered as
per RCA catalogue.

3.149 According to the Department of Defence Production agree-
ment covered not only the range of products being produced by RCA
at the time of the collaboration agreement eatered into bui also those
produced by RCA during the currency of the agreement. This was
extremely necessary as the IC technology was/is rapidly progressing
with a high risk of obsolescence of products at any given point of
tiine.

3.150 While looking at the component-wise break up of original
and revised estimates and actual expenditure incurred upto March,
1984, the Committee find that the actual expenditure against, air-
conditioning and cleaning room facilities and industrial furnitures
and contingencics exceeded the revised estimates of September, 1971
by about $2.8 per cent and 235.5 per ‘cent respectively (the expendi-
ture incurred from Rs. 25 lakhs to Rs. 38.20 lakhs and from Rs. 4
lakhs to Rs. 13.42 lakhs respectively). After the Board had approved
the initial estimate, the matter was not placed before the Board for
revising the estimates and going into the reasons for increased cost
ever-runs. In fact expenditure initially approved by the Board was
exceeded without getting approval of the Board.

3.151 The Committee have also observed that no time schedule
was laid down for the completion of these various projects while
theke were approved by the Board. Taking into account the lead
time of 18 months from the date of entering of the collaborstion
agreement required for establishing production, the production should
have commenced by August, 1972 (18 months from March, 1971)..
Even according to the phased manufacturing programme indicated to
Government in December, 1989 production of ICs at the rate of 0.5
million and 1 million should have commenced from 1972:78 and
1973-74, respectively. However, only pilot production started in
1973-74 and regular production commenced in 1974-75 in a temporary
location. The building for the project was completed and taken over
only in August, 1974 and air-conditioning of building, as essential
facility for the production of ICs was undertaken during the period
September, 1975 to January, 1977. Produttion could ndt reach even
upto 1 million number per annum during 1981-82 although the match-
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ed capacity was 1.5 million. This indicates a serious handicap
suffered by the project due to omission to fix a time schedule fer
achieving the rated capacity, absence of monitoring/reporting system
on project execution etc.

3.152 The Committee also find that there has been heavy accumu-
lation of stock of linear CMOs and TTL type digital ICs and the
stock hy the end of March, 1984 amounted to 32.10 lakhs. The main
stress was being given on production of linear ICs which accounted
for 91 per cent to 96 per cent of the total production. As regards
CMOs digital ICs, the item produced related to obsolete CD 4008 .
A series and there was an accumulation of the stock of 1.19 lakhs
valued at Rs. 9 lakhs (manufacturing cost) as on 31st March, 1982
The accumulated stock, however, came down to 0.58 lakhs as on 31st
March 1984.

3.153 The Committee fail to understandas to why the Company
continued the production of ICs of a type which had gene obsolete
and were not actually needed and after having established capacity
why did the Company not concentrate on the production of ICs which
were actually needed, -

3.154 The Committele have also observed that the Company actu-
ally obtained design information for 177 and production information
for 146 out of 348 types of ICs being produced by the cc¢llaborators,
viz. RCA of USA. The BEL has produced only 21 types in 1984-85
of which 10 were exclusively for sale, 7 for internal consumption and
4 types for both sale and internal consumption. ICs taken for pro-
duction were mainly of SSI complexity and in some cases of obsolete
design.—Price-wise, the Company is not able to compete in the open
market and as a result of which their stock of ICs kevt on accumu-
lating. The Company has incurred cumulative loss of Rs. 898 lakhs
due to uneconomic production and high cost. In fact, the Company
has drained away the emtire investment of Rs. 487 lakhs as was envi-
saged at the time the project was conceived. Therefore, the Com-
mittec-feel that the object behind thel project proposal of September,
1971 for establ’shing the capacity to manufacture a range of digital
ICs including CMOs types has not been achieved to any appreciable
degree. The Committee are of the view that taking up of this IC
Project by the Company was ill-conceived as the demand potential
in India was too limited to ensure a competitive cost of production.
Even advanced countries like UK and France have not set up their
own facilities for manufaciure of ICs though they are far more
advanced than India in the field of electronics.

3.155 However, another Public Sector agency viz. Semi-Conductor
Complex has also been set up at Chandigarh for the production of
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ICs exclusively. Thus now there are two Public Sector agencies in
the country at present in thel field of ICs. The Comnmniittee recom-
mend that the Government should consider the transfer of IC Pro-
ject of BEL to the Semi-Conductor Complex, Chandigarh or to some
of the universities or IITs and devote the resources of BEL in some
other fields. :

3.156 The Committee alsa find that the Company developed digi-
tal TTL devices over a period of 2 years in cooperation with the Tata
Institute of Fundamental Reselarch, Bombay at a cost of Rs. 14 lakhs
as it was then thought that TTL devices may have a large market
as they were standard devices used all over the world. However,
since the Company’s costs were higher as compared to international
prices and as import ban did not materialise, the Company stopped
production of TTL series in 1978-79 after producing 3.14 lakhs ICs
valped at Rs. 42.05 lakhs from 1972-73 onwards. The Company held
an inventory of 84268 TTL devices (value: Rs. 3.32 lakhs) as on 31st
March, 1982, which was moving very slowly even after special re-
duction in prices. The Committee desire that effective steps should
be taken to liquidate the inventory TTL devicek.

3.157 The Committee were informed by the Company during evi-
dence that even though the RCA was not the foreimost company in
the world but they did not have much choice at that time. The
technology was available with Japan and other foreign countries but
at that time they werd not prepared to part with it and the Colla-
boration Agreement in the circumstances was entered into with RCA
only. As a result of this Agreement, the Company is reported to
have obtained a qualitative gain with régard to ICs design, mask
manufacture, wafer fabrication, ICs assembly and ICs testing etc.

3.158 The Committee have their own doubts with regard to the
extent of gain achieved by BEL as a result of collaboration with
RCA. On the other hand, the Secretary, Department of Defence
Production, has admitted before the Committee during his evidence
that “the pace of change in the technology in the area of ICs is so

fast that we are nowhere.”

3.159 Moreover, the Committee find that the Integrated circuits
produced in the Company are of a very elementary level of tech-
nology and cover medium scale integration (5000 to 10,000 circuits
in a single chip) whereas currently the technology has advanced
tremendously in this field in that very large scale (VLSI) and very
very large scale (VVLSI) chips with several million circuits in a
single chip, are heing produced in the world. The Committee feel
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:vthgt the Company has totally failed to keep pace and update its tech-
nology even after a decade of exper.ence and during this period,

technology has progresseld by several generations in the rest of the
world.

3.160 The Committee were informed during evidence thar the
ucmgnd for 1Cs was calculated by BEL on the basis of the require-
ments of ECIL and ITI, the two major professional mannfacturers
who were then told of the range of I(s being manufactured by BEL.
The ECIL and IT} accordingly indicated their quantity and the time
frame which formed the basis for acquiring designs know-how frow
the RCA. The development plant of ECIL and ITI did not, how-
‘ever, materialise as the same were overtaken by the latest advanced
developments. The demand eéxpectation, therefore, did not mate-
rialise. Lven when the very basis on the strength of which colia-
boration agreement was entered into with RCA had changed, the
BEL not enly continued the arrangement but even the agreement
was exiended for another 10 years after it had expired in 1981. The
Committee are not happy over this and feel that the BEL instead oi
extending the collaboration agrelement with RCA should have ex-
plored hte possibility of acquiring the new and the latest IC tech-
‘nologies from some other sources in or Japan to meekt effectively the
present and future requirements of country.

3.161 The Committee are surprised to note that even after 14
years of collaboration with RCA and also after having spent huge
-amount, the total technology for the manufacture of ICs available
with RCA has not been made availed by BEL. The design and pro-
duction information has been obtained only in respect of 50 per
cent of the types beling produced by the collaborators. As a result.
BEL has naturally to depend on imports for its own in-house re-
quirements. The Committee find that neither the BEL nor the
‘Government have been sufficiently vigilant and far sighted so far
as creation of capacity for manufacture of ICs is concerned. After
spending lot of funds the achievement is only just like a drop in the
ocean. The Committee, therefore, recommend that the whele issue
as to how the Collaboration Agreement with RCA was originally
entered into and why the agreement was extended when the tech-
‘nology available from them was not proving to be of any material
help should he examined by an independent body and the Com-
mittee apprised of the result of such examination. ‘

3.162 According to the Company, the ‘matched capacity for the
production of ICs was 0.5 million upto 1978-79 and 1.5 million from
1979-80 but the actual production was much less as compared to the
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matched capacity. The actual production in 1982483 and 1983-84
was 6..14 lakhs and 9.88 lakhs respectively. Thus, the utilisation of
.copacity created has been declining steadily from 1979-
Upto 1982-83 and consequenly losses have been increasing progres-
sively. The reasons for the heavy shortfall in production capacity
compared to rated capacity have neither been analysed bi the
Company nor reported to the Board. Low indigenous demand caus-
ed by availability of cheaper imported ICs was stated to be the main
reason for the shortfall in production. But Commiktee’s appraisal
¢f the situation shows that this situation had arisen due to thd meagre
capacity and still smaller output of only a few types of lincar ICs
of mainly SSI complexity in the face of larger indigenous require-
‘ments of various types as well as the price competition from mass
produced foreign ICs. The Committee recommend that reasons for
the heavy shortfall in production may be analysed by the Board and

remedial measures taken. The Committee may be informed of the
outcome.

80 onwards

3.163 As regards excess expenditure incurred on air-conditioning
and industrial furniture, the Committee are informed that actual
expenditure of Rs. 176.73 lakhs was in excess only by 4.9 per cent
over the sanctioned amount of Rs. 168.50 lakhs. Therefore, no spe-
cific approval of the Board was called for. The price escalation is
stated to be the main rcason for this cost overruns. The Committee,
however, feel that at the time when the project estimates were for-
mulated, the Company should have taken into consideration the
price escalation factor and should have kept sufficient margin in the
tolal estimates of the project. The Financel Director of the BEL has
also admitted that “it has been an estimating error.” The Com-
wmittee trust that such matters will be taken care of in future and
similar situations will not recur.

2154 The Committee have a feeling that the increase in expen-
diture is not just due to cost overruns caused by price escalation.
There has been sharp increase in the original estimates prepared and
the actual expenditure incurred. The original estimates which was
Rs. 15 lakhs in June. 1970 was revised in September, 1971 to Rs. 25
1akhs. Therefore, in just one vear and 3 months, the cost escala-
43on could not be to the tune of 10 lakhs unless therd) were some ex-
srnordinary reasons for this increase. The Committee couns'der it a
case of had estimation, and defective planning. The Commitice also
felel that when the initial exmenditure was specifically anpr?ved by
the Board. the Board should have also been annrised of the ncrease
#n exy enditure alongwith the factors responsible therefor. The
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The Committee desire that ﬂne Company should lay down suitable
instruction in this regard so that similar situations do not recur in
future.

3.165 The Ministry have stated in their written reply that tie
working of the ICs Project was not specifically reviewed by the
Min'stry. The Committee, therefore, recommend that the Govern-
ment should review the justification for continuing the IC project
in the Company in all its ramifications including lossés suffered aud
extremely limited contribution to in-house production.

3.166 During evidence, the Secretary, Defence Production also
informed the Committee that “if we want to beé at par with the
‘World technology in regard to the development and production of
1Cs, a huge amount will have to be spent on R&D for which we have
neither resources nor time. The country will, therefore, have to take
national view on this. Once a national policy is laid down we will
know which way or how far we will have to go”. The Committee
have also been informed that the Government has recently set dp
a National Micro Electronic Council to consider various issues cpa-
nected with the fostering of the future of 'ICs development and pro-
duction in the country. The Committee desire that the Natioaal
Micro Electronics Council should finalise their views on basis of
wh’ch Government should formulate a clear cut national policy for
ruidance of all concerned.

]

E. Silicon Materials Project

3.167 According to Audit, in the important field of silicon mate-
rials manufacture, the Company’s capability was restricted botl in
range and volume, It produced only single Crystal material Lz:ge
scale requirements of Monocrystal Bars, Polished|Lapped Slices and
Eepitaxial Slices and Multilayer variety for Power Devices and
Integrated Circuits were beyond the Company’s capacity at present
and these are being imported. Other important areas in the
Company’s capability were the ultra pure materials of Gallium

.and Selenium required for Semi-conductors’ and the Ceremic mate-
rial of Ferrites required for high frequency Circuits, etc.

3.168 The capacity for manufacture of silicon materials in-
stalled in the Company upto 1973-74 was for conversion out of im-
ported Polycrystalline Bars. Ag it was adequate only to support
the production of small Signal Silicon Semi-conductors, the Com-
pany had been importing its additional requirements of silicon
materials for the production of Integrated Circuits and Power De-
vices since 1974-75 and 1976-77 respectively. Information regarding
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the actual value of imports of silicon materials (for want of pro-
duction facilities) during these years was not furnished by the
Company as stated by Audit. But the imports during the period
1980—85 were estimated at Rs. 127.00 lakhs per annum  (Dec.
1980). The Company has all along been importing the materials.

3.169 In January, 1978, the Board of Directors approved a pro-
posal for expending the capacity for the manufacture of silicon
materials by introducing higher diameter Monocrystal Bars (out
of imported Polycrystalline Bars) and certain types of Silicon Epi-
taxial Slices required for silicon small Signal Devices, Power De-
vices and Integrated Circuits with an investment of Rs. 176 lakhs
éFE: Rs. 104 lakhs) to achieve the following objectives and bene-

ts:

—  Processing of large diameter Wafers upto 75 mm  in
keeping with international trends and in order to obtain
improved yield of diffused chips and reduce manufactur-
ing cost;

— a net proft of Rs. 296.62 lakhs was anticipated over the
payback period of 7 years with an annual average return
of 22.5 per cent on the investment on straightline me-
thod or over 8 per cent on discounted cash flow method;

—  foreign exchange savings of Rs. 213 lakhs over 5 .years
(1980-81 to 1984-85);

— avoidance of unnecessary build-up of inventory of assorted
materials required in various resistivity ranges and of
import of substandard materials;

—  flexibility for change of product-mix in tune with fluc-
tuating market demand of types and quantities; and;

—  timely and correct materials support for developmtnt
programmes,

3.170 Though Government sanctioned the Project in September,
1978 and foreign exchange and licence for import of capital equip-
ment were released in 1978, the Project which was to have become
operative by January, 1980 was deferred in December, 1980 for
want of finance. In this connection, the Chairman of the Com-
pany expressed concern during the meeting of the Board of Direc-
tors held in December, 198¢ that ‘a critical project from national
angle should have to be deferred for want of finance’
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3.171 As the project was originally intended to be financed
from internal resources and as the generation of internal resource
was satisfactory, it is not clear how funds were not earmarked for
implementing this critical and highly productive project. In this
connection, it is interesting to mote that while the Company de-
ferred this project, 3 new firms in the private sector were im-
plementing the schemes and several other manufacturers have ex-
panded their in-house facilities for single crystal produects.

3,172 The Company stated in May, 1982 that problems of logis-
ties of supply and transportation as well as high purification in res-
pect of the critical input material of Argon gas (which is a by-
product of fertiliser plants) led to investigation of the possibility
of locating the polysilicon project in the campus of one of the Fer-
tilizer corporations. Though the issue of availability of Argon
gas was stated to have been resolved in 1981, with the availability
of Argon gas and transporting the gas to Bangalore at economic
costs, the Project was ultimately given up in October, 1982.

In this connection, the Ministry stated in March, 1983:—

“The Project for manufacture of silicon materials was en-
visaged, as in 1977-78 the international market trends
showed that a serious shortage situation was likely to
develop in respect of polysilicon which is the raw mate-
rial for Semi-conductors line. The fears about the
likely silicon shortage which persisted right upto 1980
eased by early 1981 when the picture began to change
rapidly. New supply sources and expansion of existing
facilities coupled with the mon-fructification of the ex-
pected boom in demand abroad reduced the urgency for
the Project. In the meantime some other Indian parties
also set up manufacturing facilities for single crystal sili-
con and saved BEL from investing heavily in avoidable
vertica] integration. The delay in proceeding with the
project due to the reasons mentioned above has turned
out to be advantageous to the Company.”

3.173 In.the written note furnished, the BEL has stated that
the approximate value of import in terms of foreign exchange of
Silicon materials from 1982—85 was 45 lakhs (Rs. 6 lakhs in 1982-83,
Rs. 10 lakhs in 1983-84 and Rs. 29 lakhs in 1984-85). The value of
imports for the earlier period from 1974—1982 was Rs. 126 lakhs.



3.174 The criticality for the Silicon material arose at a point
when BEL had proposed taking up the Project. The position
eased subsequently and the project was not hence pursued fur-
ther. As far as the Company is concerned, the decision to abandon
the project has been proved correct both from the availability
angle as well as from the viability factor, looking at the fate of all
Private sectors parties like M/s. Siltronix which have made similar
investments.

3.175 Ministry of Defence Production have informed the Com-
mittee that the “Government allowed BHEL, BEL and a few pri-
vate parties to set up plants for monosilicon at the time when the
shortage was anticipated, and a huge demand in the country was
foreseen. BHEL did not go ahead and BEL also did not go ahead.
Two private sector firms who went into operation are in deep
trouble, since even for a four tonne plant they have not been able
to get even one tonne loading.

3.176 The Government was not approached by BEL for funds
as it was not convinced of the wisdom of continuing the project
subsequently even though the Company had itself sought and ob-
tained sanction for setting up the manufacture of monosilicon.”

3.177 The Committee enquired as to on what basis the BEL
thought of setting up this project in 1979. The project was sanc-
tioned by Government in 1979, foreign exchange therefor was also
provided but the Company is reported to have failed to establish
the same for want of finance. In this connection, the attention of
BEL was invited to the following passage from Audit Report:—

“As the project was originally intended to be financed from
internal resources and as the generation of internal re-
sources was satisfactory, it is not clear how funds were
not earmarked for implementing this critica] and highly
productive project. In this connection, it is interesting
to note that, while the company deferred this project,
three new firms in the Private Sector were implementing
the scheme and several other manufacturers have ex-
panded their in-house facilities for single crystal pro-
ducts.”

3.178 The CMD of the BEL stated in evidence that it had
turned out advantageous to the Company to abandon the project.
The country’s interest has not suffered. When the Committee point-
ed out that the BEL has allowed the private entrepreneurs to enter
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into the fleld, where the BEL was expected to start, the representa-
tive of BEL replied:—

“The anticipation at that time was that a very large quan-
tity of mono-silicon would be required. And what Gov-
ernment did was they allowed BHEL, BEL and some
private parties to set up industries. At that time there
were two things; one, a shortage of mono-silicon all
over the world; and the second, anticipated huge demand
in the country. But what happened subsequently was
this. BHEL did not go ahead and we also did not go
ahead. Only two are in operation, and those who went
in for making this are now in deep trouble. The ex-
pectation that the country was going to have a_huge de-
mand has not taken place. It is good that we did not go
ahead. .

It is unfortunate that full picture was not presented at the
Board meeting. ..

In fact, we also wanted to set up a similar plant. But now
we realise that if we had done that, we would have been

in serioug trouble.”

3.179 The Committee pointed out that the Government had
asked BEL in 1973-74 specifically to take up manufacture of silicon
material but till date they have not developed indigenous techno-
logy for the silicon material and the country is depending upon
other countries for that. Thus, the major task entrusted to BEL
by Government has not been fulfiled and company has completely
failed in developing indigenous technology. Thereupon, the
Finance Director of the BEL stated:—

“Silicon consists of two parts—one is manufacturing of the
raw silicon and the second is. from the poly silicon to
pull it out into mono silicon. The first stage of manu-
facture of silicon material is a very high cost project.
There is a project set up for this in Gujarat with colla-
boration from the United States. Right now we are im-
porting poly silicon and the project of pulling it into
mono silicon is entrusted to BEL. The same plant which
We are to set up and has been set up by Siltronics in
Hosur. But, they are in doldrums because for a four-
.tonne plant they have not been able to get even one
tonne loading.”
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3.180 The Committee again pointed out that the BEL was en-
trusted the manufacture of silicon material in 1973-74 but the Met-
tur Chemicals was reported to he in doldrum in 1983-84. Asked as

to what the Company had done during the last 10 years the witness
stated:—

“That what we were supposed to make in this plant . are
easily available in the three plants. The Mettur Chemi-
cals project is making that type of silicon with which
we are not concerned. Our function js the second
stage. The second stage is to pull out mono silicon
from the poly silicon.

‘The basis for the Company starting this project was an an-
ticipated shortage of mono-crystalised silicon fibres in
the market. Within the short time of taking the ap-
proval of the Government it became clear that there
was not going to be any shortage of silicon in the world.
Therefore, the entire basis for proposing the project has
been demolished. Therefore, we felt that there was no

need for us to do it and the subsequent events proved
it right.” '

3.181 The Committee note that the silicon material project con-
sidered critical from national angle and sanctioned by Government
in 1979 was not implemented due to want of finance. Meanwhile
two private sector companies were given licences for production of
silicon. 'The Company's reguirements of silicon material are being

met from private sector indigenous sources and also through
imports.

3.182 The Company have tried to argue that in 1977-78 when this
project was envisaged, there was apprehension of the criticality for
the silicon material but after the project was sanctioned in 1979, the
project was deferred for want of finance. The Committee were fur-
ther informed that this deferment ultimately proved bemneficial to
the company as silicon shortage eased by early 1981.

3.183 The Committee consider that non-implementation of the
project by the Company for want of finance was not justified. After
having obtained Government sanction, the Company should have
approached the Government for finances in casel they found it diffi-
cult tv raise the finance from their own internal resources. Further,
when they had taken sanction of Government for the Project, the
minintum they should have done was to take the concurrence of
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Government before abandoning the Project. Thel Ministry’s reply
justifying the abandonement of the project is also not convincing.
To say the least the Committee feel that by not implementing the
project of critical nature from national angle Government/BEL has
surrendered its interests in favour of private entrepreneurs for want
of finance which cannot be considered to be sound.

New DELHL K. RAMAMURTHY,
April 28, 1986 Chairman,
Vaisaklia &, 1908 (Sci.l:..'z) Committee on Public Underialinys.




APPENDIX

STATEMENT OF CONCLUSIONS/RECOMMENDATIONS OF
THE COMMITTEE ON PUBLIC UNDERTAKINGS CONTAINED

.

IN THE REPORT

Sl. No. Reference to
Paragraph No,

Conclusions/recommendations

in the Report

1

2.25
to
2.27

The Committee note that in pursuance of
the recommendation of the Administrative
Reforms Commission (ARC), the Bureau of
Public Enterprises (BPE) had asked the
Government Companies as far back as in Novem-
ber, 1970 to initiate action to have objectives and
obligation of Public undertakings under them laid
down in consultation with the Ministry of Fin-
ance. Again, in 1979, BPE issued further ins-
tructions to the Ministries to advise their Public
Undertakings to formulate micro objectives con-
sistent with broad objectives spelt out in Indus-
trial Policy Statement of December, 1977. The
Committee find from the Audit Report that in
pursuance of this directive, Bharat Electronics
Ltd. (BEL) forwarded a note to BPE in Nov-
ember, 1979 with a copy to the Ministry of
Defence (Department of Defence Production)
detailing a Corporate Plan (policy objectives),
micro objectives along with a Corporate Plan,
without getting them approved by their Board
of Directors.

From the facts placed before them the Com-
mittee find that the Department of Defence Pro-
duction and Supplies considering the objectives
framed by the company being of short term nature
only had communicated to the Company in

93
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2.28

ey L st e ot st

3

December, 1979 their observations on the Cor-
porate Plan objectives framed by the Company.

‘These were placed by the Company before the

Board of Directors for consideration only in
May, 1983 and were gol approved by Board.

The Committee are unhappy over the inordi-
nate delay of nearly three and a haif years on
the part of the Company in getting their objec-
tives and obligations approved by the Board of
Directors. What is worse is that the Company
instead of improving wupon the objectives and
obligations in the light of comments of the Min-
istry of Defence of December 1979, got the
objectives and obligations as originally framed
by them approved by their Board of Directors
in May 1983. The Committee are surprised that
after giving their comments, the Ministry never
followed up with the Company to know the pro-
gress made or the final outcome. The Com-
mittee believe that objectives and obligaticns of
each Company have to be approved by the
administrative Ministry. If that be so, it is but
necessary that the objectives and obligations as
approved by the Board of Directors should be
submitted to the Ministry and got cleared by
them so that the areas of operations are clearly
known to the Company and it is able to draw
its programmes and activities on those lines and
execute them in a time bound programme. A
copy of the objectives and obligations has also
to be sent to the Ministry of Industries (DPE).

The Committee further feel that it is high-
time that a paper on the actual performance of
the Company during 1979 to 1986 in fulfilment
of its objectives and obligations is brought out
and placed before Parliament to enable the
members to assess the growth and activities of
the Company on a realistic basis.
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The Committee also note that when the
Company submitted the Corporate Plan to the
Government in November, 1979, it had antici-
pated that it would be possible to get Govern-
ment approval for the three new equipment
proje:ts proposed in the Plan which had also
been cleared by the Expenditure Finance Com-
mittee -during mid 1979. Accordingly, the
Company conecluded a licence agreement with
M/s. Cornings of USA and submitted the same
to Government for approval. The Government
sanction for setting up the two new projects, was
issued only in September, 1982. The Committee
further note that when the Board approved the
Corporate Plan in May, 1983 it was then inform-
ed that a revised Corporate Plan would be work-
ed out after decisions pertaining to the setting
up three new projects, sent to the Government
for capacity augmentation were avaflable! Ac-
cordingly, the revised Corporate Plan (1985—
90) coinciding with the Seventh Five Year Plan
was approved by the Board and submitied to
Government in May, 1985. The Committee
desire that the revised Corporate Plan should
be finalised by the Company without any further
delav so as to provide it a more definite basis
for planning its future activities.

While explaining the delay in sanctioning the
Corporate Plan, the Secretary, Defence Produc-
tion during his oral evidence suggested to the
Committee that the best course for the Company
would have been to split the plan into two parts,
viz. one relating to the new projects requiring
Government sanction and the other falling within
the exclusive power of BEL with which the Com-
pany could have gone ahead without waiting for
the Government sanction. The Committee note
that no such advice was, however, given to BEL
all along these years when the Corporate Plan
was pending with the Ministry. The Committee
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2.31

believe that during the intervening period many
meetings would have been held betweem Chair-
man and other officers of the Company and senior
officers of the Ministry to discuss and review the
affairs of the Company. Surely, the Committee
expect the Administrative Ministries to pro-
perly guide the Undertakings, under them when
they find that they are working under some
wrong impression or are not clear on certain
basic concepts. The Committee, therefore, feel
that BEL ought to have been advised by the
Department of Defence Production well in time
to split the Plan rather than keeping the whole
issue pending for over three years.

Incidentally, the Committee also do not
appreciate the nominal or passive role played by
the Government nominees on Board of Directors
of the Company as they also appear to have failed
on their part to advise the Company to split the
plan as has now been suggested by the Secretary,
Defence Production. Secretary, Defence Produc-
tion in his evidence said “the nominee should
function as the eyes and ears of the Government
in order to ensure the growth of the Undertaking
as also to avoid any hanky panky”. While agree-
ing with him, the Committee expect the Govern-
ment nominees on the Board of Directors of Pub-
lic Undertakings to play a positive and active role
and to make constructive and timely contribution
for the efficient working of the Company rather
than to remain a passive spectator. The Com-
mittee are of the view that it is a clear case of
delay on the part of the Company and lack of
vigilance on the part of the Administrative Min-
istry and also the Government nominees on the
Board of Directors which ultimately resulted in
the delav in framing the objectives and obliga-
tions and Corporate Plans of the Company. This
caused delav in setting up the new equipment
projects, which resulted in escalation of costs and

— e PR [P —
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2.32

3.16
.and
3.17

3

avoidable loss due to non-production of equip-
ments. The Committee, therefore, recommend
that the matter should be enquired into at a high
level Committee with a view to fixing respon-
sibility for this inordinate delay.

The Committee also desire that in order to
obviate such cases of delays, BPE should con-
sider issuing of clear guidelines about the role
of Government nominees on the Board of Direc-
tors of the Public Undertakings in this regard.
They should also lay down clear guidelines
about the areas in which the Plans could be
finalised by the Company itself and the areas
where the Plan had to be got approved by the

- administrative Ministry or the BPE.

The Committee find that the proposals for
taking up new expansion projects prepared by
BEL and submitted for approval to the Board of
Directors/Government. did not comply with
important guidelines of BPE issued in April,
1968 and December, 1969 to include in the propo-
sals the important features like demand study,
technical features, phasing of construction, profit-
ability, cash flow analysis, cost benefit analysis,
etc. The proposals gave only broad outlines of
products proposed to be taken up, estimated capi-
tal cost and justification based on rough demand
forecaste, It is also reported that there was no
system of regular monitoring of the physical and
financial progress of projects under implementa-
tion and only in April. 1982 such a system was
introduced.

The Committee are unhappy to note that the
guidelines issued by the erstwhile Bureau of
Public Enterprises in April, 1968 and December,
1969 have not been followed by the Company in
letter and spirit and they have not been submit-
ing well-conceived proposals of their projects for
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8

- 8.18
and
3.19

approval to the Board/Government highlighting
the essential features of the project as per BPE
guidelines. In order to avoid time and cost over-
runs and to enable the Board of Directors/Gov-
ernment to appreciale, considey and approve
the project proposals in true perspective, the
Committee recommend that the Ministry snould
issue necessary instructions to all the Public
Undertakings under their control that the propo-
sals for taking up new/expansion projects should
be prepared by the Undertakings in accordance
with the BPE guidelines issued in this regard.

The Committee also find that there was a
system of submitting to the Board, half-yearly
progress reports of major schemes under imple-
mentation and this practice was discontinued in
December, 1972. The reasons therefor are not
on record. In December, 1979 an appraisal on the
investment made in 4 components »z. Receiving
Valves, Germanium., Semi-conductor, Silicon
Devices and Integrated Circuit was submitted to
the Board with a promise to put up a similar re-
view in respect of other components. But no
such review appears to have been submitted so
far. No appraisal on investment in regard to in-
vestment scheme taken up was also conducted.
It is only in April, 1982 that the Company intro-
duced a system of regular monitoring of the
rrogress in the implementation of projects and
collected the expenditure incurred thereon. Asa
result of this, the Company did not have till
April, 1982 ready and up-to-date details of pro-
jects implemented earlier vis-a-vis cost overruns.
In this connection, the Finance Directors of BEL
also informed the Committee during evidence
that “they have taken up the appraisal of funec-
tioning only recently, because it was not being
done earlier. We have taken up only in the last
3 years.” The Company has also informed the
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3.20

Committee that the quarterly financial state-
ment is now being mailed to every individual
Director and a detailed discussion of schemes
takes place at the Capital Budget stage.

The Committee find that whereas monitoring
is regularly carried by the Ministry quarterly,
half-yearly and annually, no proper monitoring,
is, however, done in the Company at the Board
level as admitted by the Defence Production
Secretary in his evidence. There is also no in-
stitutional arrangement for -periodical review
for both physical and financial progress of pro-
jects under implementation. As a result of this,
the Company did not have details of factual ex-
penditure incurred on each of these projects
vis-a-vis the cost overruns. This is not a happy
situation. The Committee, therefore, feel that
there is an imperative need for improving the
Project Management in the Company so that the
feed back of actual progress of the projects is
reported to the Board regularly and deficient
areas or malpractices, if any, coming to light are
noted and timely suitable action taken to rectify
the shortcomings noticed. The Committee
would like to be apprised of the action taken
by the Company/Ministry in this regard.

The Committee note that the Company
have recently taken up the appraisal of func-
tioning of the projects/schemes which were not
done earlier for want of experienced persons
and seven such appraisals are reported to have
been produced so far by various officers which
have been processed and are to be submitted to
the Board. The Committee hope that the ap-
praisals of functioning of the various projects
undertaken by the Company would be complet-
ed early and suitable measures taken to improve
the performance of Company.
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10 3.23
and
3.24

1 3.62

3.66
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The Committee have observed from the
Audit Report that there was a long gestation
period and considerable delay in achieving the
levels of production envisaged for various pro-
jects, i.e. T.V. Picture Tubes, Integrated Cir-
cuits, Silicon.

The Committee have dealt with these aspects
in detail in the subsequent paragraphs of this
Report (Para Nos. 3.75 to 3.183). The Com-
mittee would however, like to emphasise here
that since the prolonged gestation period and
long delay in achieving the levels of production
ultimately affects the economic viability of pro-
jects, the Company should take effective mea-,
sures to ensure that there is no slippage in the
achievement of targets in so far as the new pro-
jects under execution at present are concerned.

The Committee note that equipment and
facilities set up initially at Ghaziabad were
designed to achieve an annual produgtion of
Rs. 1790 lakhs entirely for the Defence. The
bulk of the requirement (59 per cent) related to
the manufacture of a particular equipment for.
which the major portion of the facilities sel up
were to be utilised. The Ghaziabad Unit went
into commercial production in September, 1973
but in October, 1974 the Company.was informed
by Government that “it should not commit for
the manufacture of ‘A’ type Radar hevond the
5th.” The original requirement envisaged by
Government was for the manufacture of 23 ‘A’
type Radars which in term of value accounted
for 56 per cent of the total requirement. As a
result of this drastic cut in the Defence Plan,
the expected orders did not materialise and the
raw materials and components valued at Rs. 894
lakhs imported from the collaborators became
surplus to requirement. As the factory was set
up to meet the defence requirement of Radars
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etc. and expected orders were not forthcoming,.
the capacity established also remained unutilised.
The Company sought compensation  from
Government for the financial consequences aris-
ing from the idle capacity caused due to short
loading of the factory wvis-g-vis, the installed
capacity and for incurring considerable expen-
diture in installing the plant, training of stail
and for providing infrastructure for production,
The amount of compensation claiined therefor
was Rs. 677.44 lakhs besides storage and mainten-~
ance charge of Rs. 8,40 lakhs per annum. The Go-
vernment rejected the claim for compensation on
the ground that “BEL as an entity was making
profit though one unit may not be earning profit
and that the problem of under-utilisation of the
capacity should be treated as a normal production
problem.” The Committee are not convinced by
this argument of the Government. Since the
Government spelt out specific requirement of 23
‘A’ Type Radar under ADGES Plan, the Com-
pany rightly went ahead and imported raw mate-
rial from the collaborator to the tune of Rs. 894
lakhs for the progressive use upto the 10th Radar
of Type ‘A’. The Committee are convinced that
the claim of compensation preferred by the Com-
pany was just and should have been paid by the
Government specifically when the production
capacity for a particular type of item was creat--
ed at the instance of Government. The argu-
ment of the Government that the payment of
compensation was not necessary as the Company
was making profits on other items does not seem
to be logical. The Committee desire that in
future there should be a machinery to resolve:
such disputes. Again, the argument of the Gov-
ernment that the “problem of under-ntilisation
of capacity should be treated as a .normal pro-
duction problem” is also not convincing. The
Ghaziabad Unit faced a peculiar  pheno-
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menon as the capacity created for the
manufacture of a particular defence item, re-
mained under-utilised due to subsequent changes
in Defence Plan. As a result, the Ghaziabad Unit
was in the red for a long time. In fact, upto
1979-80, it suffered heavy losses which accumu-
lated to Rs. 1420 lakhs. It started earning profit
only from 1980 onwards. The Committee are
firmly of the view that had the Government not
changed tPeir Defence Plan after placing firm
orders with the Company, the performance of
the Company would have been much better and
it could have turned the corner soon after going
into production.

The Committee note that as a result of a dras-
tic cut in the Defence Plan there was a gap be-
tween what was originally conceived or the inter-
nal demand placed on the Ghaziabad Unit and
the actual requirement. Therefore, to fill this
gap it was considered necessary to start produc-
tion of items which to some degree have already
been seen through in the Bangalore Unit. Ac-
cordingly, in July, 1975, a scheme of balancing the
Ghaziabad Unit was approved by the Board to
achieve diversified production and profitability in
the “shortest possible time”. The scheme involv-
ed an expenditure of Rs. 100 lakhs to be treated
as a new project and was approved by the Gov-
ernment in May, 1976. Under this scheme cer-
tion items of equipment underdeveloped at
Bangalore Unit, viz. UHF Radio Relay (LUC 751)
VHF Sets for Police/Mobile Equipment and two
more items of equipment meant for Defence were
to be transferred to Ghaziahad Unit for produc-
tionisation. It was also decided to produce 5
more items in Ghaziabad Unit and these includ-
ed two items relating to Defence, Micro-wave
equipment, Multiplex equipment and Telemetry/
Telecontrol equipment. The actual exvenditure
jncurred on diversification programme upto 31st
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March 1982 was Rs. 93.33 lakhs in addition to the

test equipment valued at Rs. 12,52 lakhs trans-
ferred from Bangalore Unit.

The Committee have also noticed that though
tne diversification scheme was launched in 1975-
76, a beginning was made only in 1976-77 as none
of the items transferred from Bangalore had been
firmly established: in the regular production line
prior to the transfer. As a result, the Ghaziabad
Unit had to tackle many problems relating to
design development, users’ clearance before com-
mencing the regular production, re-engineering,
re-start, re-work et>. For this, the Company in-
curred -an expenditure of Rs. 43.73 lakhs on fur-
ther development efforts upto 31st March, 1984.

The Committee have also been informed that

out of five items planned for production, one -
item meant for Defence, did not reach the pro-
duction stage on the ground that the expected
orders did not materialise. Another item (4/7
GHZ Micro-wave Equipment) under development
at Bangalore was not transferred and produc-
tionised there itself. For the remaining three
items, the production commenced in 1978-79. As
a result, the machines transferred to Ghaziabad
Unit could not be utilised for immediate produc-
tion and Unit suffered heavy losses which accu-
mulated to Rs. 1420 lakhs upto 1979-80. Only
from 1980-81 onwards, the unit started earning
profits and was ultimately able to wipe off not
only the cumulative losses but also earned cumu-
lated profit Rs. 34 crores by the end of 1984-85.
Implementation of diversification programme also
got delayed by two years.

The Committee are concerned to note that no
specific time schedule was fixed for -the imple-
mentation of the diversification programme in the
context of its being achieved in the ‘shortest pos-
sible time’ by the Company. During evidence,
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when the Committee repeatedly asked about the
time schedule, the representative of the Company
did not give any specific answer to it. Tt was,
however, admitted that “what was expected in
1978-79 came up really later by two years”.

While viewing with concern the delay of two
years that occurred in the implementation of the
diversification programme, the Committee are
unhappy that such an important requirement of
providing specific time schedule in the scheme of
diversification programme was lost-sight-of both
by the Company as well as by the Ministry. The
Committee are constrained to conclude that the
Company had only envisaged target of production
and target of investment and not any time sche-
dule, which is of paramount importance for
watching the progress and assessing the achieve-
ment in a realistic manner. The Committee,
therefore, consider it as a clear case of lapse and
desire that the matter should be enquired into
with a view to fixing the responsibility.

The Committee have observed that though
the diversification scheme for balancipg Ghazia-
bad Unit was to be launched in 1975-76, a
beginning in this regard was made only in 1976-77
and the Unit could not make any headway in
achieving the increased production. This was due
to the fact that none of the items transferred from
the Bangalore Unit had been firmly established
in the regular production line prior to transfer.
Further in regard to productionisation of the
items developed by other Agencies (including the
Bangalore Unit) out of five items planned one
meant for Defence did nat reach the production
stage as the development project itself was aban-
doned on the ground that the expected orders did
not materialise. Another item under develop-
ment at Bangalore Unit was not transferred but
productionised there itself. In respect of the re-

— -
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maining three items, the production commenced
only in 1978. During evidence, the representa-
tives of the BEL also admitted that “decision to
transfer certain equipments to Ghaziabad proved
wrong because of certain compulsions of the pro-
duct mix at Ghaziabad Unit changing. This must
have been an ideal thing if we had planned right
in the beginning this product mix.”

The Committee are of the view that had the
fully developed items been transferred from Ban-
galore to Ghaziabad Unit, machines brought from
Bangalore Unit could have been put to use for
production immediately after their installation
and this would have helped in increasing the pro-
duction. The Committee, therefore, are of the
firm view that had the diversification programme
beén conceived carefully after mature considera-
tion of all its aspects and implemented with a
time bound programme, the losses incurred by
the Unit from 1976-77 to 1979-80 could have been
easily minimised, if not altogether avoided.

The Committee are informed that the P&T
Department placed orders for 80 bays of UHF
Radio Relay equipment with BEL in May, 1974,
the quantity of order was increased to 104 bays
in November, 1976 at the instance of BEL. As
per the term of agreement, the delivery was to
commence within six months from the date of
placement of orders and to be completed within
18 months (i.e. by November, 1975). The Com-
mittee are also informed that this equipment was
“originally to be manufactured in Bangalore Unit
where it was designed and developed but under
the scheme of balancing Ghaziabad Unit the
manufacture of this item was transferred to
Chaziabad Unit in July, 1975. The P&T Depart-
ment was not in favour of this shifting of venue
of manufacture as they apprehended delay in
supplies and this was duly brought to the notice

of the Company.

709 LS—$.
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The Committee are further informed that the
equipment manufactured by Bangalore and
Ghaziabad Units was found to be not meeting the
specifications and was having reliability prob-
lems when installed by the P&T Department.
The equipment was, however, accepted by P&T
Department after impressing upon BEL to meet
the shortcomings pointed out by P&T Depart-
ment. Due to the heavy delays in supply and due
to the inability on the part of the BEL to manu-
facture the equipment to the original specifica-
tion ete., P&T Department had to short close the
order upto 58 bays and went in for import of the
equipment to meet their immediate requirements.
P&T Department has also informed the Com-
mittee that even 5 vears after the placement of
firm orders, BEL could not supply by 1979 even
30 bays and wanted to increase the price by over
260 per cent i.e. Rs. 2.55 lakhs per bay against
the original agreed rate of Rs. 0.97 lakhs per bay.
As a result of cancellation of order by P&T De-
partment, the company suffered heavy losses.

The Committee are dismayed over this lacka-
daiscal approach of the Company in not meeting
the quality and price requirement of P&T Depart-
ment for the supply of UHF equipment even after
developing the equipment at a substantial cost of
Rs. 35.64 lakhs and remaining in the field for more
than 6 years. When the defects noticed in the
equipment were brought to the notice of the
Company, these should have been attended to
and rectified to the full satisfaction of their cus-
tomer, i.e. P&T Department. As the P&T De-
partment required the equipment for their imme-
diate use, the Company ought to have made spe-
cial efforts to supply the equipment within the
time schedule. This inordinate delay of 16
months in the supply of equipment virtually
forced the P&T Department to short close the
order and to go in for imports. The result was
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that the Company not only lost a good customer
but also failed to arrest the foreign exchange
drain caused by the import of equipment by
P&T Department. The Committee find that the
role of the P&T in this deal is also not spotless.
The Committee fail to understand as to why P&T
increased the order with BEL in 1976 when they
had found after trial that the equipment sup-
plied in 1975 was not according to specifications
and was not working perfectly when installed.

The Committee also agree with the comments
of the Audit that in spite of the instructions issu-
ed by Government in May, 1972 on the recom-
mendation of the Committee on Public Under-
takings that the Company should have made a
thorough analysis of demand and cost of produc-
tion before undertaking manufacture of new item
so as to minimise the losses, the Company

-embarked on this venture unsuccessfully and in-

curred huge losses. The Committee, therefore,
recommend that the whole issue may be thorough.
ly investigated' with a view to fixing the respon-
sibility and Committee apprised of the outcome
of this enquiry.

The Committee are also surprised to learn
that the imported UHF system in the southern
region has shown worse performance than that
of BEL equipment which was not cleared by P&T
for production for nearly two years. The Com-
mittee also do not approve of the action of P&T
for short-closing the order and going in for
import of the equipment especialy when their”
Technical Director had examined the equipment
and had stated that it conformed to the speci-
fication and they (P&T) had approved the qua-
lity. Admittedly, the Company was working for
P&T on an item which was new and had to be
developed indigenously and for that there was
no established collaborator. Keeping in view
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the general environmental conditions, P&T, be--
ing a Government agency, should have helped
the indigenous production of the equipment. If
they could not have relaxed their standard to-
some extent, they should have atleast got the
shortcomings in the equipment rectified rataer

than rushing for the import of the equipment.

which showed worse performance. The net re-
sult is that due to poor performance of the BEL
and imperfect planning of P&T Department the
country lost some good amount of valuable
foreign exchange.

The Committee note that with the advent of
television broadcasting in India, a proposal for
manufacture of black and white TV picture
Tubes was approved by the Board of Directors
of Company in November, 1967 at a total cost of
Rs. 57 lakhs based on fixed type of equipment
in technical collaboration with Nippon Electric
Company (NEC) of Japan. The Project was
sanctioned by, Government in June, 1968 and
contemplated the initial production of 30,000
tubes in single shift basis from January, 1971.
The production of tubes was to be increased to
1 lakh in 1973-74 based on a rough forecast of
demand expected to be generated with reference
to the only TV Station then existing in Delhi.
The production commenced in 1970-71.

In December, 1972, as a result of new TV sta-
tions coming up at Calcutta, Madras, Lucknow,
etc. the Board approved a revised project estimate
of Rs. 178 lakhs for increasing the production to
two lakhs tubes per annum in 3 shifts. This revis-
ed estimate was sanctioned by Government in
April, 1974. The estimate was further revised in
August, 1980 to Rs. 210 lakhs without giving any
reasons for increase in cost for each components
for project estimates and was sent for sanction
of Government in September, 1980. Even when-
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the sanction of the Government was awaited,
the Board of the Company approved a further
increase of capacity to 3 lakhs tubes per annum
involving an additional investment of Rs. 96
lakhs. Before the Government sanctioned this
increased expenditure, the Company incurred an
expenditure of Rs. 212,25 lakhs upto 31st March,
1982. The Government sanction to the project
was given in July 1982, and the additional
capacity of 3 lakhs tubes was achieved in 1985-86.

The Committee find that the expansion pro-
ject approved by the Board in December, 1872,
was sanctioned by Government in April, 1974
i.e, after a delay of 13 months, as admitted by the
Ministry and ultimately, the project was imple-
mented by the Company after a delay of more
than 4 vears from the date of Government sanc-
tion, In this connection, the Department of Elec-
tronics (DOE) had also commented that “Local
availability of TV picture tubes has remained
much below the demand largely because of slow
implementation of production plans by Bharat
Electronics Ltd.” As a result of this delay in com-
pleting major systems|built up of capacity and
under utilisation of built up capacity by the
Company and six other private firms licensed by
the DOE. the gap between the indigenous produc-
tion and demand which rose from 0.27 lakh tubes
in 1975 to Rs. 1.86 lakhs in 1981 was met by im-
ports. From 1974-75 to 1977-78, 3.45 lakhs tubes
valued Rs. 459.02 lakhs are reported by Audit to
have been imported to meet this gap.

In Committee’s view, the delay of over 13
months on the part of the Government in sanc-
tioning the revised project estimates and lhen
the enormous delav of more than 4 years on the
part of the Company in executing the project,
especially. when the target time fixed was 9§
months, as admitted by CMD during his evidence
fs jnexcusable, in the context of the outflow of
precio{;s foreign exchange to the tune of Rs.
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459 lakhs for importing picture tubes. The Com--

mittee take it that there was no coordination.

between the Department of Defence Production.
Department of Electronics and the Ministry of
Information and Broadcasting which should have
enabled BEL to get an exact idea of the demand
for picture tubes in the context of new TV sta-
tions being set up and impress upon the Depart-
ment of Defence Production to clear the projects
in the minimal time. In this connection, the
Secretary, Defence Production has himself ad-
mitted in his evidence before the Committee
that “if we had processed the matter on a day-
to-day or week-to-week basis with better pro-
ject management, we would have saved some
more time.” The Committee are, therefore, cons-
trained to observe that there was something
basically wrong with the project formulation,
implementation, monitoring and control of the
Project and responsibility therefore has to be
fixed both in BEL as well as in the Department
of Defence Production. The Committee would
like all concerned to take a lesson from what
has happened in the past, streamline the proce-
dures and take proper care in future to ensure
that the projects are conceived are processed by
the Company and sanctioned by Government
within the minimum possible time. Thereafter,
there should be no let up in execution of the
project which must be completed within the
scheduled time to avoid any loss of foreign ex-
change and or heavy costs and time over-runs.

The reasons explained for the delay such as--
the change over from manual operation to semi-
automatic system, implementation of project
without foreign collaboration, delay by sup-

- pliers/sub-contractors of critical components are

not unusual and can easily be taken care of by
proper planning, regular monitoring and on the
gpot inspections. The Committee therefore, con-.

—— ——
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sider that these were not such matters as could
not have been surmounted by the Management
with proper perspective and firm resolution.

The Committee are informed that TV tube is
not yet an exportable item and the question of
export would be considered only after the pro-
duction of indigenous Glass Shell at a cost com-
parable with international cost is achieved.
The Glass-shell at present imported is expected
to be produced indigenously by November, 1986
with the full commissioning of Taloja Plant
located near Greater Bombay. The Committee
desire that the Govt./BEL should take effective
measures to ensure that the glass-shell plant
comes up within the scheduled time to enable
Company to consider the possibility of exporting
TV picture tubes to such countries where there
is still a good market of black and white TV,

The Committee note that the proposal to
undertake the manufacture of Integrated Cir-
cuits (ICs) for production of 1 million ICs at a
cost of Rs. 65 lakhs was approved by the Broad
of the Company in December, 1969. In June,
1970, the cost was revised to Rs. 122 lakhs mainly
to provide for a separate building with service
facilities. The Government approved the pro-
ject in January, 1971. Again in September, 1971,
the estimate was further revised providing for
a further investment of Rs. 46.50 lakhs on plant
and machinery and also on air-conditioning and
other facilities needed for MOS techniques since
it would be possible not only to increase the an-
nual capacity from 1 million to 2 million ICs
but also to establish manufacture of a range of
Digital ICs including CMOs types of chips|in-
corporating latest techniques in addition to the
linear ICs. The project was approved by Gov-
ernment in November, 1971.
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For this purpose the Company concluded a
technical Collaboration Agreement in March,
19871 to be in operation for 10 year period with
the Radio Corporation of -America (RCA) for
the supply of design and production information
in respect of families of ICs which was under
their range of manufacture. Before concluding
the Agreement, the Board was also informed
that there was general reluctance on the part of
the firms in USA to agree to collaboration and
only RCA had agreed to collaborate with  the
Company. The collaboration agreement which
expired in April, 198] has been extended upto
December 1990. An amount of Rs. 17.04 lakhs
was paid to RCA between March, 1971 to March,
1974. In addition, Rs. 16.60 lakhs were paid to-
wards minimum compensation in consideration
of the information and services, licences, rights
and privileges made available and Rs. 0.44 lakhs
for supply of drawings. In additon, royalty of
Rs. 26.25 lakhs was also paid at 5 per cent cf the
net sale value of ICs during the period, June,
1969 to April, 1981. The Company actuvally ob-
tained design information only for 177 types and
production information only for 146 out of 348
types of ICs covered as per RCA catelogue.

According to the Department of Defence Pro-
duction and supplies agreement covered not
only the range of products being produced by
RCA at the time o1 the collaboration agreement
entered into but .also those produced by RCA
during the currency of the agreement. This was
extremely necessary as the IC technology was/
is rapidly progressing with a high risk of obso-
lescence of products at any given point of time

While looking at the component-wise break up
of original and revised estimates and actual ex-
penditure incurred upto March, 1984, the Com-
mittee find that the actual expenditure against,
air-eonditioning and cleaning room facilities and
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industrial furnitures and contingencies exceeded
the revised estimates of September, 1971 by
about 52.8 per cent and 235.5 per cent respec-
tively (the expenditure increased from Rs. 25
lakhs to Rs. 33.20 lakhs and from Rs. 4 lakhs to
Rs. 13.42 lakhs respectively). After the Board
had approved the initial estimate, the matter was
not placed before the Board for revising the esti-
mates and going into the reasons for incremsed
cost over-runs. In fact expenditure initially
approved by the Board was exceeded without
getting approval of the Board.

The Committee have also observed that no
time schedule was laid down for the completion
of these various projects while these were ap-
rroved bv the Board. Taking into account the
lead time of 18 months from the date of entering
of the collaboration agreement required for es-
tablishing production, the production should
have commenced by August, 1972 (18 months
from March. 1971). Even according to the phas-
ed manufacturing programme indicated to Gov-
ernment in December, 1969 production of ICs at
the rate of 0.5 million and 1 million should have
commenced from 1972-73 and 1973 74, respec-
tively. However, only pilot production started
in 1973-74 and regular production commenced in
1974-75 in a temporary location. The building
for the project was completed and taken over
only in August, 1974 and air-conditioning of
building, as essential facility for the production
of ICs was undertaken during the period Sep-
tember, 1975 to January, 1977. Production could
not reach even upto 1 million number per annum
during 1981-82 although the matched capacity
was 1.5 million, This indicates a seriousz handi-
cap suffered by the project due to omission to
fi» a time schedule for achieving the rated capa-
city, absence of monitoring/reporting system on
project execution ete. (
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The Committee also find that there has been
heavy accumulation of stock of linear CMOs
and TTL type digital ICs and the stock by the
end of March, 1984 amounted to 32.10 lakhs.
The main stress was being given on production
of linear ICs which acounted for 91 per cent to
86 per cent of the total production. As regards
CMOs digital ICs, the item produced related to
obsolete CD 4000 A series and there was an ac-
cumulation of the stock of 1.19 lakhs valued at
Rs. 9 lakhs (manufacturing cost) as on 3lst
March, 1982. The accumulated stock, however,
came down to 0.58 lakhs as on 31-3-1884.

The Committee fail to undeistand as to why
the Company continued the production of ICs »f
a type which had gone obsolete and were hot
actually needed and after having established -
capacity why did the Company not concentrate
on the production of ICs which were actually

needed.

The Committee have also observed that the
Company actually obtained design Mmformation
for 177 and production information for 146
out of 348 types of ICs being produced by
the collaborators, viz. RCA of USA. The BEL
has produced only 21 types in 1984-85 of which 10
were exclusively for sale, 7 for internal consump-
tion and 4 types for both sale and internal con-
sumption. ICs taken for production were moinly
of SSI complexity and in some cases of obsolete
design. Price-wise, the Company is not able to
compete in the open market and as a result of
which their stock of ICs kept on accumulating.
The Company has incurred cumulative loss of Rs.
898 lakhs due to uneconomic production and high
cost. In fact, the Company has drained away the
entire investment of Rs. 497 lakhs as was envisag-
ed at the time the project was conceived. There-
fore, the Committee feel that the object behind
the project proposal of September, 1971 for es-
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tablishing the capacity to manufacture a range of
digital ICs including CMOS types has not been.
achieved to any appreciable degree. The Com-
mittee are of the view that taking of this IC Pro-

-ject by the Company was ill-conceived as the de-

mand potential in India was too limited to ensure
a competitve cost of production. Even advanced
countries like UK & France have not set up their
own facilites for manufacture of ICs though they

are far more advanced than India in the field of
electronics.

Another Public Sector agency viz. Semi-Con-
ductor Complex has also been reported to bave
been set up at Chandigarh for the production of
ICs exclusively. Thus now there are two Public
Sector agencies in the country at present in the
field of ICs. The Committee recommend that the
Government should consider the transfer of IC
Project of BEL to the Semi-Conductor Complex,
Chandigarh or to some of the universities or IITs
and devote the resources of BEL in some other
fields.

The Committee also find that the Company
developed digital TTL devices over a period of 2
years in cooperation with the Tata Institute of
Fundamental Research, Bombay at a cost of Rs.
14 lakhs as it was then thought that TTL devices
may have a large market as they were standard
devices used all over the world. However, since
the Company’s costs were higher as compared to
international prices and as import ban did not
materialise, the Company stopped production of
TTL series in 1978-79 after producing 3.14 lakhs
ICs valued at Rs. 42.05 lakhs from 1972-73 on-
wards. The Company held an inventory of
84268 TTL devices (value: Rs. 3.32 lakhs) as on
31st March, 1982, which was moving very slowly
even after special reduction in prices. The Com-
mittee desire that effective steps should be taken:
to liquidate the inventory of TTL devices.
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The Committee were informed by the Com-
pany during evidence that even though the RCA
was not the foremost company in.the world but
they did not have much cheice at that time. The
technology was available with Japan and other
foreign countries but at that tithe they were not
prepared to part with it and the Collaboration
Agreement in the circumstancse was entered into
with RCA only. As a result of this Agreement,
the Company is reported to have obtained a quali-
tative gain with regard to ICs design, mask,
manufacture, wafer fabrication, ICs assembly and
ICs testing etc.

The Committee have their own doubts with re-
gard to the extent of gain achieved by BEL as a
result of colalboration with RCA. On the other
hand, the Secretary, Department of Defence Pro-
duction, has admitted before the Committee
during his evidence that “the pace of change in
the technology in the area of ICs is so fast that
we are nowhere.” .

‘Moreover, the Committee find that the Inte-
grated circuits produced in the Company are of
a very elementary level of technology and cover
medium scale integration (5000 to 10,000 circuits
in a single chip) whereas currently the technology
has advanced tremendously in this field in that
very large scale (VLSI) and very very large scale
(VVLSI) chips with several million circuits in a
single &hip, are being produced in the world. The
Committee feel that the Company has totally
failed to keep pace and update its technology
even after a decade of experience and during
this period, technology has progressed by seve-
ral generations in the rest of the world.

The Committee were informed during evi-
dence that the demand for ICs was calculated by
BEL on the basis of the requirements of ECIL
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and ITI, the two major professional manufactui-
ers who were tnen told of the range of 1Cs being
manufactured by BEL. The ECIL & ITI accord-
ingly indicated their quantity and the time frame
which formed the basis for acquiring designs
know-how from the RCA. The development
plant of ECIL and ITI did not, however, mate-
rialise as the same were overtaken by the latest
advanced developments., The demand expecta-
tion, therefore, did not materialise. Even when
the very basis on the strength of which colla-
boration agreement was entered into with RCA
had changed, the BEL not only continued the
arrangement but even the agreement was ex-
tended for another 10 years after it had expired
in 1981. The Committee are not happy over
this and feel that the BEL instead of extending
the collaboration agreement with RCA should
have explored the possibility of acquiring the
new and the latest IC technologies from some
other sources in USA or Japan {0 meet -effec-

tively the present and future requirements of
country.

The Committee are surprised to note that even
after 14 years of collaboration with RCA and
also after having spent huge amount, the total
technology for the manufacture of ICs available
'with RCA has not been made availed by BEL.

...The design and production information has been
. obtained only in respect of 50 per cent of the

types being produced by the collaborators. As
a result, BEL has naturally to depend on imports
for its own in-house requirements. The Com-
mittee find that neither the BEL nor the Gov-
ernment have been sufficiently vigilant and far
sighted so far as creation of capacity for manu-
facture of ICs is concerned. After spending lot
of funds the achievement is only just like a drop
in the ocean. The Committee, therefore, recom-
mend that the whole issue as to how the Colla-
boration Agreement with RCA was originally
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entered into and why the agreement was extend-
ed when the technology available from them was
not proving to be of any material help should
be examined by an independent body and the
Committee apprised of the result of such exami-
nation.

According to the Company, the matched capa-
city for the production of ICs was 0.5 million
upto 1978-79 and 1.5 million from 1979-80 but
the actual production was much less as compar-
ed to the matched capacity. The actual produc-
tion in 1982-83 and 1983-84 was 6.14 lakhs and
9.88 lakhs respectively. Thus, the utilisation of
capacity created has been declining steadily

- from 1979-80 onwards upto 1982-83 and conse-

quently losses have been increasing progressive-
ly. The reasons for the heavy shortfall in pro-
duction capacity compared to rated capacity

.have neither been analysed by the Company

nor reported to the Board. Low indigenous de-
mand caused by availability of cheaper imported
ICs was stated to be the main reason for the
snortfall in production. But Committee’s ap-
praisal of the situation shows that this situation
had arisen due to the meagre capacity and still
smaller output of only a few types of linear ICs
of mainly CSI complexity in the face of larger
indigenous requirements of yarious types as well
as the price competition. from mass “produced
foreign ICs. The Committee recommended’ that
reasons for the heavy shortfall in production
may be analysed by the Board and remedial
measures taken. The Committee may be inform-
ed of the outcome.

As regards excess expenditure incurred on air-
conditioning and industrial furniture, the Com-
mitee are informed that actual expenditure of
Rs. 176.73 lakhs was in excess only by 4.9 per
cent over the sanctioned amount of Rs. 168.50
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lakhs. Therefore, no specific approval of the
Board was called for. The price escalation is
stated to be the main reason for this cost over-
runs. The Committee, however, feel that at the
time when the project estimates were formulat-

ed, the Company should have taken into consi-

deration the price escalation factor and should
have kept sufficient margin in the total estimates -

+ of the project. The Finance Director of the BEL

has also admitted that “it has been an estimat-
ing error.” The Committee trust that such mat-
ters will be taken care of in future and similar
situations will not recur.

The Committee have a feeling that the increase
in expenditure is not just due to cost overruns
caused by price escalation. There has been sharp"
increase in the original estimates prepared and
the actual expenditure incurred. The original
estimates which was Rs. 15 lakhs in June, 1970
was revised in September, 1971 to Rs. 25 lakhs.
Therefore, in just one year and 3 months, the
cost escalation could not be to the tune of 10
lakhs unless there were some extraordinary rea-
sons for this increase. .The Committee consider
it a case of bad estimation, and defective plann-
ing. The Committee also feel that when the
initial expenditure was specifically approved by
the Board, the Board should have also been ap-
prised of the increase in expenditure alongwith
the factors responsible therefor. The Commit-
tee desire that the Company should lay down
suitable instruction in this regard so that simi-
lar situations do not recur in future.

The Ministry have stated. in their written
reply that the working of the ICs Project was
not specifically reviewed by the Ministry. The
Committee, therefore, recommend that the Gov-
ernment should review the justification for con-
tinuing the IC project in the Company in all its
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ramifications including losses suffered and ex--
tremely limited contribution to in-house produc-
tion.

During evidence, the Secretary, Defence Pro-
duction & Supplies also informed the Committee
that “if we want to be at par with the World
technology in regard to the development and
production of ICs, a huge amount will have to be
spent on R&D for which we have neither resour-
ces nor time. The country will, therefore,
have to take a national view on this. Once a
national policy is laid down we will know
which way or how far we will have to go”. The
Committee have also been informed that the
Government has recently set up a National
Micro Electronic Council to consider various
issues connected with the fostering of the future
of ICs development and production in the coun-
try. The Committee desire that the National
Micro Electronics Council should finalise their
views on the basis of which Government should
formulate a clear cut national policy for guid-
ance of all concerned.

The Committee note that the silicon material
project considered critical from national angle
and sanctioned by Government in 1979 was not
implemented due to want of finance. Meanwhile
two private sector companies were given licences’
for production of silicon. The Company’s require--
ments of silicon material are being met from
private sector indigenous sources and also through
imports.

The Company have tried to argue that in 1977-
78 when this project was envisaged, there was ap-
prehension of the criticality for the silicon mate-
rial but after the project was sanctioned in 1979,
the project was deferred for want of finance. The'
Committee were further informed that this de~
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ferment ultimately proved beneficial to the com-

pany as silicon shortage eased by early 1981.

The Committee consider that non-implementa-
tion of the project by the Company for want of
finance was not justified. After having obtained
Government sanction, the Company should have
approached the Government for finances in case
they found it difficult to raise the finance from
their own internal resources. Further, when they

-had taken sanction of Government for the Pro-

ject, the minimum they should have done was to
take the concurrence of Government before
abandoning the Project. The Ministry’s reply
justifying the abandonment of the project is also
not convincing. To say the least the Committee
feel that by not implementing the project of criti-
cal nature from national angle, Government/
BEL has surrendered its interests in favour of
private entrepreneurs for want of finance which
cannot be considered to be sound.
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