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" INTRODUCTION )
I, the Chairman, Committee on Public Undertakings having been

authorised by the Committee to present the Report on their behalf,

present this Forty-Fifth Report on Bharat Earth Movers Limited,

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, 1985, Union Government (Commercial) Part V.

8. The Committee took evidence of the representatives of Bharat
Earth Movers Ltd. on 25 and 26 November and 22 December, 1987
and also of the representatives of the Ministry of Defence (Depart-
ment of Defence Production and Supplies) on 6 January, 1988.

4. The Committee considered and adopted the Report at their
sitting held on 21 April, 1988.

5. The Committee wish to express their thanks to the Ministry
of Defence (Department of Defence Production and Supplies) and
‘Bharat Earth Movers Ltd. for placing before them the material and
information they wanted in connection with examination of the
Company. They also wish to thank in particular the representatives
of the Ministry of Defence (Department of Defence Production and
‘Supplies) 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 and Auditor General of India.

VAKKOM PURUSHOTHAMAN
Chairman,

Committes on Public Undertakings.

New DerLnui;
April 26, 1988
Vaisakha 6, 1910 (S)

(vin)



1 PART I

BACKGROUND ANALYSIS

CHAPTER 1
HISTORICAL BACKGROUND

1.1 The Bharat Earth Movers Limited was incorporated on 1ith
May, 1964. The Company started functioning from 1st January,
1965 when the Heavy Earth Moving Equipment Project which was.
under implementation alongwith the Railcoach Division was trans-
ferred from Hindustan Aeronautics Limited, Bangalore. The
Crawler tractor manufacturing programme which was being carried
out by the Director General, Ordnance Factories (DGOF), was
entrusted to the Company in December, 1965. The Company had
two production units at the time of incorporation viz., the Ratlcoach
Division at Bangalore manufacturing Railcoaches, Heavy Duty
Trailers and certain earth-moving equipments (Scvavers, Motor
Graders and Cranes) and the Earth Mover Division at KGF manu-
facturing a wide range of earth moving equipments (Tractors,
Haulpak Dumpers, Front end loaders, Track shovels and Hydraulic
Excavators) under foreign collaboration arrangements as well as
from its own design. A Research and Development (R&D) Cel] was
set up in 1968-69. Subsequently, a new factory at Mysore for
production of wheeled earth moving equipment started functioning
from 1985-86. The authorised capital of the Company was
progressively increased from Rs. 7.50 crores in 1964-65 to Rs. 30

crores in 1982-83. The paid-up capital at the end nf 1986-87 was
Rs. 30 crores



CHAPTER 1
CORPORATE PLAN

2.1 According to Audit, the Board of Directors approved in
December, 1976 a Corporate Plan, covering inter alia, environmental
influences, mission, objectives, Corporate strategies and functional
strategies as well as an action plan comprising detalls year-wise
targets for 1976-77 to 1980-81 and broad projections for the subse-
quent five year periods ¢nding 1985-86 and 1990-91.

2.2 Some of the important objectives, strategies and action plans
as reported by Audit are as follows: —

(a) Supply quality equipment and ensuring continuity of
operation by providing the highest feasible level of after
sales-services necessary for achieving complete customer
satisfaction.

(b) Make available spare parts at competitive prices and

within a reasonable time.

(c) Strive to achieve organisational development by formulat-
ing appropriate personnel policies, procedure and systems.

{d) Ensure that engineering capability for development and
production of critical assemblies requiring high technolo-
gical competence is established in the country.

(e) Contribute to the national resources by generating surplus
through continued in.provements in productivity and

efficiency.

{f) Restructure existing production facilities and set up new
units at a cost of Rs. 166 crores involving manufacture of
critical items like hydraulics, transmissions and castings
and production of only crawler equipment at the existing
factory in KGF and a new factory to commence manu-
facture of wheeled earth-moving equipment from -1962.

(g) Achieve higher production and turn-over levels of equip-
ment in the Railcoach Division, Earth Mover Division
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(KGF) and the new factory (wheeled EM equipment) as

under: —
By 1980-81 By 1985-86 By 1990-91
Produc- Sales Produc- Sales Produc- Sales
tion (Rs. in tion (Rs. in tion (Rs. in
(Numbers) crores) (Num- crores)  (Num- crores)
bers) bers)
Rail Coach Division
Rail Coaches . . 300 300 300
Trailers . . 100 100 100
Heavy Vehicles 95 200 300
rOTAL 495 48.72 600 78.06 700 121.96
Earth Mover Division KGF
‘Crawler Tractors. 420 630 930
Dumpers . 230
‘Misc. equipment . 190 375
Transmissions . 60 300
TOTAL 840 105.43 1065 156.42 1230 165.21
Wheeled Equipment
at New Factory
‘Dumpers . 'c . .e 375 530
Mis. Bquipments 545
s 375 102.88 1075 344.06
Spares
All divisions 21.00 53.00 94.00
TdTAL 175.15 190.36 725.23
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(h) Archieve a return of 15 per cent on investment.

(i) Undertake the manufacture of several new equipments to
be introduced during 1977 to 1985 (1 in 1977-78, 2 each in
1978-79, 1979-80, 1981-82 and 1985-86).

() Achievement by 1985-86 of certain operational indicators
of efficiency and performance as detailed below:—

1 Sales to capital employed . . . 1.5 times
2 Sales to gross bicck . . . 2.7 times
3 Working capital to sales . . . . 45%
4 Purchase of raw materials and components—-«s number of
months sales . . . . . . . . . 3.5 montls
5 Receivables---as number of day’s sales . . .~ 66 days
6 Value added per worker . . . Rs. 56.000 .
7 Profit after tax to net worth . 15.3%

(k) Export a few carefully chosen products and components
to selected areas to the tune of Rs. 14 crores by 1985-86
and Rs. 26 crores by 1990-91.

(1) Establishment of a centralised R and D set up, development
of a sound technical base, use of imported knowhow only
on a selective basis, ensuring availability of full facilities
for testing and product evaluation, and increasing the
R and D expenditure progressively to Rs. 4 crores by
1985-86 and Rs. 7.50 crores by 1980-91.

2.3 It has been reported by Audit that, the Company has not made
a comprehensive review of achievements against the various strategies,
action plans, etc, laid down in the Corporate Plan, but only
reviewed in April 1980, the action plans relating to introduction
of new equipment in production, year-wise production/sales of
equipment and certain indicators/ratios of performance and effi-
ciency. The Company proposed in March 1984 to undertake a com-
prehensive review in 1985-86.

24 The Committee enquired as to why a comprehensive review
of achievements against various strategies, action plans ete. was not
made by the Company till 1985-86 even though the yardsticks for
evaluation were incorporated in the Corporate Plan itself. The



5

Chairman and Managing Director, BEML informed during evi-
dence: —

“So far as the review of the Corporate Plan is concerned, we
review it at our level, at the Board level every year at
the time of review of the budget preparation, budget
-approva} of the Company. Our submission is that we have
been doing it almost every year at the time of the prepara-
tion of the budget.... We reviewed this in a full-fiedged
manner in 1980-81 and we reviewed again and made a.
representation to our Ministry in 1985. At the higher
level, it is done after every four or five years.”

The witness added:

“We prepare a monthly plan for a year for all the production
divisions and al]l other research and development market-
ing divisions, personne] divisions. For each one of them
we have budget plan for every year which is divided into
months and it is reviewed every month by myself and
my Directors alongwith the concerned Executive Directors
and General Managers. We also pay a visit to every unit,
at least every monih and other functional Directors pay
a visit to review the performance of the division 2 or 3
times per month.”

2.5 When asked whether the review| of the Corporate Plan con-
ducted by the Board could be considered as comprehensive, the
BEML in a written note stated that the Board had been regularly
reviewing the performance and achievements of the Company in
the background of the strategies and action plan spelt out in the
Corporate Plan even though a specific review might not have been
undertaken as a comprehensive, distinct and independent exercise
since the growth rate, by and large, had been in consonance with
the Corporate Plan. The first bench mark wherein details in finan-
cial terms had been spelt out in the Corporate Plan was 1980-81 and
a review at the Board level was done in April 1980. The next bench
mark was for evaluation in 1985.86, which had been done, again at
the Board level.

2.6 The Committee enquired as to how the Ministry had been
assessing the performance of the Company in the absente of any
comprehens've review of achievements against the Corporate Plan.
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The Secretary of the Department of Defence Production and Supplies.
during evidence stated:— ;

“With your permission if I may submit, the plan prepared by
the Company in 1976 was a corporate plan and the 1985
plan was a perspective plan. These two words have been
carrying different meanings and different connota-
tions for different persons. The terms are, however, inter-
chargeable in common parlance...... The first plan was
prepared in 1976 commenting on the external and internal
environment relevant to the company and the company’s
strategy, goals, and plan of action. A 15 year plan is
never taken as a target. This is only an internal appraisal
and heart-searching for knowing their weaknesses, know-
ing their strength, which way they would like to go or to
look at the future market pattern, the national economic
growth and so on.”

2.7 Asked whether the corporate plan prepared by the Company
was approved by the Government, the witness stated: —

“The 1976 corpora‘e plan does not appear to have come to the
Government at that time or approved by them.”

2.8 Subsequently in a written note furnished after evxdence the
Department of Defence Production and Supplies have inter alig,
stated that Bureau of Public Enterprises had suggested in a d.o.
letter dated 20-6-1974; that the following procedure may be adopted
for processing the Corporate Plans of the Public Enterprises:

(a) Drafting of the Corporate Plan by the company concerned
taking into consideration its past history, its objectives,
and its future growth potential. (The “National Objective
of public sector” and the TFive Year Plan would in
general, provide the boundary and the goal of these Cor-
porate Plans).

(b) Draft Corporate Plan to be discussed with relevant
officers of the Ministry concerned and with the Bureau of'
Public Enterprises before being submitted to the Board of
Directors of the Company.

(c) Corporate Plan to be sent to Government in the Adminis-
trative Ministry for formal ratification. Before granting
such formal ratification the administrative Ministry should
obtain the formal concurrence of the Ministry of Finance
(Bureau of Pvblic Enterprises) and the Planning Commis-

- sion. Bharat Earth Movers Ltd. had prepared a Corporate
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Plan in 1976 with the assistance of Indian Institute of
Management. Ahmedabad, for a period of 15 years. This
plan wag put up to the Board of Directors and approved
by it on 4-12-1976. As the composition of the Board in-
cluded Government Directors and also in view of the fact
that a copy of the agenda was sent to the Ministry no
separate reference for approval of the Corporation
Plan was made to the Government, BEML had also sent a
copy of their corporate plan to the Bureau of Public Enter-
prises. The old records available in the Ministry do not
suggest that the Corporate Plan of BEML was formally
ratified by Government. The Corporate Plan approved
by the Board of Directors, whith included Government
Directors, had been the guiding document in preparation
of the annual production/investment plans of the company
keeping in view the changed market conditions from time
to time.

2.9 According to the Ministry, in the matter of Corporate Plan
the Public Enterprises are in a better position to assess their poten-
tials and shortcoming vis-a-vis market demand. The Government
has been, as an investor, analysing the same while granting loan
assistance and making investments in the Company.

2.10 The Committee enquired as to whether any fresh appraisal
of the Plan for the period 1986-87 to 1990-91 has been taken up. In
a written note, the BEML informed the Committee that review of
Plan projection was continuous and the annual plans drawn up by
the Company took into account the results of such review. Further,
for the period ending 1990-91, they had 1dent1ﬁed the following areas
of growth:

(1) Increasing share of Defence Production by Producing:—
(a) Transmission for BMP Vehicles of Army,
(b) Aggregates for Main Battle Tanks for Army,
(¢) Mine Ploughs—
(d) Higher capacity Trailers
(e) 12 T Heavy Vehicles (KT).
(2) In respect of Railways—
(a) Introduction of OHE Cars,
(b) Railway Track Laying Equipment.
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(8) In respect of Construction and Mining Equipment—
(a) 120 T Dump Trucks
(b) 10 CM Rope Shovels
(¢) Walking Drag Lines
(d) Longwall Underground Mining Equipment.

2.11 In this connection, the Secretary, Department of Defence
Production and Supplies also stated during evidence:

“For the year 1985-86 to the year 1990 we requested all our
public undertakings to prepare a five-year perspective
plan. BEML has also made such a plan. They had made
a presentation to the Ministry and an active interaction
took place. In August 85 we sent the views which
emerged out of that interaction along with Ministry's
comments and modifications to BMEL plan. This pers-
pective plan is in operation in the company.”

2.12 In this connection, the Committee wanted to know about
‘the models not yet produced by the Company as per the Corporate

Plan and their likely year of introduction. In reply, the CMD, BEML
:stated during evidence: —
“The models that have not been produced till 1386-87 and the

plan for introduction in the production line are as
follows: —

Heavy vehicles of 12 tonne capacity is planned for introduc-
tion during the current financial year, i.e. 1987-88. The
120 tonne Rear Dump Truck is planned for production
in 1988-89. So far as Hydraulic Cranes are concernzd,
we don’t have any immediate plan for introduction

because we have found that the market is not adequate.”

2.13 Asked as to why the pattern of production projected in
‘Corporate Plan not achieved in respect of many major items, the
‘witness stated: —

“It is our submission that when a corporate plan is drawn, it
is an indication of the areas of growth. It is not a budget
as if it were to be considered; it is generally done on a
long term basis, for a period of 15 years in our case. It
is not always possible to forecast with pin-point accuracy
as to what will happen in future. You will also kindly
appreciate that it all depends upon how the demand
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grows. Sometimes, the customers turn up all of a sudden
and some other times when it is projected, it does not
materialise.” !

2.14 A review of the progress of introduction of new equipments
-envisaged in the Corporate Plan conducted by Audit, revealed the
following: —

— 3 new equipments i.e. 3.5 Cum Front End Loader 32 ton
Bottom Dumper and D-355 (410 HP) Crawler Tractor
were introduced during 1977-78 to 1979-80 as envisaged in
the Corporate Plan

"— In respect of 40 ton Pipe Layers meant for Mines and
Petroleum producers, though the Corporate Plan envisag-
ed completion of drawings by January 1977, productlon of
proto-type by November 1977, trials by August 1978 and
production in 1979-80, only development work, involving
an expenditure of Rs. 22.48 lakhs had been completed by
March 1985.

— Production of heavy vehicles meant for Defence Depart-
ment due for introduction in 1978-79 in Railcoach Division,
with an envisaged production level of 95 numbers by
1980-81 had not yet been taken up as the question of
entering into a collaboration agreement with Czechoslo-
vakian Government was still under consideration and the
proto-type tractor was under trials (December 1985). In
the meantime, 45 vehicles were imported by the Defence
Department in 1983 at a cost of Rs. 21.86 lakhs each.

— One of the new equipments proposed for introduction as
per the corporate strategy for serving existing customers
or new markets, consistent with available skills and
expertise, was the Hydraulic Crane. Though the Plan
envisaged Government’s approval for the project by June
1979, placement of orders for plant and machinery during
January 1978 to July 1979 and commencement of produc-
tion by October, 1979 even the first stage i.e. Government’s
approval, had not yet been reached (December, 1985).”

2.15 In this connection, the Management informed Audit in April,
.1985: — i

“The Heavy Vehicles were particularly planned to be manu-
factured for use by the Army and the delay in the produc-
tion of the proto-type and taking up commercial produc-
tion was primarily due to the fact that clear indications as

599 LS—2
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to the magnitude of the Army’s requirement and speci-
fications were not available. However, during 1984 the-
Company had produced 2 proto-types which are under-
rigorous trials. As regards Pipe Layers, even though the
necessary development work had been completed, the
market demand did not pick up as was anticipated at the-
time of the formulation of the Corporate Plan. Likewise
commercial production of Hydraulic Cranes was also not
taken up for want of adequate and sustained market
demand.”

2.16 When the Committee desired to know about the basis of
assessment of demand for 40 ton Pipe Layers at the time of formu-
lating the Corporate Plan, the CMD, BEML stated during evidence:—

“We expected orders mainly from the Oil and Gas field areas.
These orders have not materialised, to the extent we had
thought of, but last year we produced two nos. of 40 ton
pipe layers and supplied to the customers and we are
making efferts for more orders. These 40 ton pipe layers
are more of a variant of one of the types of bull dozers
which we are already producing.”

2.17 Asked as to whether the assessment was based on some
market research etc., the witness stated: — ~

“Our market research and sales people go across to our custo--
‘mers and in this case they found that there was likelihood

of a requirement of this.”

2.18 In this connection, suksequently the BEML in a written note
stated that in the assessment of the likely demand for a particular
product, the Company was guided by the following factors:

(a) Opportunities which were likely to arise in the environ-:
ment;
(b) Market survey;
(c) Available skills, expertise in the areas so identified; and
-(d) Commercial dictates. g

2.19The market survey conducted by the Company revealed that
there ‘was a potentigl demand for 40 T Pipe Layers to meet the-
requirement of Oil and Coal Sectors. It was further stated by BEML
that the Pipe Layers was only a modified version of D80 Crawler
Tractor (which has been under regular production) with an attach-
ment for laying pipc«: and did not need any specific capital invest-
ments/

220 Asked about ‘the factors responsible for the market demand
not picking up as anticipated, the BEML in a written note stated that-
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the folléwing faddrs were responsible (to the best of their know-
ledge) for the market demand not picking up as anticipated: —

(a) Continued use of lower diameter pipes which do not
warrant mechanical handling;

(b) Contractors engaged in the pipe laying activity might
have continued to use available fleet of used equipment

without going in for new equipment;

(c) In view of the abundant labour available in the country,
the concerned authorities/contractors continued to use
manual labour instead of switching - over to mechanical

handling;

(d) Transportation of coal through slurry pipelines did not
materialise as envisaged earlier.

2.21 When enquired whether any specific commitment was ob-
tained from ONGC for placing orders on BEML for 40 ton pipe
layers, the CMD, BEML during evidence stated: “No: they did not
give....We do not have any such document to prove that because
we had discussions across the table with them.”

2.22 In connection with the demand for 40 ton pipe layer not
picking up, the Committee enquired as to whether ONGC fulfilled
their requirements from any other sources. In reply, the witness
stated: — ‘

“....ONGC and the Gas Authority of India have  placed
orders on foreign parties—foreign contractors—for erection
of complete HBJ pipeline where pipes are being laid.
These foreign contractors have already got in their stock
in their own country or in the third country such equip-
ment/pipe layers. As one of the clauses of tHe contract
was that they were allowed to bring in those equipments—
pipe layers—into India and use that for laying of pipelines
whether for HBJ -or for any other such contracts.”

2.33 Asked whether the capability of BEML fo supply these
equipment was brought to the notice of the ONGC and Gas Authority
of India Ltd., the witness stated:- -

“We did approach the contractors. I am more specifically
talking about the HBJ pipelines. We did approach those
foreign contractors to give us an opportunity to supply
those equipments and the spares which are required for
this project.
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So far as pipe layers are concerned, they informed us
that they had adequate quantity available with them
abroad which they would like to use and then bring it to
India and for using it here.”

2.24 When the Committee pointed out that the matter should
have been taken up with the Government or the Public' Under-
takings rather than the contractors, the witness stated that their
Directors met the Technical Director of the Gas Authority of India in
this regard but he expressed his inability to intervene because the
whole contract had been given to foreign party with a clause incor-
porated saying that whichever equipment they were using could be
brought to India and taken back after the completion of the
contract,

The witness also added:

“ol I would like to clarify the position a little further that
contracts similar to HBJ pipeline are also being awarded
in respect of hydro-power projects, thermal power pro-
jects to foreign contractors and in that connection, foreign
contractors are allowed to bring such equipment and re-
export them after the project is completed and the con-
tract is over. 1 myseif have gone personally to the Secre-
tary, Power, and also written to him and the Chairman
NHPC, CWC and CEA, all the concerned authorities who
are concerned with the power projects, big dams, multi-
purpose projects. I have written to each one of them that
hereafter we should be allowed to ask the foreign con-
tractors to use our equipment and if any spare parts are
required we would be able to supply them.”

2.25 Asked as to when did the CMD, BEML wrote to  Public
Undertakings/concerned authorities in this regard, the CMD, BEML
stated in evidence that “About two months ago.” When pointed out
that this could have been done much earlier, the witness stated: —

“Well, for that, we will take up the matter with foreign

2.26 In regard to the delay in production of heavy vehicles for
the Army as envisaged in the Corporate Plan, the Committee desired
to know whether the Army was consulted at the time of approval
of the production plan in respect of these vehicles. The CMD, BEML
during evidence stated as follows: —

“The whole process of purchase of sophistica,te.d equipment
~ like heavy duty trucks etc. by the Army may be divided
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into three stages. One is the coriceptual stage; second is
when specifications are drawn; GSQR as it ia called in
army jargon, after which trials and tests are carried out
on the equipment. The third stage is when bidding and
supplying of equipment is involved. At the conceptual
stage, normally an organization like ours is not involved.
At the second stage, when GSQR has been issued, we are
definitely involved. However, even at this stage, there is
no commitment regarding quantities or the time frame.
In fact, this is equally valid for various other customers
also. However, important customers like army do involve
us, while the tests and trials are carried out The third
stage is of ordering and supplying the eqmpment At that
stage, definitely, the orders are placed through the Minis-
try and we are fully involved at that stage.”

2.27 In this connection, the representative of BEML during evid-
ence also stated: —

“As far as the Defence Ministry is concerned, from the begin-
ning we have been aware of the requirement of heavy
vehicles. They do identify BEML as one agency in the
country which should be in a position to take up this
type of production. To that extent, our company has
been involved by the Army authorities in terms of various
trials that have been conducted with heavy duty vehicles
like MAN...... The Army authorities were experimenting
with various types of heavy duty vehicles. They have not
been able to come to a definite conclusion as to which is
the particular type of vehicle in which they would be
interested. So, on an ad hoc basis, now and then, they
have been importing. At one time we were asked to
consider a possible collaboration with MAN, which was
-also not proceeded with because there was lack of decision
in relation to the final equipment. Independemtly the
Government went and obtained, and has been obtaining,
from Czechoslovakia a 12-tonne capacity truck which has
been strandardised as one of the models of heavy duty
trucks in the Indian Army. The Defence Ministry, as
.long as in 1983, told the Czechoslovakian authorities that
they will not be permitted to continue to sell their equip-
ment just by exporting it to India, and that they will have
to manufacture it locally in collaboration with some party
in India. Since 1983, we have been in  dialogue with
them for the manufacture of this particular equipment. It
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t is only during 1986 that final conclusions on the terms and
’ conditions of the collaboration could be fructified. That
is one reason for taking up the production during the
_eurrent year, In the mean time, since the decision in
relation to the type of vehicle to be manufactured was
getting delayed due to some factor or the other, we
thought that through our R&D we would make an attempt
to develop a prototype of our own. That was decided only
in 1984. We decided this because infrastructure in the
country for attempting development of such heavy duty
vehicles was available. So through our R&D we were
able to put through a ptototype"

2.28 When the Committee pointed out that being aware of the
GSQR of the Army as to why the Company could not develop the
heavy vehicles required by them and allowed their imports in 1983
the representative of the BEML stated during evidence: —

“Regarding the specific query about 45 equipments which had
been imported by the Army, what are called heavy duty
recovery vehicles, and not heavy duty trucks which we
have put in the corporate plan. The heavy duty recovery
vehicle is one of the variants, and the exact model in
which the Army is finally interested, has not yet been
finalized by the Army. As an interim méasure, they
have made some import from Germany. They are now
evaluating another heavy duty recovery vehicle which is
part and parcel of the collaboration agreement with
Czechoslovakia for manufacture, provided that this model
is finally accepted by the Army. But since the Army has
hot finalized its decision on the model and type, they have,
&s an interim measure. done the import.”

2.29 In this connection, the Secretary, Department of Defence
Production and Supplies: also stated during evidence:—

“The heavy vehicle rﬂerred to in the Audit Report and the

** ftdber of imported vehicles in 1983, as far as I have been

able ¥o maKe ouf; pertain to two different categories. The

heavy vehicle which the BEML wanted to introduce was

pnme mover whxlc the vehicle imported was heavy duty

regovery vehicle. The heavy vehicle which BEML wan-

ted to introduce and developed as per GSQR sometimes

in 1984 was given to the defence services in 1984 for their

o evalua'fx’m and trials. The results of those trials are yet
o to'b%;legeived by us.” |

P
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2.30 As regards meeting the requirements of the Army, the Com-
‘mittee enquired as to how did they meet their requirement after
"1983. The CMD, BEML stated during evidence:.—

“Till today they are importing. Hereafter, on the understand-
ing between the Indian Army and BEML, through the
Defence Department they are not allowed to import the

vehicles.”

2.31 Asked about the reasons for delay in evaluation and trial of
the heavy vehicles given to the Army by BEML) in 1984, the Secre-
tary of the Ministry informed during evidence:—

“I have personally discussed the progress of evaluation with
the then Chief, the present Chief who was then Vice-
Chief and the concerned Principal Staff Officer who is
really monitoring the trials. What they said was right
also to a considerahle extent. They said that out of ' the
total period taken for the trials so many months are attri-
butable to the company for <carrying out rectification or
replacement of components during the process of trial.
When you develop a new product, some components may
fail and it does take time to change the components. The
trials do take time for which the users also have their own
limitation. The manufacturers also have certain problems.
That we have not formally pursued the matter does not
mean that we have not been able to pursue, because we
do not formalise our interaction. It is more like a family

affair.”

2.32 When enquired as to how much time will be taken to evalu-
-ate the vehicles given by the Company for trials, the witness stated:-

“The first time the question of futuristic vehicles for the army
was initiated in 1972 and now we are in 1988. But final
view has not yet emerged. These are matters which
involve huge financial implications, chéhée'm technology,
change in pattern, and fuel efficiency. " We have recently
also set up a licensed production for some spemal purpose
vehicles, which were earlier being imported. The Defence
Minister is going to inaugurate the delivery of those vehi-
cles to the Army shortly.”



CHAPTER HI
PROJECT IMPLEMENTATION
A. Mysore Project

3.1 Tt has been reported by Audit that the restructuring of pro-
duction facilities in the existing factory at KGF, so as to limit it
to the production of only crawler equipment and setting up of a
new factory at Mysore at an estimated cost of Rs. 61 crores to com-
mence manufacture of wheeled equipment from 1982, were among
the strategies under the Corporate Plan. The new factory set up
at Mysore, however, started commercial production only from 1985-
86 and 174 numbers of equipment were planned for production
during that year, as against 375 envisaged in the Corporate Plan.
The actual production during 1985-86 and 1986-87 was, however, 170
and 402 equipments respectively.  Ag against the estimated cost of

Rs. 61 crores for Mysore Project, actual expenditure upto 1985-86
was Rs. 9.43 crores only.

3.2 The Committee enquired as to how was it posSible to com-
mence production of wheeled equipment in the new factory at
Mysore in 1985-86 by incurring only about 15 per cent of the esti-
mated cost. The CMD, BEML during evidence stated:

“We did not complete the project worth Rs. 61 crores at My-
sore because we found that there was not a sufficient mar-
ket demand at all, but in order to rationalise our overa-
tions, we decided that we would continue to have the
track type of equipment consisting of excavators, bull-
dozers etc. at KGF and we would shift the production of
wheeled equipment to Mysore. We also decided that at
KGF we would retain the production of the sophisticated
aggregates like transmissions, hydraulics etc. from where
we could feed not only the production divisions at KGF
but also Mysore and Bangalore divisions. Secondly, we
decided to establish the factory at Mysore by making use
of the funds which were available on small, small projects
and achieve our objective of smooth transfer of produc-
tion from KGF to Mysore and thereby rationalise our ope-

18
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rations. Upto 1986:87, we have spent Rs. 20 crores and.
produced in 1986-87 in Mysore 402 pieces of dump trucks-
(wheeled equipment) worth Rs. 167.46 crores. We have
been able to effect a smooth transfer from KGF to Mysore,.
with encouraging turnover.”

3.3 Subsequently in a written note, the BEML informed the
Committee that the Company was able to establish a new factory
at Mysore with an investment of Rs. 20.72 crores utilising the exist--
ing project sanctions.

3.4 Asked about the transport charges incurred on the transfer
of complete knock downs from KGF to Mysore during 1985-86 and
1986-87, the CMD, BEML during evidence stated:—

“Regarding transport charges, during the year 1085-86, we
incurred Rs. 4.66 lakhs and during the year 1986-87,.
Rs. 25.39 la

3.5 When the Committee pointed out that the transport charges:
were quite substantial, the witness explained:—

“Compared to the turn over of Rs. 167 crores, it is not much.
It would not be justifiable for us to create additional and
separate machinery at Mysore to produce comparatively
smaller quantities of hydraulic equipment which we want
to consolidate and concentrate at KGF, thereby achieving
the advantages of quantities, volume of production and
also the expertise which we have developed at the KGF.
We wanted to rationalise our production, keeping in mind
that in future we want to have wheeled type of equip-
ment which consists of dump trucks, loaders, motor gra-
ders, scrapers, etc. On the other hand, we also produce -
excavators, bulldozers, etc. and we are going to produce-
in future some more type of equipment for which we
thought it would be better for the company to have one-
type of products at KGF and other types at Mysore.”

3.6 On the question of creating new facilities for manufacturing
wheeled equipment at Mysore by tramsporting CKD's (Complete-
Knock-Downs) from KGF, the Committee enquired as to why these
facilities were created when it was possible to manufacture the:
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equipment at KGF itself. In reply, the representative of BEML
during evidence stated as follows:—

“While drawing the Corporate Plan, we had taken note of the
need in future for bifurcating the facilities from KGF to
another factory at Mysore where there are a lot of growth
prospects. We thought that at one place if we start doing
it, it will not be a streamlining operation, because the
number of workers will be around ten to twelve thousand
at one place.”

3.7 Asked whether the transporting the CKD’s from KGF to
Mysore would increase the cost of production of equipments, the

witness stated:—

*This is not more than 0.01 per cent of the cost of production.
For example we take certain engines to KGF all the way
from Pune, just because Pune is situated at such a far
away distance, we cannot think of not getting the engines
from Pune, just because Pune is situated at such a far
but important factor. That is the shortage of water at
KGF. At one stage we had a real problem and we were
afraid that the factory would have to be closed. But lucki-

ly rains came and we were saved. Keeping all these in
mind only, we Jaunched this bifurcation at Mysore. In
fact, we need n httle commendation” for the work

we had done.”

3.8 In regard to restructuring of production facilities in the exis-
‘ting factory at KGF, the Committee desired to know as to when the
Company expected to complete it. The CMD of BEML during evi-
dence stuted:— :

“After reviewing and reassessing our market potential and
market conditions, we felt that there was no need to
restructure in full measure the facilifies at KGF. We have
only rationalised it. The production of sophisticated am-
enities like transmission, hydraulics, is to be concentrat-
ed at KGF and we shifted the wheeled equipment to
Mysore. Qut of the wheeled equipment, we have shifted
only the rear dump trucks.” '

3.9 Subsequently, giving details of restructuring of KGF Factory,
‘the BEML in a wrilten note have stated that the restructuring of
facilities at KGF Factory envisaged in the Corporate Plan compris-
-ed of the following:

' (a) An additiofifl investment of Rs. 10 crores £or increasing

the capacity from 650 equipment to 870 equipment inclu-
ding introduction of D 355 Dozer in the production line.
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(b) Centralising the production of Crawler equipment at
- KGF Complex.

(lc) Centralising the production of Axles/Transmi'ssipns at
KGF Complex.

(d) Setting up of production facilities for Transmission at
KGF Complex.

(e) Invest Rs, 18 crores for additional production of
Crawler equipment and Transmissions.

"The production capacity has since been increased from 650 to 890
equipment by making an additional investment of Rs. 8 crores to-.
wards EM Project (completed in 1983-84) and Rs. 4.10 crores towards
D 355 Project (completed in 1985-86). All the Crawler equipment
production has been centralised at EM Factory. The production of
Transmissions, Axles/Final Drive Assemblies and Hydraulics has
been centralised at KGF.

Investment of Rs. 18 crores for additional production of Crawler
equipment and Transmissions has not been made keeping in view
the demand pattern for these equipments.

A separate project at an investment of Rs. 30.90 crores is also
being implemented at KGF for the manufacture of Transmissions
and allied assemblies of Infantry Combat Vehicles required by the
Army. .

3.10 Regarding the delay in setting up the new factory at Mysore
the Management intimated Audit in April 1985 that “Since due to
recessionary trends in the International field of earthmoving indus-
try and the slow growth of the national economy the market demand
pattern did not behave in consonance with the expectations, it
was considered prudent to adopt a cautious and careful approach
lest the Company is burdened with a heavy unutilised capacity.”

3.11 The Committee wanted to know when did the recessionary
trends in the international field of earthmoving industry and slow
growth of national economy set in, The CMD, BEML, stated during
evidence that, “Sir, the recessionary trend was noticed in the beg-
ining of 1983....” Elaborating in this regard, the BEMI, in a written
note furnished after evidence have stated that
the recessionary trend in the International field of earthmoving
industry is a part of the general recession in the entire Engineer-
ing Industry, world-wide, which was essentially due to oil crisis of
1979. In this context. the following extract from the Economic
“Survey—1882-83 published in the Commerce Weekly dated 5th
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March, 1983 is relevant. “For the world economy, the last few
years have been extremely difficult. Unemployment in industrial
countries has reached unprecedented levels and growth rates have
declined to near zero levels. Until lately, the rates of inflation were
also high. The oil importing countries have been the most severely
affected by these and other developments. There current account
deficits, which had reached alarming levels, after the escalation in
prices of oil in 1979, have further deteriorated because of a decline
in the prices of their exports. Development plans in many countries
have had to be drastically curtailed. Sustained price stability has
proved elusive, and growth rates have declined.” An extract from
the 1983 Annual Report of M/s. Dresser’s USA who are one of the
internationally renowned manufacturers of Heavy Engineering
Equipments is reproduced below:

“World markets: for mining and construction equipment were
adversely affected in 1983 by depressed economic activity
and a retrenchment in large-scale energy related projects.
In some markets, conditions were worst since the reces-
sion of 1930's due to reduced demand and severe price dis-
count. Also, export sales were hit by the weakened finan-
cial condition of the major oil producing and developing
countries, strong US Dollar and aggressive foreign compe-
tition’ “

3.12 When enquired as to what in their opinion were the reasons
for the restrictive growth rate in the demand for Earthmoving
equipments, the Secretary of the Ministry stated during evidence:

“Sir, the growth rate in the Indian engineering industry in
the recent past has not been up to expectatigns. There
has been a recession both in the internal growth of de-
mand as well as exports so far as India is concerned. So.
general recession in the Engineering industry can be one
reason for the restricted growth in the demand for earth
moving equipment. Secondly, the outlays in the sectors
may not be available in adequate measure for purchase
of such equipment. For example, in the Irrigation Depart-
ment, the outlay has been concentrated on projects in
hand rather than taking up new projects or the outlay
is utilised more on other services. This could be another
reason. The growth of the sectors in which this equip-
ment is used would be another factor. In short, first,
‘general’ recession in the engineering industry, secondly,
the outlays available to the customers and their priorifies-
and thirdly the financial position-of the Gévertithent from:-
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time to time may be in terms of foreign exchange or may
be in terms of budgetary allocations or in terms of
priorities between core sectors and non-core sectors, but
the fact seems to have been that the growth in the sector
has been affected and the general reasons to me appear
to be I am not an economist—general recession in the
engineering industry, lack of adequate demand in the
sectors in which this equipment is used, and the financial
constraints in those sectors as well as the overall budge-
tary position. For example, to substantiate my proposi-
tion, I would submit the current year’s position. Because
of the drought, because of the need to control deficit
financing, economies are being effected by all Ministries
and all Departments and all sectors. Therefore, orders
from our customers are not forthcoming. So, it will affect,
the ¥emand.”

3.13 Asked whether the trends of recession and slow growth of
economy had since been reversed and if so, would they justify the
present pace of activity in the new factory. The BEML in a written
note have stated that no appreciable growth in the market demand
has been noticed. The world economy continues to be affected by
the recession. The growth in the National economy also continues
to be sluggish. As regards the pace of activity in the new factory
it may be mentioned that there is no cause for anxiety as the
management had already curtailed substantially the investment
originally envisaged at Mysore. The company’s plan for creation
of new facilities have always been dovetailed in relation to the
growth pattern for Earth Moving and other equipments in the range
of Company’s production capability. The emphasis of the Govern-
ment in the exvansion of the Coal Sector is primarily the justifica-
tion for the present pace of activity in the Company.

B. Earth Moving Equipment Project

3.14 According to Audit, Government appointed (October 1964)
A. T. Kearney International Inc., a U.S. firm of Consultants, to pre-
pare an integrated Project Report for an earth-moving equipment
factory. Based on the Consultant’s Report (May 1965), Govern-
ment approved (July 1965) the setting up of an integrated project
for earthmoving equipment for the manufacture of 1075 wheeled
equipments and crawler tractors every year. The estimated capital
outlay was Rs, 19.56 crores, which was revised to Rs. 25.33 crores in
June 1987 owing to rise in prices, devaluation of Rupee and difficul-
ties in securing foreign exchange. In June 1968, the estimate was
reduced to Rs. 22.69 crores based on recommendations of the Study
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Group set up by the Government. The number of equipment to be:
manufactured was reduced from 1075 to 800 and facilities likely to-
be available in Heavy Vehicles Factory at Avadi Madras and in
Mazagon Dock Limited were also proposed to be utilised for some
years, till the Company built up its own facilities. Government
approved the estimate in July/August, 1968.

3.15 In September 1969, Government also approved the setting up-
of a Project for the manufacture of 50 Tigar 120 SK wheeled tractors
per annum, in collaboration with Radoje Dakic of Yugoslavia, sub~
ject to the condition that the total expenditure on balancing machi-
nery should not exceed Rs. 15 lakhs, in view of the uncertainty
regarding sustained demand.

13.16 In August, 1974, the Company conducted a detailed review of
additional facilities required for production of 850 numbers of equip-
ment of 9 models for the revised product-mix. As it was found that
under -the existing sanction together with 10 per cent extra autho-
rised by the Board, it would at best be able to attain production of
only 650 numbers of equipment with an average indigenous content
of 78 per cent, Government was approached in June 1975 for sanc-
tion of an additional expenditure of Rs. 8 crores for the Earth Mover
Project (excluding the expenditure sanctioned for Tigar Tractors).
The additional facilities were necessitated due to (a) non-availability
of the expected assistance from Heavy Vehicles Factory, Avadi and
Mazagon Dock Limited, (b) increase in the range of models, (c) the
necessity of extra machining facility in view of poor quality of cast-
ings, (d) higher burden on plant capacity due to rationalisation of
specifications and sizes of raw materials, (e) provision of plant and
machinery for development work, (f) cranes/material handling
equipment and service facilities for Commercial Divisions not en-
visaged earlier and (g) rise in prices since 1967 due to increase in
customs tariff and inflationary trends. Government approved an
additional outlay of Rs. 7.99 crores in June 1978. Subsequently,
another review (December 1980) showed that the earlier sanction
(which included provision for material handling facilities) did not
cater to the requirements of critical material handling facilities.
The Board approved (December 1980) a further additional expendi-
ture of Rs, 60 lakhs on this account, thereby bringing the overall
Earth -Mover Project sanction to Rs. 31.28 crores (excluding the
expenditure of Rs. 15 lakhs sanctioned for Tigar Tractors).

3.17 The Audit have also reported that the Company set up pro-
duction facilities progressively at K.G.F. to keep pace with require-
ments, phasing out the capital investment over a period of 19 years
from "1965-66 to 1983-84. The expenditure incurred to end of March
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1984 was Rs. 31.29 crores. The U.S. Consultants suggested (May
1965) that a more detailed and a specific programme be drawn up-
for implementing the Earth Mover Project. But the Company
" neither prepared a detailed and a specific programme nor laid down
a time schedule for implementation of the Project so as to monitor
the implementation on the basis of accepted techniques such as PERT
and CPM. The fact, however, remained that no time schedule was
drawn up by the Company for implementing the Project and recog-
nised monitoring techniques such as PERT/CPM were not adopted

to watch its implementation,

3.18 The Committee enquired about the reasons for not drawing
up any time schedule for implementation of the Earth Moving
Equipment Project. The CMD, BEML during evidence stated:

“We have gone through the records and we find that the
situation was very fluid both from the point of view of
market demand and also from the point of view of avail-

ability of resources...... "

3.19 Elaborating about the reasons, the BEML in a written note
have stated that the following are the reasons for not drawing up
any schedule for implementation of the Earth Mover Project:

(i) Demand for Earthmoving equipment:—

At the time of initial approval for the project, the posposal
was to establish facilities for manufacture of 1075 earth-
ing equipment per year. However, the actual demand
for earthmoving equipment was not anywhere near this
figure. In fact, the total number of earthmoving equip-
ment produced by the Company upto 1974-75 was only
3210. Hence, Company had to carefully weigh the
options before entering into any definite commitment
which in turn would have facilitated drawing up of
schedule for completion of the project; but created idle

facility.
(ii) Pro&uct-mix f—

The product-mix for which the capacity was proposed to be’
created was changing from time to time with each pro-
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ject revision as could be seen from the following

A W

Haulpak LW 507 275 120 120 20

LW 355 . . 150

LW 25 50

Scraper 150 80 80 60

Motor Grader . 150 100 100 50

“"Wheeled Loader/ Tigar 50 50
-Crawler Tractor

D50—15 200

D80--12 . 300 300 300 150

D120-18 200 200 200 120

TOTAL 1075 800 850 850

-In view of the above and also in view of fact that the de-

mand was not growing as anticipated, Company had to
perforce go slow in the creation of facilities. Although
no project should be implemented without having any
time schedule for implementation, in this particular
case the execution of the project in phases and to the
extent necessary and required for meeting the demand
has helped the Company in avoiding building up of idle
capacity. But by resorting to close monitoring of pro-
gress of the project, Company was able to create facilities
for manufacture of a variety of models of earthmoving
equipment which could meet not only the domestic
demand but also to a certain extent overseas market,

(iii) Resources Crunch:

In the initial years, the country faced the problem of foreign

exchange availability, devaluation of rupee and other
recessionary trends. Consequently, Company was con-
stantly required to review the requirement of the pro-
ject and bring down not only the capital outlay but also
the foreign exchange component thereof. To a certain
extent the uncertainties involved in the availability of
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foreign exchange and the difficulty in getting the sanc-

tion also contributed for the Company not drawing up
specific schedule of implementation.

(iv) Necessity for keeping the capital outlay to as low a figure
as possible:

In order to overcome the constraints in resources, Company
was also compelled to review the facilities likely to be
available with other public sector undertakings such as,
Heavy Vehicles Factory, Avadi and Mazagon Dock Ltd.
Attempt was also made for farming out the requirement
on firms which have already been established/likely to
be established. As a result Company could not draw
any definite schedule for implementation of the project.

Under the above circumstances, the sanction for the EM
Project has been available in a piece-meal fashion. The
consequent phasing of capital expenditure has been
kept in pace with the actual growth in demand and has
resulted in the Company being in a profitable position
right through the years,

3.20 In view of the review of the American consultants Report by
the Company and Government, thereby reducing the number of
equipments to be manufactured by BEML from 1075 to 800 in 1968,
the Committee enquired whether the Report given by American
- Consultants was realistic. The representative of BEML during evid-.
-ence stated:

“We are not saying, it is unrealistic. 'When it was drawn up,
our people were also associated a little because no foreign
consultancy can do any report without involving our
people also. But the problem was, when it came for consi-
deration, a lot of changes were made. We had not luckily
rushed with the project and with investment. One such
particular equipment is now selling at 1/10 of its value.
Probably, by phasing it out, we have derived some ad-
vantage. At least, some off shoot is there, It was realis-
‘tic. It was definitely well thought-out report. But
because of the devaluation, the Government, had
to necessarily ask us whether we can prune down the
cost. So, it took some time. First we asked for Rs. 3§
crores. Later on, we had to go for another Rs. 8 crores
because the basic equipment was to be inducted. That
was incidental and managed from the internal resources
of the company. We have not taken any equity for that
purpose.”
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3.21 Asked as to why the Ministry had not insisted upon drawing.
up of a time- schedule for: unplementatmn of the Earth Mover Pro-
ject, the Secretary of the Ministry during evidence stated: —

I find that there have been two reasons for not insisting on &
time schedule. Firstly, this project was sanctioned piece-
meal. To give you the exact dates, first sanction was issued
on2ist April, 1964 for an amount of Bs. 10. 50 crores. Next .
sanction was issued on 16th July 1965 for an amount of
Rs. 19.56 crores which also mentioned that project loan
frem the EXIM bank has been requested for. The first
phase of civil works; were approved on 28th August, 1966.
Procurement of ‘machinery -and. plant for first phase was -
approved on 5th September 1866. Taking up of industrial
water supply was approved on 23rd December, 1966. Civil
works of a total. cost of Rs. 3.34 crores were approved on
7th July. In August 1968. the project cost was revised to
22.69 crores .and on 23rd -June 1878 a further revised cost
of Rs. 30.68 crores was approved.”

8.22 As regards monitoring of the implementation of this project,
the Committee enguired as to why the recognised monitoring techni-
ques like PERT/CPM were not adopted; The CMD BEML du:nng
evidenoe steted:”

“PERT and CPM techniques were not frequently, used in those
days. They were lesser known and they are of recent use
in India. I can assure you, Mr. Chairman and the other hon.
Members: that all projects are now being monitored
according to the PERT, CPM and other techniques.”

3.23 In this eonnection, the Secretary of the Ministry also stated
during evidence:

“I am not ruling out the possibility of a PERT monitoring
mechanism even on piecemesl sanction, but its utility and -
its effectiveness in my opinion is bound to be very poor
if the-project requirements are not sanctioned at one go.
One does not know what will be the civil works and the
sources of finaneing. 80;in such a fluid situation preparing
a PERT nétwork and CPM network is not a satisfactory
solutfon. This & one point. Secondly, T wanted to submit
that during those days when' this project was sanctioned -
or inftfated in the Government 'or in the' Government
underteMings, either the awareness of' these techniques or -
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the desirability of introduction of such techniques did not
exist. For the first time the BPE issued mstructmns on
this vide their circular dated 30’th March, 1970 Before that,
1 have not been able to find out any adv1ce or instruction
from the BPE to the public sector undertakings to use
these techniques for momtonng the progress of projects.
Thirdly, though these are improved and desirable techni-
ques, it would be difficult for me to concede that in the
absence of these techniques you cannot have a project
implementation in the scheduled time.”

3.24 The Committee enquired about the machinery in the Ministry
for menitoring the implementation of projects, the witness stated:

“As regards the mechanism which the Ministry has, particu-

-

larly in the recent years, what we do now is that‘for all
projects costing Rs. 20 crores or more Whl(fh go to the
Cabinet Committees for their approval, we get tl}e
monthly progress reports both in terms of physical far-
gets and financial targets. They come to us to say what
has been the cumulative expenditure, what has been the
expenditure during the month vis-a-vis the targets. This
we get every month for all projects in our Department,
costing Rs. 20 crores or more. These are seen and analy-
sed by me and I submit them to State Minister and Cabi-
net Minister and whatever observations are made, that
are passed on to the company. In addition to the monthly
report, we get quarterly report also on similar line, with
a little more detailed informations such as. break-up of
plant & machinery component into four categories, pre-
paration of specifications, inviting of tenders, placement
of orders and commissioning, what are the bottlenecks,
what is the help needed from the Ministry or from other
sources. Apart from being analysed separately, they are

also discussed in the quarterly performance review meet-
ing. In addition to that, as a process of this scrutiny, f
I or J.S. comes across something of an urgent nature, ‘we
discuss it personally with the Chief Executive either on
telephone or when he comes and meets us. We may say
to him, this is an area which {s lagging behind and ask
him to look into thoge t}nngs And then, both the Joint
Secretaries on the Board also review that. They also
contribute to the ' best of their ability for effective mont-
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toring. The Minister himself reviewed all the projects of
the Department of Defence Production, for the period
ending 30th September, 1987 in a uniform format. I put
up for the consideration and perusal of the Minister, the
progress of the projects in terms of time schedule and
cost. Some had slippages; some had problems beyond
their control. Some had internal management problem,
and we try our best and eliminate or reduce, at least, the
adverse effect of any slippages.”

3.25 Asked when these formats were introduced, the witness
stated that, “These formats we have started about more than 18
months back. Earlier they were being reviewed on quarterly basis.”

3.26 The Company (July 1983) and the Ministry (March 1984)
had intimated Audit that constant monitoring of the project was
effected through annual capital budgets and revised estimates.. The
Committee enquired about the concept of constant monitoring. The
Secretary of the Ministry during evidence stated:

“T would like to submit that, I emphasised this thrust. I
am not eliminating the other mechanism. For example,
the other mechanism, was the capital budget. But it is
primarily a mechanism which is not self-contained. It
says, ‘I need so much of money for financing my capital
budget and the sanctioned cost was so much. I spent so
much till the end of the last financial year; I have spent
so much till the last previous two months. I need so
much of budgetary support for financing these projects
in the next financial year. At that time, it does not give
us the detailed progress in terms of physical input-out-
put.”

3.27 When pointed out that monitoring through capital budget-
ing was only fulfilling the requirement of financial needs of the
Company, the witness stated:

“It is a part of monitoring also, for the simple reason, the
cash flow of the project in gestation period—first year,
you would spent 10 per cent, second year 40 per cent,
third year 60 per cent and so on. At that time, by scru-
tinising the actual expenditure, one is able to  find out
whether he is going as per the cash flow statement or
not. But that is nct a comprehensive analysis. But that is
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one part. The monthly report is another part, Quarterly
report is anvther part, Discussion among the \
Board of Directors  about the  progress made is
another part. Site visits either by the Minister or Joint
Secretary or Secretary or Chairman is another part; and
with the result. I can only submit to the .hon. Members
that while I would never say, we have resolved all the
problems or ensured that all the projects come up in time.
But certainly we notice considerable improvement in the
awareness at the lower levels in the execution of the
project with greater expedition and more consciousness
about costs. But there are certain things which are not
within the control of either the project management or
may be of the Department. For example, 1 need foreign
exchange to place an order and open LC for import of
certain equipment. If foreign exchange to place an order
and open LC for import of certain equipment is not re-
leased, we can only go on discussing, persuading the Fin-
ance Ministry. They may have overall constraints regard-
ing foreign exchange reserves of the country as a whole.
This is something beyond our control.”

8.28 Asked about the monitoring of physical targets by the
Ministry, the witness added:— '

“It 1s only one component. Therefore, we have this mechanism
of physical and financial progress vis-a-vis targets oa
monthly and quarterly basis. Earlier, it was being done
on u-quarterly basis in the progress review meeting in the
prescribed format, at the level of PM, when he was looke
ing after Defence. When Raksha Mantri and State Minis-
ter are there, they see it on monthly and quarterly basis.
PM takes the quarterly review himself. So, the thrust of
emphasis has been shifted to micro level which has resul-
ted in awareness and improvement, Some companies
have the reputation of completing all the projects always
within time. This company is one of them. They are run-
ning two projects now and they are ahead of schedule.
HAL on, the whole, for example also works within the time
schedule and cost. On the other hand, there are certain
companies which have not done well. It depends on ethos,
environment, historical problems. There has to be a fun-
damental restructuring which takes time. We have all
sorts of situation.”
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3.29 }Vhen the Commxttee pomted out the modern ‘techniques
like PERT/CPM would be useful for monitoring the various pro-
jects. .The Secretary of the Ministry admitted in evidence:

“I entirely agree. I would not dispute the 1mportance and
contribution of these techniques to any management prac-
tice and in all such big new projects, the companies do
prepare a network which is monitored by the Project
‘Management Board or a streering committee but such a
chart can be prepared only when all inputs are available.
Otherwise, .it could not be worthwhile. At that time, the
overall awareness in India of all these techniques was not
there. Instructions were issued much after the project

had been sanctioned.”

.. C. Captive Steel Foundry Project

3.}0 A.ccordmg to Audit, in the context of inadequacy of existing
indagengus sources for supply of castings and to increase’ production
of equipmenit with higher mchgenous content, a Project Report was
prepared (Ajigust 1972), envisaging a capital outlay of Rs, 355.73
lakhs (revised to Rs. 599.17 lakhs in June 1975), for establishing a
captive foundry with an installed capacity of 3600 tonnes per annum,
capahle of ‘being further augmented by 1000 tonnes per annum after
providing additional marginal facilities. The cost per tbnne of in-
house manufacture of castings and forgings was estimated at
Rs.. 10,081, ‘Rs. 9,074 and Rs. 8,470 at capacity utilisation .of 60 per
cent;: 80 -per.cent and 100 per cent: regpectively as against the esti-
mated ipurchase. price of Rs. 11,238 resulting in cost advantage to
the: Company. The actual expenditure incurred to end of , 1974-75
was jonly: Rs. 11.73 lakhs on the pattern shop. building meant for
the.fhundry, which is, however, being. used for housing the Hydrau-

lic Shop catering to R&D activities.

331 Govemment of Karnataka pmposed i July’ 1975 to entrust
to the Company a pnvate foundry run by Vignyan Industries Limi-
ted (VIL), Tarikere, set up in 1970 and remaining closed since
December, 1974 because of mismanagement and shortage of funds.
The estimated production capacity of VIL, was 1500 tonnes of steel
castings per annum subject to rehabilitation and augmentation of
plant and machinerv (estimated cost Rs. 106 lakhs). The VIL was
rehabilitated with the assistance of ﬁnancial institutions and be-
came a deemed Government Company under Section 619(B) of the
Companies “Act, 1956 with effect from January 1975; it resumed

working from November, 1875.
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8.32 Government of India, however, approved (April 1983) con~
version of VIL into a subsidiary. of the Company by purchase of
-shares to the extent of at least 75 per cent of the total shareholding
at an approximate cost of Rs..16.45 lakhs. During October 1984 to
March 1985, the Company purchased 8810 preference shares and
24511 equity shares of Rs. 100 each (75.48 per cent of total paid-up

capital) for Rs. 16.51 lakhs.

333 Thus as per Audit, proposal to establish a captive foundry
took more than a.decade to materialise. Meanwhile the Company
purchased from open market during 1974-75 to 1983-84 steel castings
‘to the extent of 14,881 tonnes (including 2763 tonnes from VIL) at
the average purchase price of Rs. 13375 per tonne; Thus, due to
delay in either establishing a captive foundry or taking over of VIL,
the expected cost advantage was lost by the Company.

3.34 The Committee observed that the Company had. emnsaged u
-early as 1972 the need for 3600 tonnes of castings per annum. The
actual consumption in the 10 years from 1974-75 to 1983-84 was only
14881 tonnes i.e. an average of less than 1500 tonnes per annum. In
“this connection, the Committee desired to know about the basis for
‘assumption of 3600 tonnes per annum of consumption. The CMD,

BEML during evidence stated:—

“Taking an average of 1500 tonnes over a long period is not
correct. What was envisaged was the progressive develop-
ment, progressive requirement or an increase in'require-
ment and castings ¢f 3600 tonnes. ‘That has been achiev-
ed in the year 1983-84 and subsequently we have been
‘using castings to the tune of 4000 and odd tonnes -and
when this 3600 tonnes was mentioned in -the’ report it
was based on the 85 per cent envisaged level of 850 pieces
of equipment and 400 railway coaches.”

Elaborating, the representative of BEML added:—

“When you think of setting up a foundry, a lot of factors have
to be taken into consideration such as what should be the
investment, and the specific time required for setting up
a foundry, what sort. of equipment should be obtained, ete.
The fact that the present consumption pattern which has
stabilised over 4000 tonnesiannumlduring. the last 2 years
shows that the assessment for the project has been cor-
rect. The average figure taken for the last 10 years
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gives a feeling that our estimates of the project was
wrong. 3,600 tonnes/year is our stabilised requirement and"
this steady requirement of steel casting is proved by the:
fact that we are now buying more than 4,500 tonnes of
steel casting per year.”

3.35 In this connection, subsequently in a written note, the BEML -
have stated that the need for 3600 MT of castings per annum was.
envisaged in early 1972 based on the production level of 850 earth-
moving equipment “{af stabilisation, level) land also for a produc-
tion of 400 Railcoaches per annum. This figure is for planning a
Captive Foundry Project and this level of output from a new foun-
dry can be achieved only on stabilisation of the foundry itself..The
figure quoted is cumulative for a period of 10 years upto 1983-84
and the resultant average is not a yard stick for comparison. ,The-
requirement of the steel castings by BEML has already exceeded the
capacity envisaged in 1972 as can be seen from the following table:

Year Consumption

(in MTs)
1984-85 3700
1985-86 4100 N
1986-87 4100

3.36 When the Committee enquired as to what considerations
weighed with the company for buying a foundry having a capacity
of only 1500 tonnes/annum castings much less than the .estimated

Tequirement of 3600 tonnesjannum of the Company. The represen-
tative of BEML during evidence stated:

“It has not got only 1500. The installed capacity of that foun-
dry is around 3000 tonnes of r#eel castings. But we know
that our requirement will be even more than that and

that was going to be our mainstay supplemented by other
established sources in the country.”

Explaining further the witness added:—

“T want to make a distinction between the capacity and what
they are actually producing. When you talk of taking
over a foundry we talk in terms of its capacity. There it
is still 3,000 tonnes. But when proper power is given that
foundry even today is capable of producing 3,000 tonnes.”
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3.37 Asked as to how had the Company satisfied itself that the
production capacity of M/s. VIL would take care of the Company's.
requirements, the CMD, BEML stated during evidence:—.

“When we took over, production was less than 1500 tonnes.
It was of the order of 1,000 tonnes, or even less. We have
based this figure of 3,000 tonnes on the main equipment,
viz. arc furnace. Surely, in order to achieve a 3,000-tonne
capacity, besides the requirement of adequate quantity
of electricity supply—which is a must for any foundry
plant—it is very essential for us to put in balancing faci-
lities at different stages.” ’

3.38 Elaborating in this regard, the BEML in a written note have
stated that the licenced capacity of VIL is 3000 MA of steel castings.
VIL had a 6 Ton Electric Arc Furnance, which if efficiently used for
three shift operation, can yield saleable castings to this extent. Be--
fore considering the take over of VIL, an Expert Committee had.
studied the condition of the plant and machinery at VIL and esti-
mated that with an expenditure of Rs. 106 lakhs, the foundry can
be rehabilitated to yield 1500 MT of steel castings per year. BEML
planned to supplement this production by continuing to procure
from other established sources. The Committee noted from the An-
nual Report (1985-86) of BEML that M/s. Vignyan Industries Ltd.
was able to operate only at 20 per cent of its capacity due to short-
age of power and hence continued to incure losses. To end of 1985-
86 the subsidiary incurred a loss of Rs.: 512.39 lakhs as against the
paid up capital of Rs. 45.47 lakhs. When enquired about the reasons

for purchasing such a losing concern, the representative of BEML
stated during evidence:—

“The VIL has very good potential... This is only due to the
power cut. It was not really thought of in such a big way
The State Government were still persuing to make an
exemption because that was not requiring very high
power. We will make up if the delivery of power is good
and in fact the power is a country wide problem more so
in Karnataka. It that problem is sorted out then we will
be able to achieve the full capacity. Otherwise the capa-
city is 3000 and we are getting it on a very low invest-
ment. If only power was not a problem we would have
made it viable in the matter of 4, 5 or 6 years back. Right

now because of the power it is able to produce 1,200 and’
1,300 tonnes only.”
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3.99 When asked about the efforts made by the Company to. ob-
tain adequate power for M/s. VIL, the CMD, BEMIL, stated during
-evidence:—

“Regarding power in Karnataka, I want. to say something.
The situation is well-known that there is-en:.acute short~
age of power. Regarding our Vignyan Industries Ltd.
(VIL), during the last few years. I had myself approached
the Chief Minister. I have approached the Chief Secre-
tary and tht Chairman of the Electricity Board. We
have also taken up the matter through our Minister—hon.
Raksha Rajya Mantri. He had also wrote to the Chief
Minister. Subsequently, they have agreed to give a little
bit more based upon the experiment which was conducted
in July—August, 1987. What we were getting earlier was
something like 2.6 lakhs Unit per month, now they have
agreed to give a little over 4 iakh units per month, while
our minimum ‘requirement is of the order .of 6-8¢ lakh
units per month before making the unit vlable "

340 As regards cost of production of castmgs produced by M/s.
Vignyan Industries Ltd., the Committee wanted to know as to whe-
ther the Company had- estimated the cost of production..of castings
in M/s. VAL for comparing the same with purchase price before de-
-ciding upon its take over. In reply, the CMD, BEML stated during
evid'ence e

‘The purchase price compares ‘very favourably because in those
days, when we .prepared the Report, we were paying the
vendors @Rs. 15 per kg. while the projected cdst in VIL
was Rs. 13.88 per kg. 13.86 versus Rs. 15/- per kg. which
Wwe were paying in the market. This is what we have pro-
jeched at the tlme of take over.”

341 On the same subject the representative of BEML also
-elaborated :—

“I would like to clarify and elaborate a little. The question
here is, when we have made our report to the Govern-
ment for take over, what was the cost we have anticipated
etc. At that time, we were expecting that full power will
be available. It can straightaway produce 2000 tonnes which
will make it really viable and in 6-6 years time, all the old
losses will be wiped out. So this Rs. 13.86, which the
Chairman had mentioned was in the ocontext of before
deciding to take over. So this was the estimate.
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But subsequently as we have mentioned earlier, the
power was not available because the state was passing
through a very bad power shortage. So against 2000 and
odd tonnes which we thought of, we could produce much
less from that unit ‘So last year, it had. produced only
1000 tonnes. It is because they have re-assessed or given
lesg power. This year we may produce 1400 or 1500 ton-
nes, but it 4s still under loss. Their cost will be higher
than what we are paying them. But as a policy, we never
paid them anything more than what we have paid to-the
competitor even in the private sector. Simply because
their costs are higher, we are not paying them. The com~
pany itself is a subsidiary and they will show that loss,
we are not going to foot the bill.”

342 The Committee noted that the loss to M/s. VIL during the
years 1985-86 and 1986-87 was respectlvely Rs. 87.24 lakhs and
Rs. 57.34 lakhs. In view of heavy losses incurred by the M/s, VIL,
the Committee enquxred as to how do the actual cost vof castings
from M/s. VIL compare with those purchased from outside sourves.
The represéntative of BEML, while comparing the prices paid for
castings to M/s. VIL vis-a-vis other outside sources stated: —

“I would say because I am paying only to what 1 pald to otha'
competitors. That is ‘why this loss. Otherw1se, ‘there
would not be'any loss. It is treated 'as a separate company.
It is"a subsidiary cornpdny and not wholly owned by us.
We have majority of’ shareholdmgs I treat it as a diffe-
rent company. I do not pay him more than I pay to his
competitors. If I had given the full cost, then there would
not be any loss. We would have shown at least 2000
break-evens. We are not giving them any facility.”



CHAPTER IV
RESEARCH AND DEVELOPMENT

4.1 The Company had set up a nucleus Research and Develop-
ment (R&D) Cell in 1968-69 to undertake design and development
of new equipments, to effect improvements in.the models under
production and also to assist in rapidly indigenising the manufac-
ture of all components. The total revenue and capital expenditure
incurred on R&D upto March 1987 was Rs. 1973.36 lakhs and
Rs. 1204.24 lakhs respectively.

4.2 According to Audit, during the period April 1971 to March,
1984, the Company undertook 43 development projects comprising:
equipments, transmissions, attachments, modifications etc., with a
view to meeting certain specific user requirements, product refine-
ment/improvement and for import substitution as well as to enter
the field of sophisticated technologies in power shift transmission,
etc. An expenditure of Rs. 344.14 lakhs was incurred thereon to-.
end of 1983-84. Of these, 27 projects were completed to end of 1983-
84 at a cost of Rs. 208.23 lakhs; 7 projects were completed by the
target dates, 2 were completed after delays of 1 and 6 months and
the remaining 18 projects were completed after delays ranging from
16 to 76 months. Only 8 of the 27 completed projects, covering 6
equipment and 2 attachments were brought into production. The
19 non-productionised projects (development cost Rs. 130.71 lakhs)

included 8 projects developed for the purpose of import substitu-
tion. '

4.3 The present position with regard to 27 completed projects as
furnished by the Ministry (August 1987) is as under:

No. of projects productionised : 19

No. of projects not productionised : 8

Out of 8 projects not productionised three were for development
of attachments to be in line with reputed international manufacturers -
and the remaining five were study projects for understanding tech-
nology development. No immediate production was contemplated in-
respect of these 8 projects.



S

44 In regard to performance of the R&D Department, the

~Committee desired to know as to what extent the R&D Depart-

ment had contributed towards import substitution programme of the
Company. In reply, the CMD, BEML stated during evidence; —

“Our R&D is now very well equipped. We have developed
a large number of models and only in a very selective
basis, we are entering into collaborations. Where the
size of the equipment is very large and the technology is
new—only in those specific cases, we are going in for
collaboration.”

4.5 Subsequently, the BEML in a written note have added that
R and D has contributed towards import substitution programme by
way of in-house design and development of equipment and also
providing import substitution of collaborated products in a phased
manner.

4.6 On an enquiry about the impact on production and induction
of equipments in the civilian sector as a result of R and D efforts of
BEML, the Secretary Department of Defence Production and Supplies
stated in evidence: —

“We have produced models of our own, we have produced
aggregates of our own design. For example, the company
has achieved a fair degree of self-reliance in High Pressure
Pumps; Hydraulic Cyclinders; , Fluid Power Transmis-
sions; final Drive and Planetary Axles; etc. It has success-
fully produced 8023 Track Shovel, 5013 Track Shovel,
3035 Front End Loader, 1420 Front End Loader, 3032/3040 -
Bottom Dumper, Water Sprinkler etc.

4.7 The Committee enquired as to whether the Company had
drawn up a schedule of import substitution projects for execution
after the establishment of R and D Department. The BEML in a
written reply stated that when the Research and Development
Department was set up in 1971, Company gave priority for absorp-
tion of technology available through collaboration and indigenisation
of collaboration products. Import  substitution projects
were taken up later with reference to market demands. In
view of this at the time of establishment of R&D, no specific
schedule of import substitution projects was drawn up. However,
as many as three import substitution projects were taken up In
1971 for development of 8023 Track Shovel, 5013 Track Shovel and
3035 Front End Loader. ’
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48 When asked whether the Company was now drawing up
schedules for import substitution projects undertaken in respect of
new mode]s of equipment mtrodnoed ‘subsequently the CMD .BEML
itated durmg evidence:— . ,

“The company’s R&D division these days draws up
schedules for both development of products and import
substitution. We are ahle to. monitor this closely. Be-
sides some of the main products which we have develop-
ed in the past, and some more new ones we are developing
now, we are also developing aggregates like. transmissions,
hydraulics etc. We are able to monitor each one of these
projects by adopting' techniques like CPM and PERT.
They are time-bound: At the level of Directors and my-
self, we monitor it every month. They are also monitored
at the level of the Board every quarter, when: performance
review takes place with the Secretary, and the Minister,
Progress is reviewed there also. So, at all levels there is
a review of the pertonnance of our R and D actlvities "

4.9 The Committee desired to know about the mechanism in the
Ministry for monitoring expenditure incurred by BEML on various
R and D projects and also evaluation of results achieved by the
Company The Secretary’ Department of Defence Productmn and
Supplies admﬁted during evidence as follows:— *

“Sir, to the best of my knowledge, we in this Ministry have
not evolved any special mechanism for monitoring R and
D projects of defence public sector undertakings. 1
concede that this is an area where we need an improve-
ment over what we have been doing in the past. As an
ad-hoc measure, we do look into it at the Ministry level,
but there is no regalar system The Management prepares
quarterly reports which go to the Board and the Board
examines it and also gives suggestions and directions In
this Board, there are two representatives of the Mmistry
one from the administrative side and the other from the
finance side. Apart from this, Additional Secretary,
Defence Research and Development is also the Dlrector
in the Board who has taken keen interest in the R and’ D
projects of the company. We would evolve in the Ministry,
8 régular monitoring mechanism for R and D projects It
does not exist at present But whatever monitoring ip
there, it is at the Board level. For example earlier quqz;a-
terly reports were not being put up to the Board. But
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now, they are putting up and a comprehensive presenta~
tion was alsp made. Now a sense. of direction has emerged.
1 will concede that thig has been a weak area as far s

Ministry level ig concerned.”

410 When asked as to whether there was any monitoring of
‘R and D Projects at the manufacturing stage. The witness stated:

“That is there. But that is related to two or three aspects.
It it is product improvement made by the company, the
company itself incorporates it ‘and” productionalies it. If
it 15 a concéptual’ R and D work, it- depends to what
extent they relaté to new equipments ‘what is the market
pattern and what is the reaction of the user. All thess
aspects would come into it. ‘But I won't rule out the
theoretical possibility of results of R&D becoming
obsolescent or infructuous. It may be because the pattern
has changed, the requirements have changed. But norm-
ally, with the type of R and D project which this com-
pany takes up, the possibility of such a wastage is rare.”

4.11 On being enquired about the basis of selecting the R and D
projects and the extent of their application in production and in-
duction both into military sector as well as the civilian sector, the
Secretary of the Ministry explaining about application of R and D
projects in Defence sector stated during evidence:—

“BEML 1is in the area of manufacturing rail coaches and earth
moving equipments. Now they are going into the two
specific projects of defence application. Their share of
production for defence at the beginning of 1985-86 was
8 per cent. With the turn-over being increased by more
than 100 per cent in five years, in terms of absolute figures
it will. go up substantially; but in terms of percentage it
may not change significantly. To the extent they have
taken up a project for Defence application, they have
initiated some activel interaction with the wusers, not
necessarily formally in all cases, for drawing inspiration
from their plans with the help of the Ministry or on the
specific GSQRS given by the users, as in the case of heavy
duty truck. = Similarly, the Kolos Tatra is a Hcenced
mnnutactur.er from Czechoslovakia from where we have
a technological collaboration. We are supposed to indi-
genise to the maximum extent, as per the DGTD. schedul-
ing. -In this company the entire results of R and D-for
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Defence have not fructified as yet. For example, the
Heavy Duty Vehicle. But to some extent we have learnt
the skill and techmnology. Even it can be made use of in
our existing projects. But some sort of redundancy will
be there.” !

As regards civilian sector, the witness added:—

“With regard to civilian application also, firstly we are making
a certain models. which initially we started with foreign
collaboration. We have introduced the improvement for
functional performance on our own. Now the collaborator
has produced a higher duty and better performance equip-
ment. Now we have choice that either we can go on
importing the technology on a continuous basis or go in
for indigenised modifications to the existing models. We,
in this company, certainly would like to evolve the latter
situation. This company has designed its own model
already. If we have to remain in the market we have to
get the users. We have certain companies which exist
only for Defence, like the Ordnance Factories. But this
company competes with efficient private sector companies
like L. and T, TELCO, Hindustan Motors etc. Even then
BEML have a 70 per cent share of the Indian market in the
range of equipment which they manufacture and they
still make money.

So, the possibility of redundancy of R and D expenditure
cannot be ruled out. It happens everywhere whether is
Defence or civilian side, though it is not a total loss. The
gains get recycled or reused in some form or the other.
It may turn out to be a commercial proposition or only
an exercise of intellectual capability.”

4.12 Asked whether the R and D projects meant for Defence

'sector application were being utilised in the civﬂian sector also the
“witness stated: —

“If the question is whether we have designed and developed
any equipment for Defence and are making use of that in
the civilian sector, the answer is ‘Yes'.”

4.13 In regard to application of R and D efforts in the Defence
‘Bector, the Committee pointed out that que to relay in finalisation
-of GSQR by the Army, as was the case with the heavy duty trucks,
there was a danger that the product developed by the Company for
‘the Army may become redundant and efforts of the Company may
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8o waste and consequential import by them. The Secretary of the
Ministry stated: — .

“The practice in the Defence Ministry is that wherever the
users are thinking of a new equipment or a new store,
before finalising the requirements they interact with the
Defence R and D and in some cases, with potential manu-
facturers also. And then the QRs are finalised. About
the responsibility for design and development. There is
a separate mechanism as to who will be entrusted with
the job. It may be the Defence R and D; it may be Defence
public sector undertaking; it may be any other laboratory
in the country which may be entrusted with that job. And
the possible production agency is to be associated at the
stage of fabrication of proto-type so that the time lag
between the lab development and production is minimised.

Then, before production, the technical evaluation as per the
GSQR, users trials and drawing a trial report is complet-
ed.” ,

4.14 Explaining further on the GSQR for heavy duty trucks, the
‘witness added: —

“The first part is that if the technology changed, the GSQR
can also change. In this case also, draft GSQR were
revised. Major changes in GSQR were introduced. That
takes care of the technological change.”

4.15 Though the Corporate Plan emphasised self-reliance in the
fields involving sophisticated technology neither any appreciable
progress has been made nor effective action taken in fulfilment of
this important Corporate strategy even after a lapse of 8 years. The
Committee enquired about the reasons for it. The BEML in a
‘written note have stated that the sophisticated technologies involved
in the Earthmoving equipment are:

(1) High Pressure Hydraulics
(ii) Power Shift Transmission

(iii) Final Drive and Planetary Both concerned with
(iv) Dynamically loaded structures Gearing manufacturers
Axles i ¢

589 LS—4.
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A fair degree of self-reliance has been achieved by the Company’s
R'and D'in all the above areas, resulting in successful indigenisation
of various components/assemblies embracing these technologies.
Technology available through the collaboration agreements has been
effecﬁvely absorbed by the' Company’s R and D eéngineers and it is
on account of this, the Company has been able to develop and
productlomse a number of complete equipment systems

4.18 Explaining the reasons for non-achievement of self-reliance
in the flelds involving sophisticated technology the Secretary, Depart-
ment of Defence Production and Supplies also during evidence
stated —_ !

“The pitfalls involved in the indigenisation is a general issue.
I seek the permission of the Chair to convey that this is
something which cannot be envisaged. There may be
pitfalls, there may be delays. Regarding indigenisation 6t
the equipment they are producing, the Ministry is more
than satisfied.

Initially, the progress was not very fast. During the last 3-4
years or so, the progress has been quite fast. The indi-
genisation achieved has been very satisfactory. The pro-
duction has been quicker than in many other gcompanies.
I took up this matter in May 1987 and I wrote to each of
my chief execulives about their performance in the
previous year and the areas of concern of the Ministry.
In that letter. I congratulated BEML for exceeding their
targets for 1986-87 and also mentioned about the areas of
concern which requlred attention. One of them was indi-
gemzatxon ” o



CHAPTER V
PRODUCTION PERFORMANCE

A. Hydrauhc Components

5.1 One of the Corporate strategies laid down in the Corporate
Plan of 1976 was to establish engineering capability for development
and. production of critical assemblies with high technological com-
ponents like power shift transmissions and hydraulics, etc., with a
view to achieving self-reliance in these fields involving sophisticated
technology. According to Audit, Hydraulic Shop was set up in 1976
by regrouping the available facilities and transferring certain
machine tools and equipment (value: Rs. 23 lakhs) to produce
hydraulic components required for the production of earthmoving
equipment. - !

5.2 During 1977-78 to 1985-86 only certain items of hydraulic
components were developed and produced (value of the output:
Rs. 493.83 jakhs). But the in-house production was only a small
fraction of the total requirements, which were mostly met through
indigenous purchases (Value of purchases during 1981-82 and 1982-83:
Rs. 1332.28 lakhs—figures for other years are reported to be no'
readily available). The Committee enquired about the year-wise
details of in-house production and outside purchases of hydraulic
items from 1980-81. The BEML in a written note have furnished the
following details: :

(Rs. in lakhs)
Year Inhouse Outside
myapﬁaqmre purchases

1980-81 . 10.20 | Not available
1981-82 . X 438.39
1982.83 . . 43.00 893.89
1983.84 . . 114.82 - 678.00
1984-85 . . 126.64 607.01
19ss-ss : 17181 mp;os
1986-87 . . 402.84 697.58
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5.3 When enquired about the reasons for sudden spurt in in-house
production of hydraulic during 1986-87 as compared to earljer years,
the CMD, BEML during evidence stated:

“We really improved our share of production of hydraulics by
taking certain measures. During the last six to seven
years, we have been getting more from outside and we
have been producing less in our own organisation. Now,
we have organised ourselves in a better manner and during
the last years, we have produced little over Rs. 4 crores.
By the end of November 1987, we had already crossed this
figure and by the end of the current financial year, we ex-
pect to reach Rs. 7 crores. In future also, we are going to
increase more and more our share of production of
hydraulics as compared to what we buy from outside.” -

5.4 Asked whether R & D of the company was utilised for
development of technology of hydraulics, the witness stated:

“Hydraulics is one of the sophisticated type of technologies and
we use it in different type of equipment. In the initial
stages when our R & D was not established, we were
importing a lot. Subsequently, we have developed indi-
genous suppliers who are able to give us hydraulics. Also,
we started about six or seven years ago, an effort of our
own in R & D and last year we achieved a level of Rs. 4
crores in our own factories. This year we are increasing
from Rs. 4 crores level to over Rs. 7 crores. This shows
that our effort is now in the right direction of establishing
on our own. - So, it is not a question of mere adoption of
technology given to us b our collaborators. Our own
R & D team has also established control valves, cycliners
and many other items of hydraulics.”

5.5 In this connection, the representative of BEML also added:

“For hydraulics, we are having a small in-house facility,
where we have mnot invested much. This was started by
‘us to develop the technology and pass on the know-how to
R & D. Consequent to it, we have already developed
sources in the country through various vendors of accept-
able products. The supplies, as you would see, from the
private sources have been steady. That is why our
developed sources are not being stopped. For further and
additional requirements we are mcre and more depending
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on our own production. So, consequently, our production
today has gone up to Rs. 4 crores while the outside
bought up things remain steady around Rs. 6 crores. Our
plan is to increase it further to Rs. 7 crores. So, we
cannot stop the sources that we have already developed
within the country.”

5.6 To another query as to whether the private manufacturers
were charging anything for the R and D passed on to them by BEML;
fhe witness stated: |

“They will not add any development charges. It is only the
manufacturing cost that they will put. Part of the tech-
nology is available to them through our own R & D
If it is without any support of ours, then they wil] add
upon, but in this case they will not add upon.”

5.7 Asked about the number of sources in the country. for the
supply of hydraulic components and the rates charged by them in
comparison to the rates of in-house products, the BEML in a
written note have stated that there are 5 to 6 dependable sources in
the country for these items. They respond to the Tender Enquiries
The purchase price of most of the items compare favourably with the
in-house manufacturing cost.

B. Diesel Engine Project

5.8 In regard to manufacture of diesel engines required for
various equipment manufactured by the Company, the Ministry inti-
mated Audit (December, 1985) “BEML’s proposal for having its
own captive Diesel Engine Plant is in final stages of approval. In
fact the collaboration agreement with Komatsu, Japan has been
taken on record by Government. This project has gained urgency
as there have been a number of complaints in regard to the per-
formance of engines from the major customers like Coal India, etc.”

5.9 The Committee desired to know about the reasons for delay
in sanctioning of this project, The BEML in a written note furnish-
ed after evidence have stated that the Project Appraising Authorities
have felt it necessary to carry out an indepth analysis of existing
manufacturing potential in the country and also the scale of invest-
ment proposed. Subsequent to this, the CCEA has. desired a further
examination of already established capacity to see if it meets the
Company’s requirements. This has since been done and the case
is under re-submission to CCEA. Their approval is expected shortly. .
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5.10 In this connection, the Secrétary, Départment of Defence
Production and Supply dunhg evidence stated:

“The delay in sanctioning this project has been primarily on
account of the objection of the Ministry of Industry. The
DGTD and the Ministry of Industry were of the view that
indigenous capacity existed in the country, We worked
out the capacity and capability of each one of those manu-
facturers which the DGTD mentioned. . . . We discussed the
issue with the DGTD. Ultimately when nothing happened
we organised a meeting between the Ministers concerned.
Now the Ministry of Industry has agreed. We have
submitted a supplementary note for the consideration of
the CCEA which is at present with the Finance Ministry
for the approval of the F.M.”

5.11 Asked as to how many indigenous sources were there at
present for the supply of Diesel Engines, the BEML in a written
note have stated that only M/s Kirloskar Cummins Limited are
manufactunng Engines that can be used on BEML equipment and
that too not covering the full product range.

5.12 To another query about the nature of complaints in regard
to engines fitted in equipment supplied by BEML to its gustomers,
the BEML have stated in a written note that on almost all the BEML
equipment on which KCL engines are fitted BEML had to face a
number of complamts from customers regardmg quality deficiences
and in every case of new equipment the period of stabilisation has
been unduly long resultmg in growing customer dissatisfaction
Some of the serious performance deficiencies observed and recorded

on KCL engines are:

(i) Block Burst and Engine Seizure,
(ii) Engine over-fxeating,
(iii) Excessive lube oil consumption,
(iv) Cold startmg problem
(v) Early Air cleaner chocldng,
(vi) Engine not taking load,
(Q-ii*) 'Relatively short life between .overhauls.

.5 13 In v1ew of the complamts recewed against M/s. KCL diesel
engines fitfed in mdst of the equipments manufsctured by BEML.
the Committee enquired about the efforts made by the Ministry in
getting this project cleared by CCEA at the earliest. The Secretary
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of the Mlmstry durmg evxdence stated that, “We have been purw.mg
the matter as best as we could. Now, I hope, it will go through”

5.14 As regards collaboratxon agreement for the manufacture of
dlesel engines with M/s. Komatsu Japan, the Committee enquired
whether it has since been appm\fed by Government, In a written
note, the BEML have informed the Committee that the collaboration
arrangement with M/s. Komatsu has been approved by PIB and
taken on record on 15-7-85. The agreement is for a period of
10 years and royalty at 4.5 per cent of the net ex-factory price
payable over a period of 7 years. The technical know-how fee of
50 million Japanese Yen per series of engine is payable, out of which
29 million japanese yen will be deducted from the accrued royalty.
There are five licensed products covering 90 to 1200 HP. BEML can
also export engines to Nepal, Bhutan, Sri Lanka and Afghanistan
and export to other countries with permission of Komatsu. The
licensed products cover most of the equipments manufactured by
BEML and are specifically designed for application on earth moving
and construction enquipments,

C. Rated capacity

(i) Earth Mover Division

5.15 As reported by Audit, although regular production com-
menced in 1968-69, the rated capacity of Earth Mover Division has
not been fixed either in terms of physical output or in standard man-
hours after taking into account the production facilities progressively
set up. The extent of capacity utilisation from time to time could
not therefore be established,

5.16 The Audit Board enquired in October 1983 as to how, in a
situation of changmg product-m1x and varying mdxgemsation levels
the capacity utilisation was being ensured and whether it would not
be desirable to fix the capacity at least in_terms of Standard Man
Hour (SMH) takmg into account the productlon facilities establish-
ed. The Company representatives stated that this could not be done
in 'view of the criticality of load centrés/machines, a multiproduct-
mix situation and varying mchgenisatmn levels for the products.
‘The management further stated in November, 1983 that “with varia-
‘tions in product-mix year after year and at dlﬁerent levels of indi-
genisation, reference to plant capacity as of 890 equipment would
not be accurate. However, in the absence of known better method
of deslgnatlng the capac1tv, this is bemg adhered to.” The Ministx;y
also stated in March 1984 that “the capacity envisaged to bet et
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up in BEML is for 890 equipment of stipulated equipment-wise indi-
genous content. ...In practice, due to changing market demand, the
actual equipment produced vary both in number and in product-mix..
890 equipment envisaged involved a work content of 39.5 lakhs SMH.
Therefore, this work content together with the number of equip-
ment and the constraint of types of facilities involved for different
product-mix can be taken as a guide for Rated Capacity.”

5.17 The Committee enquired as to how the Company were satis-
fied that there was no better method of fixing the rated capacity
either in terms of physical output or standard manhours (SMH),.
other than taking as a guide for rated capacity the work content
involved in the envisaged production of 890 equipments, In its
reply, the BEML in a written note have stated that BEML is manu-
facturing a variety of heavy duty engineering equipments with very
little commonality between them in regard to size and time taken
for processing of components. The production is being achieved
mostly by using General Purpose Machines using different jigs and
fixtures for different equipments. The number and variety of
equipment produced vary from year to year depending upon the
market requirements. Under these circumstances, in the Company’s
opinion there is no other guide for rated capacity than an assess-
ment of the work content involved in terms of standard manhours

for the originally envisaged product-mix at the optimum level of
indigenisation. -

5.18 To a similar query from the Ministry, the Secretary. De-
partment of Defence and Supplies during evidence stated:

“As regards standard manhours, capacity has been fixed and
revised upwards keeping in view the additions to the plant
and equipment from time to time. I can read out the
figures for your informaticn. Standard manhours capacity
for equipment manufactured was 28.83 lakh manhours in
1979-80; in 1980-81 and 1981-82, it was less because of the
strike; it was 36.26 lakhs in 1982-83; 39.18 lakhs in 1983-84;
40.23 in 1984-85; 41.31 lakhs in 1985-86 and 44.90 lakhs in
1986-87. This shows that the capacity in terms of SMH is
fixed and is also revised with the additions of facilities.
I am prepared to concede the point that may be it was
not formally documented in the records. But the capa-
city is known in terms of SMH.”

5.19 Touching upon related questions in regard to capacity utili-
sation like machine utilisation, shop-floor utilisation, utilisation of
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capacity in physical terms or the standard manhours, the witness
added:

“In the case of a multi-product engineering company, there
are always serious difficulties in fixing capacities. Even
the BPE guidelines do not help us in this matter. If it
is a multi-produet company and if it is also an engineering
company, fixing up capacity is a problem. But the mana-
gement has to know their capacity, their potential and
how much they can produce and sell. This the company
has been doing by the number of equipments. Now, the
number of equipments is also g mix. Some equipment
require less time and some require more. Some have
more indigenisation and some less, capacity will change,
the need will change and shop-floor to shop-floor manage-
ment will change. So, these are the real difficulties. But
the number of equipment even of a certain mix, can be
converted into standard manhours based on industrial
engineering studies. It may not have been formalised

and documented. This is only a question on how you
look at it.” :

520 Asked about the actual capacity available from 1979-80 to
1986-87, the BEML in a written note have stated that in view of the
difficulties expressed by BEML in stating in categorical terms the
Rated Capacity of the Plant (other than taking the work content
of the sanctioned product-mix as an yard-stick) ready figures on
Rated capacity, year-wise, are not available. However, based upon
a proportional working in relation to the progressive expenditure
on plant and machinery actually made from time to time and work-
ing backwards from the year of completion of the project for 890
equipments viz., 1985-86, the National capacity available from 1979-
80 to 1986-87 is as under: §

Year National capacity
SMH
(i~ lakhs)
1979-80 . . . 28.83
1980-81 . . . . 22.48*

198182 . . . . . . 27.70*




1 2
198283 . S 36.36
198384 . o . 3918
198485 . Co L. 40
1985-86 . . 41.31
1986-87 . . 44.90

*Adqutedl for 9 months working.
"'Adj’us'tcd for‘lo months working.

. 521 On being enquired as to whether the large scale imports ot
components resulted in under utilisation of capacity available with
the Company, the BEML in a written reply stated that the imports
©of components resorted to by the company during 1982-83 etc. years
(to meet the market demand) did not result in under utilisation ot
the capacity as could be seen from the following table: —

* Year National Actual ngi Percentage
Capacity in ~ gencrated -of capacity
ternis of (including utilisation

SMH spares)

197980 . . . . 28.83 23.14 80.26
mo-u 2. 48- 16.78 74.65
1981-82 . . .2 J0%e 26.02 93.94
198283 . . . . . 36.26 36.49 100.63
1983-84 . . . 39.18 36.25 92.52
e, “

1984-85 . . .23 34.73 86 33
1985-86 . ) . 4131 43.70 105.79
1986-87 . . .. .. 44.90 44.84 99.87

*Adjusted for 9 months working.

**Adjusted for 10 months working.

5.22 According to Audit, the equivalent work content of 37.20
‘lakhs SMH, corresponding to the approved product-mix of 850 equip-
ment, had. been arrived at taking into account only the proguction
requirements of the main equipment. Ag the plant and machlnery
had been installed to cater to the manufacture of the normal expect-
ed spares support also, this capacity should also be added to work
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out the total mstalled capac:ty The Mxmstry is, howevet reported
to have stated in, December, ;985 that it was not possxble to specify
in terms of SMH the capaclty for spares as the intention was 1o
produce the spares depend.mg upon the demand. by tapping addi-
tiona} machine capacity if necessary, by extra ghift working. There-
fore, in judging the capacity utilisation, the SMH output in respect
of main equipment productxon was only taken into account.

523 The actual output of spares manufactured by the Division,
rework undertaken, etc., in terms of SMH during 1979-80 to 1983-34
as furnished by Audit, was as follows:

(In lakh SMH)
1979-80 1.52
1980-81 1.10
1981-82 . 1.77
1982-83 . . 2.35
198384 . . S

5.24 When enquired about the reasons for not fixing the capacity
for spares, the BEML in a written note have stated that in a pro-
duct like Earthmovmg machinery, the bulk of the réquirement ot
<spares is for components of functional assembhes like engines and
t.ransmxsnons which were plannéd to be procured from outside
sources at the time of formulation of the project. Since the work
content involved in manufactute of complete eqmpment is relau-
vely much higher than that required for productlon of spares which
‘are mostly confined to moving and ‘wearing parts, there i no_ need
to specxﬁcally create additional capacxty for _spares an& the require-
ment can be met by resorting to overtime work etc.

5.25 Asked about the opinion of the Ministry in regard to non-
fixdtion of capacity for spares, the Secretary of the Ministry durmg

.evidence stated:

“When we produce an equipment, we will also produce spares.
It is because the company earns more money on spares
than on equipments. The basic question which the audit
ig putting is that, why are you not fixing the capacity
for the production of * spares? The company’s answer is
that we have never created any capacity as such for
spares. This was the answer given to me when [ was
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discussing with the management. Therefore, we cannot.
fix it. It is the view point of the company. I am not

saying that I accept it or that it should be accepted.

Therefore, the viewpoint at the time of planning and exe-

cution of the project was that we have not created any

specific capacity for spares. So the question of fixing the

capacity for spares does not arise. If it is so then they

have a valid argument. The question is, if they do not

have the capacity, how are they producing the spares? If

you use your commonsense, the answer would be “what-

ever capacity exists for producing the equipment is as

good for the spares.” If the total production of SMH is not '
significantly more than the SMH capacity, then the pro-

blem does not arise. SMH capacity in terms of the capa-

city available and SMH generated both for the production

of equipment and spares does not differ significantly.

Therefore, they have produced spares within their overall”
capacity. They could have also indicated their capacity for

producing equipment and spares separately, depending on

the demand. I personally feel—apart from the argument

and the logic thereof—and I would a'so suggest to the

company that they should give a re-look to this problem

and come out with alternatives which are possible and als»

how to tackle it. I propose to write to them immediately

after my submissions before the hon. Committee as to

what are the possibilities; how best we can try to satisfy

the audit. We would try to find a realistic solution.”

526 When pointed out that Ministry of Defence on 23 June,
1978 wrote a letter to Chairman and. Managing Director inter-aliz
pointing out that, “The proposed investment in balancing facilities
by BEML are first directed towards meeting production gap in
spares.” Reacting to it, the Secretary of the Ministry during evid-
ence s*ated:

“There is no contradiction in this. Lei me take a concrete

example. I want to produce 100 number of this equip-
ment. This is the capacity I want to create. When I go
for machine tools or process machines for producing
various components or sub-assemblies or assemblies of
these equipments, it is not necessary that the machine -
eapacity which I am buying or which I can buy, can
exactly produce 100 equipment. If it can produce 120,
it is okay. Whether it can produce spares or not, I will -
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have to produce the equipment. It is not a totally mathe-
matical exercise,”

5.27 Elaborating about the reasons for non-fixation of capacity for
spares, the witness added:

“If I am producing the spares, I must have some capacity. If
you ask the company, why don’t you fix the capacity? The
company’s answer would be, they never created any se-
parate capacity for spares. i Therefore, we cannot fix it
separately. If you ask them, how are you producing it.
They will say that the total capacity in SMH which I
have—I am using both for equipment and spares. But
still I am saying that I will request the company to have
re-look and examine the various alternatives and then
come back to the Ministry. We wil] try to find a solution
to the best of our ability which may serve the manage-
ment well. These days whenever we sanction a project
for manufacturing so many original equipment, the per-
centage of spares is also mentioned. This is so in ordnance
factories.” -

5.28 The Committee enquired as to whether the argument that
the intention was to produce the spares depending upon demands
by tapping additional machine capacity, if necessary, by extra shift
working, apply in general to the main equipment also and if so,
what was the consideration for fixing capacity in respect of equip-
ment. In a written reply, the BEML have stated that in their
opinion, the production of main equipment are not to be resorted
to during Third Shift for the following reasoms:

(a) The normal industries practice (of Engineering Industries)
is to work only on two shift basis;

{(b) Productivity in third shift will not be as high as in other
two shifts;

(c) The quality of equipment may be adversely affected.
(ii) Railcoach Division

529 At the time of the formation of the Company (May 1964),
the rated capacity of the Division was reported to be 270 railcoaches
per annum. Based on an expansion project for lncreas%ng the capa-
city to 400 coaches annually approved by Government 1n December,
1970 at an estimated cost of Rs. 213.65 lakhs the Company increased
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the capacity to 400 coaches by 1975-76 at a cost of Rs 211 lakhs.
Though the Railway Board intimated in April 1974 & cutback on
orders for railcoaches due to budgetary constraints, the Company
went ahead and raised the plant capacity to 400 railcoaches on the
ground that bulk of the commitments on civil works plant and
machinery were already made. The Company did not, however,
purchase jigs and fixtures and also did not employ manpower for
the additional capacity. The actual number of railcoaches manu-
factured by the Division during 1979-80 to 1986-87 was 236, 184, 300,
305, 335, 350; 326 and 338 respectively.

5.30 The lower utilisation of the Division is stated to be due to
curtailment by the Railway Board of the off-take of railcoaches.
It has also been reported by the Audit that with a view to utilising
the plant capacity rendered surplus owing to shortfall of orders for
coaches, the Division took up the manufacture of Heavy Duaty
Trailers (for Defence) and spares|miscellaneous items from 1975-76
certain wheeled earthmoving equipment from 1981-82 and Camp
Houses from  ONGC from 1983-84.

5.31 The Committee enquired about the country’s annual total re-
quirement of rail coaches. The BEML in a written reply have
informed the Committee that BEML manufactures . ondy II Class
Broadgauge Railcoaches. The Railway Board has been pl'vcmg or-
ders on BEML for 300 to 350 broadgauge rail-coaches per annum. In
add’tion, ICF supphes about 650—700 broadgauge I Class coaches
per annum. It is presumed that the total requirement of the type
of railcoaches manufactured by BEML is ‘being met by these two
manufacturing units. '

532 When the Committee pointed out that the Railways was
establishing another Rail Coach Factory at Kapurthala for manu-
facturmg railcoaches and enguired whether it would affect the pro-
duction of Railcoach Division of BEML, the CMD, BEMIL. durmg

evidence stated: 1

“We have been in touth with the railway authorities. 1 met
the Chairman and have also been meeting Member, Mech-
amcal during the last two and a half years and they gave
us ah mdxcahon that they would be placing orders on us
of the same order. This is because the total demand in
the country is gﬁng up. They will place orders on those

v factorigs first, but will ‘also give us a certam ghare.”
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5.33 In this connection, the representative of BEML also added
that “there is enough demand, but the question is whether they
will have the required money.”

534 Asked whether the additional facilities created for manu-
facturing railcoaches would be fully utilised in case no orders were
received from the Railways, ]

the CMD, BEML during evidence stated:

“Yes, Sir, we are diversifying our production. We have. got
an order from the Indian Railways for overhead electri-
fication inspection cars for which we had to compete
with the Mitsubishi of Japan. There were open global
tenders.”

D. Production in excess of capacity

535 As against the sanctioned capacity for the manufacture
of 850 earthmoving equipment upto 1980-81 and 890 thereafter, the
Earth Mover Division produced 950 equipment in 1981-82, 1131 in
1982-83 and 930 in 198384. The producton in the subsequent years'
was 1004 in 1984-85 and 924 in 1985-86 respectively.

5.36 The Audit have pointed out that in regard to the productiorr
of 950 equipment in 1981-82, it was stated in the Director’s Report,
“In view of the heavy backlog of orders at the beginning of the
year 1981-82, the Company took several steps including import of
more components on selective basis to increase production during
the year. Similarly during 1983-84 also, higher production was
achieved by the company due to increased usage of imported:
bought out components as would be seen from the following table::
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5.37 According to Audit, the expenditure in foreign exchange in-
curred on the import of ccmponents and spares during  1979-80 to
1983-84 was as high as Rs. 21b.63 crores. The utilisation of high
percentage of components from outside sources to achieve higher
rate of production, also resulted in under utilisation of production
facilities established in the Company,

5.38 During the subsequent years the expenditure in foreign ex-
chanige (ncurred on import of components) was stated to be as
follows: — ' |

| (Rs. in crores)

1384.85 62.60
1885-86 62.55

1966-87 66.03

5.39 The Committee enquired about the reasons for increased us-
age of ‘toported components in the Earth Moving equipments manu-
factured by BEML. The CMD, BEML during evidence stated:

“This is the percentage of import content alongwith duties paid
to the material consumption, We personally feel that
this is not the normal way of review. The normal way
is that a cif of the import content which is really the
foreign exchange cuign from the country is compared with
either the production or the sales turn-over of the com-

i pany.” T [

5.40 1n this connection, the CMD, BEML furnished the following
‘figures in regard to percentage of imports to total value of produc-
“tion: ! |

Year Percentage of imports to total value of pro-
v duction
1982-83 21.02%,
1963-84 2049,
1964-85 15.95%, .
1685-86 14.75%,
1986-87 15.52%, -

—— e

Ti'!e witness further added:—

“What matters really is what is the outgo of foreifn exchange
while importing some of the components and materials.

+599 LS—6 :
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For instance, certain types of steel, high strength steel and:.
components like bearings are not produced. . We are us-
ing bearings of larger sizes which are not produced in the
country.

It is not a correct way of comparing the total expenditure
including foreign exchange and import duty etc. with the
material consumption. What is fair to compare is the -
cif of the imported components with the production of
the turn-over of the company. This is normally what is.

’

»  adopted by everybody.” ) i

541 When the Committee pointed out that the percentage of.
imported bought out comporents ranged between 41.27 per cent to-
67.87 per cent between 1979-80 to 1986-87, the representative of BEML, .
during evidence stated: |

“I would like to say that what the Audit Report was point-
ing out was relating to the earlier years when I was pro--
ducing less. The proportion of imported material cost
was 40 and odd per cent. When we started producing
more, the proportion of imported components has gone-
up to 60 per cent and it looked as though we are taking
a very wrong decisicn and spending a lot of foreign ex-
change. Our submission is that ;you have to see it in the-
context of what ic my value of production or turn-over.

. When the turn-over has gone up, there is a limit up to
which I can go within my facilities. I cannot increase
it suddenly. So, the real test will be whether I  have
taken steps to see that whether contribution is remain-
ing static or less or the other way. If that is, there will
be criticism. But our value of production has gore up
'very heavily. 1 will just read out the figures. For the-
year 1977-78, 1978-79 and 1979-80, the value is Rs. 58 crores,
67 crores and 88 crores respectively....In 1979-80, I pro-
duced Rs. 88 crores worth of goods. In 1983-84, it was.

Rs. 243 crores.”

5.42 The Audit have pointed out that the consumption of im-
ported components, boughtout components and in-house manufactur-
ed components have risen from Rs. 25.06 crores, Rs. 21.83 crores and
Rs. 8.35 crores respectively in 1979-80 to Rs. 133.65 crores, Rs. 64.43
crores and Rs. 19.69 crores in 1985-86 i.e. the level of consumption:
in 1985-88 was 533 per cent, 298 per cent and 236 per cent of the level
in 1979-80. The Committee enquired as to whether the increase-
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in level in respect of imported components vis-a-vis the increase in
levels of others call for a very close monitoring of the imports equip-
ment wise, The BEML in a written note have stated that in their
opinion, comparison of absolute figures of 1985-86 with that of 1878-
80 is isolation and by ignoring the growth in sales turnover|value
of production is not realistic. The increase in value of production
between 1979-80 and 1985-86 was 401 per cent. Company has been
continuously monitoring and restricting the import content of each
equipment to the maximum extent possible keeping in view the faci-
lities available not only with the Company but also elsewhere in
the country and giving the minimum necessary time for successful
indigenous developments of new components with the requisite con-
sistency in quality. Every yeasr, maximum efforts are made 1o
increase the indigenous content of each model of equipment under
production. Further, in certain cases the Director General of Tech-
nical Development (DGTD) is also involved in clearing of imports
in respect of equipment. i !

5.43 Notwithstanding the above, the actual value of imported com-
ponents has been increasing due to the following reasons:—

(a) Introduction of newer and updated versions of equipment
to suit the needs of the customer which necessarily calls
for certain higher level of import content in the initial

years; | ;

(b) In respect of existing models which are already under
production line, though the import content as such is less
from year to year in terms of absolute figure (value),
there is an increase owing to adverse fluctuation in ex-
change rate; ' [

(c) The increase in the number of equipment produced in a
yvear also vitally affects the value of imported components
(in terms of absolute figures). In 1979-80 the production

, of EM equipment was only 661 Nos, and in 1985-8¢ the
production was 864 equipment. |

1

5.44 In regard to need for a very close monitoring of the imports
equipment wise, the BEML have added in the written note that BEML
is in full agreement with the view that very close monitoring of
import—equipment-wise is absnlutely essential. 1If the Company
had not resorted to higher production, the customer requirement
would have been met by import of complete equipment with a re-
latively larger outgo of foreign exchange from the country or the
busines would have gone to the Company’s competitors. In the
case of earthmoving equipment, if a customer gets a particular type
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of equipment, generally repeat procurements are confined to that
type only from logistic considerations and hence the loss of business
to the Company will iend to become a recurring one,

. 545 When the Committee enquired from the Ministry whether
ut-usation of high percentage of components from- outside sources
has not resulted in their opinion in under-utilisation of production
facilities established in the Company, the Secretary, Department of
De’ence Producton and Supphes stated during evidence: —

“The bas’c philosophy of each major engineering indusiry is
to concentrate on the assembly operation and to purchase
parts from outside as much as they can. The policy in

: this company from the very beginning has been—we in
the Ministry support it fully—that whatever somebody

- else ‘can make in the countny for them, they should not

try to invest for producing the same item; their capacity

,  should' be concentrated on those items which are so
critical quality-wise that either others are not able to
supply. them or in terms of technology, they would like
to keep this technology in house or where their not pro-
‘duc'ng will result in under utilisation of capacity or capa-
city has been planned keeping in view that such and such
a thing will not be produced and would be purchased from
‘outside. As regards increase in absolute termsjin the
case, of imported value, a number of factors would account
for this increase. The first one is the exchange variation.

. The pecand is to create and sustain a market share. Initial-

. ly the import content is higher depending on the phased
manufacturing programme; and the phased manu-
facturing programme is spread over a period of five
years. When we enter into foreign collaboration, the
DGTD decides about the ‘mport content, how much it
will be in the first year and so on. So, if a company
‘enters into. a new collaboration agreement then 3-4 years
following that agreement, the import content will be more.
But as they reach the fifth year, it will be nominal or may
become zero. So, quoting of figures in a particular period

. would not give us the correct increase. But we have
analysed equipment-wise what is the import content and
we find on a macro basis, it is less than 20 per cent. My
opinion is that this cannot be considered as large.” .

" %e witness added: — ! K

“Fven if you import the same component, its value tc‘{daw
would he much higher  If you look at the abgqlqte'for-
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eign exchange outgo figure vou will find.that it certainly
would give an irapression that imports are going up. But
If you go into esch :tem of production and see what is’
the level of indigenisation, then the picture will not
be so adverse. ‘We have compared the prices of a num-
ker of items imported with the prices of a number of items
produced in the couniry.  In most of these cases, the
prices are lower than the prices of the imported items.
If the import is connected with ‘ndigenisation—first year,
second year, third year—then since we are not able to
produce that item within the country we have to import
it. and if we have to import, then we have to pay for it.
So, our possible failure or delay in ‘'ndigenisation upto
the required quality needs for going into diversification
and new models, all this would have an impact on absolute
term on the quantum of foreign exchange. But if we
go product by product, the posit'on would be more clear:
and. perhaps it will not be considered unsatistactory. We
are very much concerned that foreign exchange out: go
should be as little as possible and in:no cise we should
encourage it. I have been writing letters to the Chief

Executives on foreign exchange myself and discussing with
them how to improve thjs position.

Their foreign exchange budget I personally scrutinise. So, we
feel that the import content should be brought down
to as little as possible. We have given a new thrust to
the Company and the Chairman has read’ly accepted it
He said, ‘let us try an experiment to complete in  three
years or three and a half years what would normally be
done in five years and if we succeed in that the imported
content will come down earlier than'before.”

E. Indigenisation

5.46 According to Audit the Company initially started production
of earthmoving equipments with low indigenous content to be in-
creased progressively with the assistance of collaborators. In some
eases the agreements were extended specifically to atta'm this ob-
jective.  Several products developed by the Company were also
produced with low indigenous content initially and progressively in-
creased thereafter. Details regarding indigenisation levels achieved
upto 1978-79 and the year-wise indigenous content (including proto-
type) in various equipments, produced during 1979-80|to 1986-87:_ are“
as follows: — >
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947 The Committee on Public Undertakings in their Second
Report (1971-72—Fifth Lok Sakha) had observed that progress as
regards inaigenisation lagged far behind the target and that pace
thereof needed acceleration., Government stated in reply (Febru-
ary 1973) that the shortfail was mainly due to delay in sanctioning|
implementation of the earth-moving equipment part of the project
and that the need for acceleraling the tempo of indigenisation had
been emphasised to all Defence Public Sector Undertakings at the
highest level. It was also proposed by Goyernment to keep a spe-
cial watch on indigenisation progress of the Company.

5.48 In spite of this, there was delay in achieving the expected
indigenisation level of 85 per cent for some of the equipment. The
Min‘stry intimated Audit in March, 1984, “Certain slippages in the
level of indigenisation planned were due to the inability of the in-
digenous industry to develop and supply intricate castings and
forgings. The spec.fication and degree of sophistication in respect
of these items had necessarily 1o conform to international standards
and this often involved delay”. The low achievement in respect of
LW 50 Haulpak was primarily attributed by the Minisiry to the
limited orders received for the equipment.

549 The Committee enquired about the special watch kept by
Government on indigenisation progress of the company: The BEML
in a written note have informed that indigenisation. progress is
closely monitored as under:—

(a) Review by CMD and the Directors on monthly basis.
(b) Fixing of time bound targets for the production Division..
(c) Report to the Board of Directors on half yearly basis,
(d) Report to the Ministry on Quarterly basis.

(e) Monitoring of approved phased manufacturing program-
me by DGTD before import clearance of CKDs and
components,

Consequent to the above measures the increase in indigenous con-
tent over the years for different models has been significant. For-
new models of equipment being introduced by the Company du.rlng
the last two or three years the initial indigenous content itself is t;t
an appreciably higher level compared to the past years. As a resu ;
of such -constant monitoring at different levels, not only levels o
indigenisation are accelerated but also the FE outgo has been kept
to the barest m‘nimum. | |
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9.50 Asked as to why the factor of degree of éoﬁhié't‘ication was -
not taken into account in iixing the target ‘year for maximum indi-
genisation, tne BEML have stateq that while lixing the target (yéar)
for maximum .ndigenisation, Company was aware of the fact that
iniricate;sophisticated components were to be developed by venders
to achieve the targets. However, Company adopted an optimisiic
approaca with a view to reach higher levels of achievement.

5.51 The Audit have reported that the collaboration agreement
for wheeled equipment conciuded with WABCOQO in October 1962
had to be ‘extended from November, 1972 twice by a period of 5
years each, as the expected level of indigenisation (85 per cent)
was not achieved. Out of 8 models taken up for production, 4
models were discontinued by 1983-84. Out of the remaining 4
models which were still production, the expected level of indigenisa-
tion has not been achieved in respect of 2 models by March, 1935
viz, Haulpak LW 50 and LW 85.

5.52 The Ministry informed Audit in December 1985. “The low
level of indigenisation in respect of LW 50{LW 85 was due to the
fact that the existing automobile ancillary industry in the country
could not develop intricate components of high degree of sophisti-
cation to conform to international standards and their un-willing-
ness to develop on account of low off-take of equipment during
the year.” . |

5.53 The Committee desired to know the latest position in regard
to achlevement of envisage 85 per cent level of indigenisation
of Haulpak LW 50|LW 85. In a written note, the company informed
that -the level of indigenisation achieved in respect of LW 50 was
981.96 per cent as of 30-9-87. In case of LW 85, an indigenisation
level of 50.89 per cent was achieved in 1984-85 after which date:
this equipment had not been produced for want of orders.

5.54 When asked about the reasons for not achieving the envisag- -
ed 85 per cent level of indigenisation in respect of other equipments
also, the representative of BEML during evidence stated:—

., ®It is true that In certain of the products, we are not a!:le-
" to reach that level of 85 per cent indigenisation which
_definitely has been our overall objective. We want to-
achieve not only 85 per cent indigenisation but 95 per f:ent:
to 100 per cent. But the problems are of slightly diffe-
rent nature. The quantitative demand is not of the same-
magnitude for the ‘products that we are manufacturing in:
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the country, If you take equipments like the 35 tonnes

dump. truck or D 80 Dozers, certainly there is a demand
to the tune of 200 pieces in a year. We are able to
manufacture them. There are economies of scale in pro-
duction. If we want to achieve indigenisation or to
attract vendors to make them in our country, there are
two conflicting requirements. One is the sophisticated
specification  and these are not components which
are manufactured to the general automotive specificationg
but a higher level of specification,

The other constraint is that the quantities that are involved
have been definitely less. The industries like the forg-
ing industry on whom we depend, the steel foundaries
etc. are essentially first targeted to the automotive indust-
ry which has got a recurring and higher quantity of de-
mand. Our requirements are of larger sizes, smaller
quantities, higher degree of specification. Unless the
infra-structure in the country develops to the expectations
which were envisaged at the time of preparation of the
corporate plan, it is not possible to make them. Other-
wise, we have to create all those facilities indoor and if
such facilities are created inhouse, then the optimum ex-
ploitation will not be there. That is the reason why
there have been difficulties for us particularly in respect
of equipments where the quantity bought is less: Last
year, we have introduced equipment with as high as 45
per cent indigenous content. Notwithstanding depend-
ence on the automotives, indigenous vendors also have a
good volume of business with us now on account of higher
turnover. Sometimes make pattern equipments at our
cost and get these items developed. The capacity to be
achieved is 85 per cent today. We are start'ng with 40
per cent today. A few years back, the supporting
Infrastructure in the countny had not been to this extent.”

5.55 As regards non-achievement of 85 per cent level of indigeni-
sation in respect of some equipments within the s‘ipulated period,
the Department of Defence Production and Supplies have stat.ed in
a note furnished after evidence that on account of lack of suitable
infrastructure in the country for the supply of heavy duty cas_tings,
forgings. Hydraulic pumps, cylinders, transmissions etc., the pace
of indigenisation of BEML’s products was slow till about 1.980. The
problem was aggregated due to the stringency of the specifications
on the one hand and the limited off take by BEML on the other.
" 'With the progressive development of the Company's own manufac-
turing facilities for various type of gears, transmissions, hydraulic
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system components like cylinders, pumps etc., and also the progres-
sively increasing quantitative off-take, it has been possible in the
recent past to give a greater thrust towards indigenisation. While
in earlier years it used to take 10—12 years to achieve an indigeni-
sation level of 80 per cent today’s thrust of the Company is in achie-
ving this level within a period of 5 years, and a commitment to this
effect is given to the DGTD in respect of all new equipments taken
up for manufacture. 'In fact the new items are being introduced
with initial indigenisation level between 35 to 40 per cent which is

fairly high. : 148

5,58 When enquired about the foreign exchange savings as &
result of indigenisation during the last five years, the Department
furnished the following figures in this regard:—

Year Rs. in crores
1982-83 69.90
1983-84 . . . 81.50
1984-85 . . . . 132.10
1985-86 . . . . . . . 154.80
1986-87 . . . . . . . 187.50

5.57 In regard to future programme of indigenisation, the Com-
mittee enquired about the future plans of the Company. The Com-
pany in a written reply have stated that for all new equipment in-
troduced, the Company was committed to DGTD for a phased manu-
facturing programme to achieve around 80 per cent level of indi-
genisation gradually within a span of 5 years and was actually
striving to perform better than this.

5.58 Asked as to what efforts were being made by Company for
achieving maximum level of indigenisation within shortest time

possible, the CMD, BEML during evidence stated:
“We are reviewing every month at our level and every quarter
at the level of the Board and at the level of the Ministry
in respect of each one of the models.”

559 When enquired about the machinery in the Ministry for
monitoring the progress of indigenisation programme of various
equioment manufactured by BEML, the Department of Defence Pro-
duction and Supplies in a note furnished after evidence have stated
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that the progress of indigenisation, against the pre-set targets, is

Teviewed on quarterly . basis at .the Corporate level (i.e. by the
Board of Directors). Aspetts of production relating to indigenisa-
tion are also discussed in the performance review meetmg taken by
RM|RRM. Besides this while examining the proposa's for the
release of foreign exchange to meet the production requirements,

the plans and ach.evements of indigenisation are subjcted to a de-
tailed examination.
¥

F. Machine Utilisation

5.80 According.to Audit, the product-mix for each of the year is
determined on the basis -of the Marketing Division’s assessment of
customers’ requirements. On the basis of the product-mix s0..deter-
mined, the load impinging on various machine centres|work centres
is examined and the indigenisation level planned. On this basis, a
load analysis (shop-wise and machine centre-wise) is prepared’and
further examined based on availability of capacity in critical machine|
work centres. Details of the total machine capacity in the 3 manu-
facturing shops in each of the Earth Mover and Railcoach Divisions
and the unutilised capacity, on the basis of the estimated load as
per the load analysis during 1979-80 to 1986-87 (as furnished by the
Company and the Ministry) are as under:

L%

Particulars o Total Unutilised  Percentage
: -+, . machine capacity of ynutilised
© - capacity capacity to
(Hours in lakhs) total machine
- capaeny
1 | T2 3 4
s ey
1. Earthmover Division
Machine Shop
197980 . . . . .. . 1192 5.53 46.40
198081 . . . . . ... 119 .93 42.64
198182 . . . . . . um 2.51 21.33
198283 . . . . . . 1nm 1.95 16.57
1983-84 . . . . . . 8.4 0.70 8.32
198485 . ¢ . . . . 3.42 0.51 6.06
foss86 . . . . .. . &m 0.4 501

198687 . . S0 . o 1008 w6 6.0




1 2 3 4
Gear Shop -
1979-80 4.68 2.98 63.68
1980-81 4.75 2.93 61.69
1981-82 4.82 2.02 41.91
1982-83 4.82 2.05 42.54
1983-84 4.43 2.17 48.99
1934-85 4.43 0.71 16.03
1985-86 4.54 0.92 20.27
1935-87 4.43 0.89 ' - 20.09
Plate Shop

197980 . . 0.58 009’ 15.52
1980-81 0.61 0.11 18.04
1981-82 0.58 0.02 3.45
1982-83 0.58 0.08 13.80
1983-84 . .
1934-85 2.52 0.44 17.49
198586 . 2.52 0.21 8.33
1935-87 2.27 0.10 4.41

Al Rallcoach Division

Mchine Shop

198182 . . 4.57 1.28 28.01
198283 . . 4.57 0.42 9.19
1983-84 4.57 0.39 8.54
1934-85 4.61 0.05 1.08
1985-36 464 (-Xx:0.16  (=)3.45
198687 . . 4.25 0.01 ?0.24
‘Sheet Mztal Shop

1931-82 1.84 0.66 35.87
193283 1.84 0.47 " 25.55
'1931-34 1.84 0.35 19.03
1984.85 “1.84 0.20 10.87
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1 2 3 4
1985-86 . . . . . . 1.76 0.14 7.95.
1986-87 . . . . . . 1.48 0.12 8.11
Material Preparation Shop

1981-82 . . . . . . 0.94 0.39 41.49
1982-83 . . . . . . 0.94 0.15 15.96
1983-84 . . . . . . 0.94 0.21 22.34
1984-85 . . . . . 0.94 0.15 15.96
198586 . . . . . . 6.79 0.00

1986-87 . . . . . . 0.86 0.12 13.9%

Nors: Unutilised capacity represents difference between total machine capacity and
the estimated load as per load analysis. pe

5.61 It would be seen from the above table that the unutilised
machine capacity in the Earth Mover Division during 1979-80 to-
1986-87 ranged from 5 to 46 per cent in the Machine Shop, 16 to 64
per cent in the Gear Shop and 8 to 18 per cent in the Plate Shop.
Similarly, in the Rail Coach Division the unutilised capacity during:
1981-82 to 1986-87 ranged from (-)3.45 to 28 per cent ih-the Machine
Shop, 8 to 36 per cent in the Sheet Metal Shop and 14 to 42 per cent
in the Material Preparation, Shop.

5.62 In this conection, the Ministry intimated Audit in March,
1984 «...... Taking into account the inevitable problems of capa-
city balancing in different work centres for a multi-product situa-
tion as this and the achievable labour efficiency, a utilisation of
60 per cent to 65 per cent of th> capacity is considered an efficient
capacity utilisation.”

5.63 The Committee enquired whether the problems of capacity
balancing in different work centres and fixing norms for achievable
machine utilisation were insurmountable. The BEML, in a written
note have stated that in contrast to a process industry, in the heavy
engineering industry, particularly, of the nature of BEML where-
only batch production is resorted to and a variety of equipments
have to be produced in relatively small quantities annually, cer-
tain amount of imbalance in the plant capacity amongst the
different work centres is inevitable on account of the fact that a
number of processes are involved in the manufacture of any parti-
eular component and the load impinging on different work centres:
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is not uniform. The Company’s efforts are always directed towards:
full exploitation of high costs work centres. Notwithstanding this,
there are certain inevitable situations where equipments have to-
be installed even if there is no full workload on account of the
fact that the concerned process happens to be an intermediate oner
between other processes and due to non-availability of such suit-
able facilities in the vicinity of the main plants. In view of this,
complete balancing of the facilities in an industry of our type is.

difficult.

5.64 Asked about the comments of the Ministry in this regard,
the Secretary of Department of Defence Production and Supplies.

during evidence stated:

“I have given thought to this problem. In a multi-product
engineering company I do not think it is possible to fix
shop floor wise capacity. I also tried to find out if there-
are any technical guidelines available somewhere. In
the short time available to me I have not been able to
find them. Moreover, we must also see whether the-
effort would be commensurate with the result. The Plant
and equipment in any factory consist of a variety, Some
are tools. There will be no 100 per cent utilisation of"
tools. Even if you need a tool for making only one item,
you have to get it. In regard to maintenance machines
also the utilisation cannot be 100 per cent. The same
will apply to jigs and fixtures. So, in my opinion, to fix
a shop-wise capacity in an engineering company is not
‘feasible.”

5.65 According to Audit, as the Company does not generate-
machine-wise/machine centre-wise utilisation data, to enable com-
parison with the planned load as per the load analysis, the actual
rsiiiies;tion of the available machine capacity could not be ascer-

5.66 The Ministry also intimated Audit in March, 1984: “....
The planned load is based on available capacity, and imports/
indigenous purchase of components is resorted to only in respect
of items which are not developed and for which facilities are not
available. Thus, if planned targets are realised, it would ipso facto
signify an optimum utilisation of available machines. Still, how-
ever, the Company is planning to introduce a system of compiling-
utilisation data in respect of high value and critical machines.”

5.67 The Committee enquired whether the Company has since-
introduced a system of agcertaining the actual load shop-wise to-
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‘have a realistic percentages of machine utilisation. In reply, the
BEML in a writlen note have stated that the Company had intro-
duced machine idle time analysis cards on which is recorded details
of machine idling due {o various reasons including machine break
downs, power failures, want of operator, want of load etc., The
Management has been utilising the resultant data for analysing
the utilisation of the machines and taking necessary corrective
action. However, it is accepted that this card does not give details
of actual machine utilisation but is an indicator of the availability
of the machine for utilisation, which has always been compared in
relation to the load impinging on each work centre.

568 In this connection, the Committee wanted to know as to
whether the proposed system of compiling utilisation data in respect
of high value and critical machines has been implemented in res-
pect of all such machines. The BEML in a written note have in~
formed the Committee that in April, 1984, the Company introduded
machine utilisation cards for critical and high value machines as an
experimental measure. In October, 1986 the format of the card has
been further refined to incorporate the work order reference,
planned load and utilisation data. The data is being analysed by
the Industrial Engineering Department and by the Divisional Head
to study the reasons for non-utilisation, if any, and to take correc-
tive action. In the opinion of the Company, the results of an
analysis through such utilisation cards are the same as the data

-available through the earlier system of Machine Idle Time Analysis
“Cards.

5.69 Asked about the results achieved on account of introduction
of the new system of compilation of utilisation data in respect of
high value and critical machines, the Secretary of the Ministry
~during evidence stated:

“On the basis of data generated on machine utilisation, the
Company will examine and discuss what can be done to
improve its utilisation. Whether the inhouse production
of some bought out components can be taken up of some

.jobbing of sub-contract work can be done for someone

else on it.”
4

5.70 The Audit has pointed out that records are maintained by
the Company only for breakdowns of machinery and maintenance
delays which are reported and monitored. Other operational daleys
are not recorded and monitored. Furthermore, unless reporting and
“monitoring of both the operational -and maintenance delays are
-done, control over machine utilisation would not be complete and



s

meaningful. The Committee were informed that the Company hss
introduced from April, 1984 the maintenance of utilisation cards
for selected machines of high value and those used for special
purposes. The Ministry is also reported to have informed the audit
in December 1985 that “The Company has formulated an .experi~
mental system for compiling utilisation data, for the high value
machines and it will be refined on the basis of experience gained.”

5.71 The Committee desired to know the number of high value
and special purpose machines for which machine utilisation cards
have been introduced. In reply, the BEML in a note have atated
that the number of high value special purpose and critical machines
identified for Earthmover, Division, Raileoach Division and Mysore
Division are 175, 29 and 16 respectively. The utilisation cards have -
been introduced for all these machines.

5.72 On being asked about the nature of experience gained so
far and whether the systém has been found to be satisfactory, the
BEML stated that the experience gained so far with the system has
indicated that it needs further refinement. The manual effort
itivolved by the first line supervision in compiling the data is
enormous, '

5.73 In this connection, the Ministry had intimated Audit in
March 1984: “The extent of utilisation ‘achieved in an industry of
this nature would not justify introduction of elaborate control
mechanism which would merely generate unproductive data and
entail heavy costs without commensurate benefit in terms of pro-
fitability.” The Committee enquired whether the Ministry’s view
in this regard was supported by the findings of any technical
authority or bedy. The Secretary, Department of Defence Produc-
tion and Supplies during evidence stated:

“Here I would submit for your consideration that the latest
management practice is monitoring by exception. But
here the audit seems to be pressing for maintaining the
record shop-floor wise. On the insistence of audit, the
company has started maintaining a record of high value
machines. But I still feel that in this fast changing
climate of management practice, there should be a little
flexibility on these issues. They have started keeping
data of the machines costing Rs. 50 lakhs and above from
1984. On an analysis of thé data it is'found that the
result prima facie are the same as obtained from data
they were maintaining earlier.”
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CHAPTER VI
FINANCIAL MATTERS

A. Inventory Control
Imports far in advance of requirements

6.1 The Company is reported to have been importing .raw
‘materials, components assemblies and complete knockdowns for
manufacture of earthmoving equipment. As lead time required
for supply of these items varied from 6 to 18 months, orders are
placed in advance so as to avoid production hold up. Some consign-
ments were, however, received in advance of delivery schedules,
depending upon the manufacturing programme of the collaborators
and availability of shipping facilities. This, coupled with the diffi-
oult ways and means position experienced by the Company, rendered
it expedient to keep goods in bonded ware-houses at Madras and
KGF, with a view to postponing payment of customs duty.

6.2 The number and value of items kept in bond at the end of
each of the years from 1979-80 to 1986-87 are as under:

—

As at the end of No. of items Value
(Rs. in lakhs)
1979-80 . . . 44 320.56
1980-81 . . . . 84 1437.65
1981-82 . . . . 36 987.01
1982-83 . . . 65 1754.06
1983-84 . . 113 841.44
1984-85 . . . . 108 1512.76
1985-86 . . B . o . 138 ) 980.80
1986-87 . . . N . . 9% 1140.07

- . ——.
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0.3 Age-wise analysis in respect of 90 items which remained in
bend as on 31st March, 1987 was as follows: — ,

No. of . Valye

Period ¢
“iterms " {Re. in

. lakhs) ..
12 to 18 months 19 139.56
6 to 12 months 35 467.01
Less than 6 months . 36 531.5%0
Total . . . . . . . . 90 1140.07

6.4 According to Audit, as the Company has been financing its
working capital requirements mostly out of cash credit obtained
from Banks, procurement of material far in advance of require-
ments resulted in payment of avoidable interest charges.

6.5 When the Committee desired to know the reasons for keeping
their imported goods in bonded warehouses for such long periods
thereby incurring heavy interest charges. The representative of
BEML during evidence stated:

“We have to always get ready with the goods and the bonded
warehouse is the facility which is being provided to all
the industries. I do not think that paying the rent of a
house which one is occupying calls for any criticism. So
we utilise these warehouses and pay rent. Notice of
some minimum period has to be given to the collabora-
tors. We cannot order today and get the things tomor-
row. We have to get ready with the goods so that
whenever any order is placed we could supply the goods
from the bond in warehouse otherwise we may have to
suffer loss.” 5

6.6 In this connection, the Committee pointed out that there
was need for a detailed and proper planning in this regard to avoid
prolonged bonding of imported goods in warehouses. The witness
stated:

“I beg to sumbit that it is only because of detailed planning,
: we are able to organise all these things in a proper
! manner. But as you know, it is not in our control totally.
! The customer has to pilot his requirements with Plan-
: ing Commission, Government, etc.”
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Mmmmm a5 t0 whethwr the Company
considered the feasibility of reviewing its policy of tmports in
advaiice oY reqiirement to minimise the incidence of proloriged
boading. The CMD, BEML during evidence stated:

we

“We have been making efforts that our collaborators instead
of accepting orders on annual basis may now place
orders more frequently. And also we are making efforts
on ourselves and planning our own operations better so
that we place orders for attachment of accessories and

when the customer places order on us rather than placing
them in advance.”

6.8 Flaborating, the BEML in a written note have stated that
the following course of action has already been implemented:

(1) Our Collaborators have been prevailed upon to accept
alternation in the delivery schedule to suit changing
market conditions. with an advance notice;

(ii) To the exteni possible placement of orders for attach-
ments on firm commitments from customers;

(4i) Placement of orders for GKDs of large value mainly on
receipt of firm commitments for equipment from the
customers.

6.9 When asked about the total exnenditure incurred due to
bhonding during the last five yoars ending 19£6-87, the BEML in a
writien note have stated that the interest charges incurred by the
Company during the last five vears ending 1986-87 due to honding
of goody are as under;

Mmn e 4 mme 4 e a ——a e o s A A A

" Year Rs. in lakhs
1982-83
1983-84 22.23
1984-85 96.03
l985~8'6 . . . 118.94
1986-87 . 77.48

g
v" "1
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6.10 In view of the above interest charges paid by the company
for bonding of goods, the Committee enquired from the Ministry
as to whether there was a need to have a relook at the provisioning
policy of Company to minimise the incidence of prolonged bonding.
The Secretary Department of Defence Production and Supplies
stated during evidence:

“These figures do show some abnormality. The position gince
the last one year cannot be so, for the simple reason
that the Customs have changed their law. You will not
have a case during the last 18 months or so. Under that
amendment, if you do not lift it within a certain time
limit, they are free to auction the goods.”

Elshorating. the witness added:

“T am not giving il as an  argument but 1 am only {trying
to analyse. This is not an unmixed evil. Partly, it is a
blessing for two reasons. We work on cost effectiveness
and proflit in the public sector. If we see it from that
angle 1 am giving my views cn this matter—The storage
chorges by the Customs for this bonding were 12 per
cent per annum. You will never get any cheaper storage
than this either hired or in the Company’s godowns. To
the extent you bond, you do not have to make immediate
payment for Customs duty. 1f you pay the Customs
duty, you will pay higher depending on the prevalent
bank interest. The only risk is possible deterioration in
quality and the possible increase in the rate of Customs
duty. In such a situation, the Customs duty is applicable
on the date of de-bonding. Om the other hand, by having
got it earlier in this situation of currency appreciation,
you have saved substantially on the exchange parity
rate. From the business proposition point of view, I do
consider it is not an unmixed evil. But otherwise ¥ do
agree that importing materials and then keeping them
in stock, whether in a bonded warehouse or in your
inventory requires a re-look. Certain measures have
been taken by the Company and we will request them 1o
keep these observations in view. For example the ii\x;{i‘)(,gt-
ing position in earth-moving equipment in the  Jast
three or four years has been such that these grdéxg Cpme
to you towards the end of the year. Some Departmen!s
and public sector units like Coal India, Jrrigaign  and
the Mines, place théir orders in January an "'i?xm{'}be

order to be executed in March. Why don’} “théy ¥sue
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.earlier? The orders do not flow well in time. If you
., ... cannot deliver within the short delivery schedule, you
! wil]l lose the business. The Company manufactures the
L equipment in a modular form. They do not fix the costly

- attachments like tyre and engines etc, They keep the
equipment ready. The moment the order comes, they
purchase the tyre etc. and deliver. You are to remain in
! business. This 18 a good practice. If we are to say
: first give us a firm order and then get the import, we do
. not know whether the ship sinks or not. If it is delayed,
L they will say ‘it will come within 18 months’. No one is

P golng to wait for you."
B. Lose due to non-recovery of interest

6.11 The Audit have reported that according to the terms and
conditions of the contracts for sale of earthmoving equipment, the
customers are required to pay 70 to 100 per cent of the value of .
equipment through their Bankers, on production of proof of des-
patch. But the terms and conditions do not provide for recovery
of penal interest for bills not paid by the customers within the due
date. Consequently on 402 bills (value: Rs. 81.13 crores) discuount-
ed with Banks and not honoured by the customers on due dates,
the Company could not recover from the customers overdue -
interest of Rs. 139.15 lakhs levied by the Banks during February
1979 to March 1987, i

6.12 The Ministry have informed Audit in December 1955:

“Though under terms and conditions of Supply Order pay-

‘ment of bills on presentation of documents through bank

is envisaged, there is no stipulation for payment of OD

interest due to delay in honouring the presented docu-

ments through Banks. The OD interest has accrued be-

- cause the Company has discounted bills to augment its

' working capital requirements. There would not be any
;1 OD interest had these bills not been discounted.”

‘ "'8.13 The Committee enquired as to whether the Company has
considered the feasibility of stipulation in sale orders for recover-
_ing of OD ‘interest from customers in view of the heavy interest
-burden involved. In a written note, the BEML have stated that
‘ genefélly, most of the customers do not accept the stipulation in
 the ‘sale order for 'payment of bills through bank. Even the Govern-
‘jm&nt ‘départments do not agree for effecting payment through in-
land letter of credit inspite of a decision of the Secretaries Com-
mittee. . Such of those customers who agree to effect payment
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through bank insist on a normal lead-time for processing -and
effecting payment, and they do not agree for levy of any interest
in case payment is delayed. Hence, the clause regarding: payment
of interest is not incorporated in the purchase orders by customers.
It would be helpful if the Government departments/Government
undertakings agree to effect payment through inland letter of
credit.

6.14 Asked about the opinion of the Ministry in this regard, the
Ministry in a written note have stated that this is not an issue
with which the Ministry is involved. However, the Board of Direc-
tors of the company are being asked to examine the matter.

C. Sundry Debtors

6.15 The following table indicates the vaolume and analysis of
book debts as at the end of each of the years from 1979-80 to 1986-8Ts

(Rs. in lakhs)

At tho end of Consi- Consi- Total Bad
dered  :ered debts

good doubtful written

off

1979-80 . ... 3008.45  45.97 3054.42 6.53
1980-81 . . 1805.43  75.74 1881.17  11.56
198182 . . . . 3733.46  100.79 3834.25 5.74
1982-83 . . .. 5496.50 132.95 5629.45  17.72
1983-84 6837.46  185.79 7023.25  18.14
1984-85 . . 14,836.46  201.32 15037.78  21.38
198586 . .+ . . . 16754.04 458.15 17212.19  57.84
198687 . . .« . . . . 196%2.11  613.13 20255.24  $9.52

6.16 Out of Rs. 20.255.24¢ lakhs due at the end of March, 1987
amount outstanding for more than one year was Rs. 2244.15 lakhs
and age-wise details are as under:

(Rs, in lakhs)
D uoumﬁd. for . Govt. Public Private Total
. "\ Deptts.  Sector parties
‘ companies
1 to 2 years . . . 723.67 147.20 52.12 . 922.99
2 to 3 years . . . . B.m 53.12  147.67 588,56
More than 3 years . . . 603.36 100. 51 28.73 . ?32_-60'

Total: 1714.80  300.83  228.52 2244.15
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"8.17 The Committee enquired about the reasons -for increasing
trend of ciitstandings ‘and ‘also the bad debts written off year after
year. The BEML in'a writtén note have stated that the leve] of out-
standings depend generally upon terms of payment accepted. In
earller years the Company could get an advance payment of 30 per
cent along with the order and balance 70 percent was payable on
proof of despatch. With certain Government Departments, 2 per
cent or 5 per cent was retained for payment after commissioning and
the balance was payable on proof of despatch. However in recent
years many of the customers are not accepting payment of advance
Certain major customers like CIL are retaining 20 per cent for pay-
ment after commissioning of equipment. Some Government Depart-
ments and also subsidiaries of CIL are insisting upon effecting 100
‘Per cent payment only after commissioning. These factors have
contributed to a higher level of outstandings in recent years.

6.18 As regards bad debts written off, the BEML have stated that
the amounts written off represents outstandings for 4 to 7 years
where amounts had been disallowed by customers for reasons such
as shortages, rejections, variations in rates, demurrage/wharfage etc.
Although, the debts written off have been increasing over the years
in absolute terms, the magnitude of Company’s operations has also
been increasing and the extent of debts written off comparatively
is not very high. !

6.19 In this connection the Ministry in a written note have stated
that in the past, Company did not take action to write off pending
exhaustion of all possible steps. Since all such actions have failed
to fructify into realisations of such bad debts the Company had no
option but to write off such debts as bad, hence the increasing trend
in the recent years.

6.20 Asked about the steps taken by the Company to realise huge
amounts of outstandings and also to obviate the recurrence of such
write offs in future years, the BFML in a writen note have stated
that the Company has a net work of Regional and District offices in
close proximity to the customers and these offices are following up
for payment on day to day basis. For this purpose specific officers
have been earmarked in each Region/District Office. Senior Officers
from HQ visit the Regional Offices and customers at regular interval
to ‘supplement the efforts of the Regional Manager. Wherever
necessary, the matter is taken up at the highest level (at the level
of Chairman). In certain instances, assistance from Ministry is also
taken for taking up the case with concerned Ministry. The position
of the outstandings is reviewed at frequent intervals by Directors/
Chairman at Board meetings and by the Ministry at quarterly Per-
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iom:weleviewueehngs Thus a steady pressure is being brought
on the customer for hnmaing Up the settlement of old outstandings.

621 In view of heavy outsta.ndmgs, the Committee enquired as
Yo whether the high level of ‘outstandings call for need to streamline
the procedural formalities and thereby setting right the existing
impediments in debt collection. The BEML in a written reply stated
that it was desirable to im) lement the decision of the Secretaries
Committee for effecting payment through inland letter of credit not
only by the Government Departments but also by the Governmen*
Undertakings.

6.22 On being asked about the nature of assistance rendered by
the Ministry to help the Company recover these huge outstanding,
the Department of Defence Production and Supplies have stated in
their written note that the Ministry has been writing to concerned
administrative Ministries for early settlement from time to time
‘based on Monthly Reports received from the Company. However,
there has been no significant improvement in the realisation of out-
standings. The majority of outstandings were from Coal Companies
whose own liquidtiy position is also largely affected owing to the
non-realisation of the dues from the Electricity Boards.

D. Exqeqsive Recourse to Cash Credit.

6.23 The Audit have stated that the Company has been availing
cash credit facility from Banks for meeting the workmg capital
requirements. While the Company availed cash credit at high rates
of interest, considerable funds of the Company have been looked up
in bonded inventories, surplus/non-moving stores and outstanding
debts. The details of cash credit outstanding, funds blocked up
avoidably and interest paid by the Company during 1979-80 to 1986-87
are given in the table below: —

Year Cash Inventory at the Book Interest

credit year ond - debtsat  oncash
s Keptin  Surplus/ heyear o
‘at t urplus

t'.g end bo?d non- (consi-  during the
-of the v moving  dered year

< : .ygar ) good)

MR ’ 2 3 4 s 6

T7cR 2808.04 32056 217.20 2((8.45  (C.!¥

1980-81 . 9299.16 1437.65  275.08 1805.43 401.63

-
' RIS
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198182 . . 4577.03  987.01  300.40 3733.46 687.80
198283 . . . . . 9960.82 1754.06 293.25 $496.50 1397.76
1983-84 . .. 13312.97 841.44 306.32 6837.46 2162.58
1984-85 . .. 13225.21 1512.76  397.35 7235.01 1955.0f
1985-86 . . . . . 12574.44 980.80 413.67 16754.04 1221.26
198687 . . . . 14135.01 1140.06 411.836 19642.12 1324.96

. TOTAL: 9451.58

—

6.24 It would be observed from the above table that interest paid
to Banks on cash credit availed by the Company during 1979-8¢ te
1886-87 amounted to Rs. 94.52 crores. According to Audit, the amount
of profits from year to year would have been higher if the incidence
of interest on cash credit had been minimised by collecting the dues
promptly and reducing the funds booked up in inventories. The
Committee wanted to know about the steps taken by the Company
to remedy such a situation. In a written reply, the BEML have stated
that the Company’s customers are mostly Government Undertakings/
Departments, who generally procure bulk of their Capital Equip-
ments during the third and fourth quarter of the year with the
increasing volume of production and in order to optimally utilise the
resources available to the Company, it is essential to even out the
production as much as possible right through the year. This coupled
with the fact that the Company produces most of its equipments
based on estimates of market demand and not against firm orders it
has become inevitable for the company to rely heavily on cash credit.
Despite the increase in turnover from Rs. 383 crores (1983-84) to
Rs. 506 crores (1986-87), the Cash Credit limit continues to be at
Rs. 129 crores from December, 1884. In order to reduce the level
of borrowings, the company has taken the following steps: —

(a) Introduction of Module production and regulation of high
value bought out items like Engines; Transmissions; Tyres,
etc. to be received just in time to match the final assembly

operations; ‘

(b) Development of multi gkill operations in the direct
workers which gives flexibility of deployment.

(c) Systematic follow up for collection of outstanding dues.



(d) Constant review of inventory and reduction of inventory
margins wherever possible;

The Ministry has been emphasising the need for reduction of inven-
tory and the sundry; debtors and these are being monitored in the
Production Review Meetings. !

6.25 When the Committee enquired about the suggestions of the
Ministry to remedy such a situation, the Ministry in their written
reply have stated that the levels of utilisation of Cash Credit and the
consequentia] interest burden are not conaidemd excessive for the
following reasons: — i

(1) The operations of the Company have considerably increas-
ed over the years;

(2) The Company hag been following a Production/Marketing
Strategy of manufacturing equipment in anticipation of
orders. Thie policy necessarily involves initiating advance
procurement action resulting in—

(i) Bonding of goods;
(ii) Items becoming surplus/non-moving etc;

(iif) Most of the sales of the company are to depend upon
the Government for their budgetary support and conse-
quentially there has been some delay in realisation of
the debt. However, in order to further improve ‘the
performance of the Company and to reduce the interest
burden, Company has been directed to minimise inven-
tory including bonding of inventory and expedite the
collections of debts.



PART It
CONCLUSIONS/RECOMMENDATIONS OF THE COMMITTEE

1. The Committee note that the Board of Directars of the Com-
pany in December, 1976 approved a Corporate Plin, covering inter
alia, environmental influences, mission, objectives, corporate strate-
gies and functional strategics as well as an action plan comprising
detailed year-wise targets for 1976-77 to 1980-81 and broad pro;e(t-
fions for the subsequent five year peviods ending 1985-86 and 1990-
91. Although the Bureau of Public Enterprises had issued guide-
lines as far back as in 1974 to the effect that each public enterprise
was required to formulate a Corporate Plan with formal ratification/
approval by the administrative Ministry, neither the Bharat Earth
Movers Ltd. (BEML) cared to obtair the approval of the Depart-
ment of Defence Production and Supplies to the Corporate Plan
approved by their Board of Directors in December, 1976 nor the
Department considered it necessary to ensure compliance with the
guidelines issued by BPE in this regard. The Department of Def-
ence Production and Supplies stated that as the composition of the
Beard included Government Directors and also in view of the fact
that a copy of the agenda was sent to the Ministry no separate refer-
ence for approval of the Corporate Plan was made to the Govern-
ment. The old records available in the Ministry do not suggest
that the Corporation Plan of BEML was formally ratified by Govern-
ment. At this stage the Committee can only express their regret
that since 1976 the Company has been functioning on the basis of
a Corporate Plan not approved by the Government. The Com-
mittee need hardly emphasise that specific approval of Corporate
Plan by Government was neces.ary to enable it to indicate the
direction that the Company should take and to have an overall
view of the production requirements,

2. The Committee are surprised to find that the Company had not
made a comprehensive review of achievements against the various
strategies, action plans, etc., laid down in the Corporate Plan but
only reviewed in 1980-81 (April, 1980) and 1985-88, the action plans
relating o introduction of new equipment in production, year-wise-

‘ 84



lon/aeles, oL eyuipment and W dicatorsiratios of pet-
foryppnce of efficiency, at the Board level, i&u m “:;:3‘:’&
nwmmnpnypmbymc»mmytﬁnm d_fia

bu-uguhﬂ,y:evnwmg{he performance and achievements of thé -
company, in_the background of the sirategies and actiod lﬂi’n’i Eﬁﬂ
out in the Corponto Plan even though a npec{ﬁa review might not”
thave been undertaken as comptohenswe, distmct and mdependent
exercise since ‘the growth rate had, by and lirge béen in conson-
ance thh the Corporate Plan.

3. The Commiitee are surprised to find that although the Corpo-
rate Plan had emvisaged the ivtroduction of Heavy vehicles during
1978-79, 40 ton. pipe layers meant for Mines and Petroleum produ-
cers during 1978-80, Hydraulic cranes by Octobeq: 1979 and 120
tonne Rear Dump trucks by 1985, these were not introduced till
1986-87. According to the Ministry the main reason for their non-
introduction was market demand not picking up as anticipated and
also various other factors. The Comimittee are not in agreement
with this view of the Ministry, They feel that the Company shou‘d
have worked out a systematic and uggressive marketmg strategy

4. In regard to 40 T Pipe Layers which was due for introduction
in the year 1979-80, only devclopmeni work, involving an expendi-
ture of R3. 2248 lakhs was completed by March, 1985, As siated
by the Company during evidence, at the time of finalisation of Cov.’
porate Plan in 1976, the Company expected on the basis of  their
market survey orders from the oil, gas field areas and coal sector,
but subsequenly the demand did not pick up as anticipated result-:
ing in deferring of introduction of 40T Pipe Layers from 1879-80 to
1988-87. Only 2 numbers were produced during 1986-87.  When'
enquired whether any specific commitment was obtained from.
ONGC for placing orders an BEML for 40 tdh pipe layers, the CMD
(BEML) during evidence stated:

“No; they did not give....we do not have any such document
to prove.”

The Comhmittee cannot but come to the conclusion that there was
no reasonable basis for assessing the demand for pipe layers at the
time the corporate plan was drawn up. The Committee feel that
iti the absente of any specific commitment from ONGC and frem
the ‘¢oal sector, the Company should net have ihcurred etpendim
on the dévelopmerit work te the tune of Rs. '22.48 lakhs.
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5. It has also been brought to the notice of the Committee thut -
ONGC and Gas Authority of India have placed orders on foreign -
parties and contractors for ercction of complete HBJ pipelines, whe -
have already got in their stock in their own country or in the third
" country such equipment/pipe layers, Omne of the clauses in the
contract with them provides that they can bring the equipments
(pipe layers) into India and utilise it for laying of pipelines for
HBJ or for any other such contracts. The Committee are informed
that the Company took up the matter with the foreign contractors as
well as the Gas Authority of India Ltd. for giving BEML an oppor-
tunity to supply those equipments and spares but the efforts proved
fuatile as the contract stipulated that the foreign party could bring
to India for their use whichever equipment they required and took
it back after completion of the project, Similar instances have
been quoted by the Company inthe field of hydro-power
and thermal power projects in which foreign contractors ‘were
allowed to bring such equipment required by them and re-export
them after the project had been completed. The Committee are
also informed that the CMD, BEML had met all eoncerned autho-
rities connected with power projects, big dams, multipurpose pro-
jects including the Secretary, Power and Chairmen of NHPC, CWC
and CEA and also wrote to them that hereafter the company
should be aliowed to ask the foreign comtractor to use the equip-
ments and spare parts supplied by BEML. The Committee feel
that the BEML should have approached the concerned authorities
in regard to the supply of pipe layers well before the finalisation
of agreement with the foreign contractors. The Committee would
urge the Government that in future a clause should be introduced
in the agreements that where indigenous capabilities were available
for supply of equipments and spare parts, they would use such
equipments and spare parts instead of importing such equipments
and re-export them after the completion of the project.

€. The Committee note that the production of heavy vehicles
meant for Defence Department was due for introduction in 1978-79
in Raileoach Division, with an envisaged production level of 95
numbers by 1980-81. It had not been taken up as the question of
entering into a collaboration agreement with the Czechoslovakion
Government was under consideration and the proto-type tractor was
under trials (December, 1985). In the meantime, 45 vehicles were
imported by the Defence Dcpartment in 1983 at a cost of Rs. 21.86
lakhs, The Committee have been told during evidence that these
heavy vehicles are still being imported by the Army. According
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to the Company, they were aware of General Staff Quality require-
ment (GSQR) of the Army in regard to heavy vehicles from the
very beginning. The Army was experimenting with various types
of heavy duty vehicles but had not come to any definite conclusion
as to which particular type of vehicle was required by them. The
Secretary, Defence Production informed the Commiftee during evi-
dence that the heavy vehicles which BEML wanted to introduce
and develop as per GSQR sometime in 1984 was given to the defence
services in 1984 for their evaluation and trials. The results of
those trials were yet to be received by the Ministry. When en-
quired as to how much time will be taken to evaluate wvehicles
given by the Company for trial, the Secretary, Defence Production

stated: —

“Final view has not yet emerged....These are matters which
involve huge financial implications, change in technolegy,
change in pattern and fuel efficiency.”

The Committee are constrained to point out that the production
of 95 heavy vehicles in 1980-81 itself was envisaged in the Corporate
Plan by BEML without having any specific consultation with  the
Army. They are also pained to note that even though the Ministry
were aware of the envisaged production of these heavy vehicles,
they did not direct the Army to give clear indication regarding their
requirement of such vehicles and the specifications thereof. Al-
though the proto-type of the heavy vehicle was given to the Army
by BEML in 1984, the Army has yet to take a final view in this re-
gard. The Committee are unable to appreciate the delay of almost
four years on the part of the Army in taking a final decision in the
matter. They are particularly concerned because the BEML has
the necessary infrastructure for development of such heavy duty
vehicle but the Army is not giving a clear indication in regard te
the model they are finally interested in whereas they have been
importing such vehicles spending the scarce foreign exchange. The
Committee hope that Department of Defence Production and Sup-
plies would take up the matter with the Army with a view to pur-
suing the evaluation and trials of heavy duty vehicles, the prototype
of which was supplied to the Army in 1984. The Committee are
afraid that such delays in evaluation and trials of futuristic vehicles
required by the Army might result in technological obsolesence
of the equipment and resultant loss to the Company. The Com-
mittee, therefore, recommend that the Government should perform
a constructive role in getting the requirement of Army finalised
soon and orders placed on BEML.



1. The Committee note that the restruetunng production faci-
litics in the existing factory at RGY, 5o s {0 Mi&t’ot’hepﬁnc-'
tion of only crawler qupment and seﬁ!ng up of a ntw ﬁéf&y
at Mysore at an estimated cost of Ks. 61 crores to cotinnence mapu-
facture of wheelod eqmpment from 1982, were among the stratég-hs
under the Corperate Plan. The new factory set up at ﬂlysore,
however, started commercial production only from 198586 Ae-
cording to the Company, due to msuﬁcient. demand for Earth Mov-
ing equipments the Company dnd not go ahead with the Mysore
project in a full-fledged manner. It was decided by the Company
after reassessing their market potential and market conditions that
KGF complex would continue to manufacture track type of equip-
ments like excavators, bull-dozers etc. and also the sophisticated
aggregates like transmissions, hydraulics etc. The production of
the wheeled equipment wounld be done at Mysore by utilising the
existing project sanetions and also by smooth transfer of produc-
tion (CKD’s) from KGF to Mysore. As against project sanction
oi Rs. 61 crores, the factory at Mysore was set up with an invest-
ment of Rs. 20.72 crores. The transport charges incurred on the
transfer of CKD’s from KGF to Mysore during 1985-86 and 1986-87
were Rs, 4.66 lakhs and Rs. 25.39 lakhs respectively which  had
marginally increased. the cost of production of wheeled equipments.

When asked ahout the reasons for creating separate faﬂl:tws at

Mysore inspite of infrastructure being available at KGF, the repre:
sentative of BEML during evidence informed the * Committee:

“while drawing the Corporate Plan, we had taken note of the need
in future for bifurcating the facilities from KGF to another factory

at Mysore where there are n lot of growth prospects. We thonght
that at one place if we start doing it, it will not be a streamlining
operation because the number of workers will be around ten to
twelve thousand at one place” According to the Company, the
creation of facilities at Mysore was delayed by the Company due to
recessionary trends in the International field of earthmoving induist-
ry and the slow growth of the national economy, the market de-
mand pattern did not behave in consonance with the expectations.

The Company considered prudent to adopt a cautious and careful
aporoach least the company is burdened with a heavy unutilized
capacity. The Company informed the Committee that the reces-
sionary trend in the International field of earthmoving industry was
a part of the general recession in the entire Eng‘ineering' Industrv

world- wide, which was essentially due to oil crisis of 1979. The
Commiftee cannot but express their concern over the faet that the
new factory at Mysore which was to commence manufacture of
wheeled equipment from 1982 as per the sirategy under the
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‘Corporate. Plan;-commenced production only from 1985-86 and
inetead ‘of investment of Rs: 61 crores as envisaged in the Corpo-
Tate: Plan, an: investment of Rs. 20.72 crores was ‘made.  This clear-
ly ‘shows -that: there was lack: of proper planning and anticipation
of the:futwee demand for wheeled equipment. The argument that
the delay in setting -up' thc new factory was due to recessionary
" trémds tn-the:international field of Earth Moving Industry and .the
slow “fruweh ‘of ‘the mational - ecenomy is too general in nature and
does not fully ' justify  limiting of facilities at Mysore. In Com-
mittees view the transportation charges of Rs. 25.39 lakhs incurred
by ¢he Company in 1986-87 on the transfer of compléte CKD's
Irem KGF {0 Mysore is not an insignificant amount. These charges
may increase: further in future. The argument given by -the xe-
presentstive of the Company that one of the reasons of creating
facilities: at Mysore was: that the number of workers at.. KGF
will beraround ‘10 to 12 thowsand at one place. The Commiltee
are surprised as to ‘how the - continuance of -facilities for..wheeled
equipment at KGF reconcile with this view of the Company.

8. 'The Committee note that the Company had set up production
fncilities progrecswelv in the Earth Moving Equipment Project to
keep paece with ‘requirements, phasing out the' capital investment
over a penod of 19 years from 1965—66 to 1983-84. The expenditure
incm'red to the end of ‘March. 1984 was Rs. 31.29 crores. The U.S:
consultants ‘to the préject sugzgested in May 1955 that a more detall-
ed dnd a spaciﬁe programnic be drawn up for nmplementimg the
Es¥th Mover project. Biit the Company neither prepsred a detailed
and a specifie ‘programme nor laid down a time schedule for imple-
mentation of the Proiect 5o as to monitor the lmplementation on the
basis of ‘accepted techniques such as PERT and CPM. 'In this ‘coni:
nevtion, ‘the Coiirmmn+ has *informed the Committee  that ‘the pro-
duct-mix  for which the canavitv was provosed to 'be ¢reated 'was
dmnglng ‘from time to time with ea~h nrotect revision. The Com-
pnity Hhas furthér informed that in view af the fact that the demand
was not growine as snticmhh-d ‘thav had +a nevforce go slow i in the
creution of facilities. Although =a w=ajact ghould he lmn'emen-'
ted without having any fime~ schednle for imtlementation, in
this particular case the exetntinn Af tha nrajéct in phaqeq and ‘to
the' extent necessary and renvired for moeﬁne’ the demand has
helped thé Company ‘in avoidirr buiMin-v un of idle capacitv. But
bv resorting“to close Thonitorine of prozresq of the nroiect, Com-
pany was able to create facilities for manufacture of a varietw., of
lnodels of earth movmg equipment which could meet not on'y the
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domestic demand but also to a certain extent overseas demand, The
PERT and CPM techniques were not frequently used in those .days
as they were less known and of recent use in India. The Secretary
of the Ministry attributed the absence of time schedule to piece-
meal sanctioning of the various phases. As regards monitoring of
the implementation of the project, the Secretary informed the
Committee that during those days when this project was sanctioned
or initiated in the Government or in the Government undertak-
ings either the awareness of these techniques (PERT/CPM) or the
desirability of introduction of such techniques did not exist. For the
first time the BPE issued instryctions on thf; vide their Circular
dated 30th March, 1970. The Committee have also been inforthed
that continuous monitoring of the project was effected through an-
nual capital budgets and revised estimates. In this connection, the
Secretary of the Ministry also stated: “I am not ruling out the possi-
bility of a PERT monitoring mechanism even on piecemeal sanction,
but its utility and its effectiveness in my opinion is bound to be
very poor if the project requirements were not sanctioned at onhe
go.” While agreeing to the importance of PERT/CPM techniques
for project monitoring, the Secretary of the Ministry agreed that
he would not dispute the importance and contribution of these tech-
niques to any management practice, The Committee regret to note
that the Company went on creating facilities in phases for 19 long
years for the manufacture of earth moving equipment without
drawing up any specific programme as suggested by the US. consul-
tants. The Committee totally disagree with the justification given
by them for not doing so on the ground that they had to implement
the project in a piecemeal fashion so as to keep pace with the
actual growth in demand. The Committee strongly feel that in
such a situation it was all the more necessary for the Company ¢o
finalise a detailed and specific programme for implementing - the
nroject. The Committee are also unhappy to note ‘that the Company
did not adopt the monitorine techriques such as PERT/CPM to
watch the implementation of the project. The reply ‘given by the
representative of the Company as well as Government that these
techniques were not adopted because of their awareness or the
desirability of the introduction did not exist, is most unsatisfactory.
The BPE had issued guidelines for adopting these techniques as
early as in March, 1970. The Company could have at least consider:
ed adoption of these techniques for monitoring the implementation -
of this project after they had received these guidelines. .

9..'1'!!'9 Committee note that in the context of inadequacy of exis-
#ng mdigmus sources for supply of castings and to increase  pro-
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duction of equipment with higher indigenous content, a Project Re-
port was prepared (August 1972), envisaging a capital outlay of
Rs. 355.75 lakhs (revised to Ks. 599.17 lakhs in June 1975), for
.establishing a captive foundry with an installed capacity of 3600.
tonnes per annum, capable of being further augmented by 1600
tounes per annum after providing additional marginal facilities. The
‘cost per tonne of in-house mnanufacture of castings and forgings ‘was
estimated at Rs. 10,081, Rs. 9,074 and Rs. 8,470 at capacity utlliu‘-
tion of 60 per cent, 80 per cent and 100 per cent respectively, as
against the estimated purchase price of Rs. 11,238 resulting in cost
advantage to the Company. The actual expenditure incurred to end
of 1974-75 was only Rs. 11.73 lakhs on the pattern shop building
meant for the foundry, which is, however, being used for housing
the Hydraulic Shop catering to R&D activities. Subsequently,
Government of Karnataka proposed in July 1975 to entrust to the
Company a private foundry run by Vignyan Industries Limited
(VIL), Tarikere, set up in 1970 and remaining closed since Decem-
ber 1974 hecause of mismanagement and shortage of funds. The
estimated production capacity of VIL was 1500 tonnes of steel cast-
ings p.a., subject to rehabilitation and augmentation of plant and
machinery (estimated cost: Rs. 106 lakhs). The VIL was rehabili-
tated with the assistance of financial institutions and became a dee-
med Government Company under section 619(B) of the Companies
Act, 1956 with effect from January 1975; it resumed working from
November 1975. Government of India, however, approved (April
1983) conversiongof VIL into a subsidiary of the Company 'by pur-
chase of shares to the extent of at least 75 per cent'of the total
shareholding at an approximate cost of Rs. 16.45 lakhs. Thus - the
proposal to establish a captive foundry took more than a decade to
materialise. Meanwhile the Company purchased from open market
during 1974-75 to 1983-84 steel castings to the extent of 14,881 ton-
nes (including 2763 tonnes from VIL) at the average purchase 'price
of Rs. 13,375 per tonne. Thus, due to delay in either ' establishing
a captive foundry or taking over of VIL, the expected cost advan-
tage was lost by the Company. The Committee also note that even’
as early as 1972, the Company had envisaged need for 3600 tonnes
of castings per annum but the actual consumption in ‘the 10 years
from 1974-75 to 1983-84 was only 14,881 tonnes i.e. an average of
less than 1500 tonnes per annum, In this connection, the Committee
have been informed by the Company that the need for 3600 MT
of castings per annum was envisaged in early 1972 based on the
production level of 850 earth moving equipment (at stablisation
level) and also for a production 'of 400 Railcoaches and taking an
average of 1500 tonnes over a long period was not correct. They
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envisaged thie progressive development and increase in regquivement
‘of ¢astings” upto’ 3600 tonnes -had been reached inthe yéar. 198384
and subsequently they have been using egsting to' the -tune of more
‘than ‘4008 tonnes. On the question of acquiring -feundry M/s,: Vign-
yan Imdustries” Limited, -whuse capacity- was-assessed ' at enly 1560
‘tonnes per annum after rehabilitation and augmeatMtsn~of glant
‘and " machinery at a-cost of Rs.106 - lakhs; as against’ estimmased
requirement of 3600 -tonnes per annum, the Cemmitiee dre-infermed
that ‘the licensed capacity of VIL was 3000 MT .of steel castings. The
‘Committee are' at a loss' to- understand- as: to why M/s.” Vigayan
‘Influstries Limited whose- instaHed ‘capacity ‘was only: 1500 -foimes
pet annum’ was purchased while the Company’s- need: as-énvisaged
in early 1972 was for 3600 M.Ts of casting - 'The Coninittee 'wre
censtrained to note that during the years"1985-86'and 198687 this
foundry produced only 581 tommes amd 1006-tonnes of' steek ¢ddtings
and treurred a loss of Rs. 8724 lakhs and Rs.' 57:34 #khs reépective-
ly. -As admitted by ‘the representative of:the ' Compuny the total
préduction of “this- Foundry may not exceed 1400 or ‘1500 thnnes
during ‘the- current year. The Committee are iost unirippy'to-noté
thet M/s. Vignyan Industries Limited has been sble to-operéte ohly
at 20 per cent of its capacity. To end of 1985-86 it imcurred 4 :Camu-
lative’ loss of Rs: 512.39 lakhs as aguinst its ' paid up- capital :-bf
Ral '45‘47 lakhs. -

'l.-‘he justification given by the representative of the Company-that
they eould not achieve full capacity -due to: inadeguate. supply ot
power does not convince the Committee in regard: to- the -dismal
performance of the Foundry. As against the consumption' of 4160
M.Ts in 1986-87, the Foundry produced :-only 1008 tommes'of - -steel
castings. The remaining quantity- had to be purchased from - the
open market. The Committee has, therefore, come td a1 inestmp-
able.. conelusion . that the ‘decision . to. purchase - Vigetyan 'Isidustries
Limited . was not commercially prudent. - They idesire:that 'the
Ministry- should hold an' enquiry as to at what: level -the :decision
to purchase this unff was taken amd what were ‘the ciifideretions
which .weighed for taking over this unit, - Phey would :also-dilee to
kinow as to why the. decision  in regard:to eshbhsbmg a aﬁwe
(nundty was shelved.

--\v_lo.‘,;]:he Committee note that. the tetal revenue and  capital -ex-
penditure. incurred -on R&D. upto March, 1987 was Rs. 1973.367lakhs
and: Bs. 1294.24, lakhs respectively. ..Out of the 43 develapment :gpro-
jects taken, up by the Company -during. the. period : Apwil; 2971 .40
Mazrsh, 1984, only 27 projects. were. corupleted to.the emd rof . 108284,
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The Committee also note that the Company did, poy draw. up-any

specific. scheduie on imports substitution projects for execution after

establishment of R&D in 1871. The Commitiee are-not satisfied.
by the reply of the Company that they. did not draw up schedule.
as they gave priority for absorption of technology avsilable threugh.
collaboration and indigenisation of collaborated praducts. - The

Committee on Public Undertakings in their 2nd. Report (5th: Lok,
Sapha) had strongly reconunended that the Undentaking shemld:
formulate research schemes with the specific purpose of -achieving.
objeclives for which the Research and Development Fund shad .been.
created including the Scheme to rapidly -indigenise the manufgqture

of components. The Committee are pained to note that.the Com-.
pany did take no serious note of this recommendation of the .Comn,
mittce, Delays in the completion of 18 prejects -ranged . fzam: 16
to 76 months. Had the Company drawn up schedule of import

substitution projects for the execution immediately :after: setting iup

R&D, they would have reduced the delays -in completion of-yarions .
projects. It is only now that the Company -draws. up .schedle.:
for both development of products and imports substitution. ., ‘The

Committee regret to note that, as admitted by the Secmutary, De-:,
partment of Defence production and Supplies, the ‘Ministry . ‘did:.
not evolve a regular mechanism for menitoring and evaluating:ze-..
sults of the various R&D projects undertaken by the . Company.

The Secretary also conceded that this has been a weak.area:as far:
a8 the Ministry level was concerned. The Committee hope ¢ that
as assured by the Secretary a regular monitoring mechanism. would °
now be cvolved in the Ministry for monitoring expenditure incairred -
by BEML on various R&D projects and for praper evaluatiosi~ef

results achieved by the Company in the field of R&D.

11. The Committee are constrained to observe that althewgh tlie
corporate plan emphasised self-reliance in the fields involvisg sop-
histicated technology, neither any 'appreciable progress' has been
made nor effective action tuken in fulfilment of this important ‘gor-
porate strategy even after a lapse of 12 years, This fact has‘been
admitted by the Secretary, Department of Defence Production when
he informed the Committee during evidence that one of ‘the itets
of concern was indigenisation.

12. The Committee note that one of the. Corporate strategies laid
down in the Corporate Plan of 1976 .was to -establish . engineering:-
capability for development and production of critical assemblies. with. .
high technological components like power shift transmissions. .snd. -
hydraulics etc. with a view to achieving self-reliance in-these Selds.,.
involving sophisticated techpology. A hydraulic shop was et up .
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in 1976 by regrouping the available facilitics and transferring cer-
tain machine teols and equipment (value: Rs. 23 lakhs) to produce
hydraulic components required for the production of earth moving
equipment. The Commiitee regret io note that from 1981-82 to-
1986-87 the value of in-house manufacture of hydraulic items was
only Rs. 8.88 crores as against outside purchases of about Rs. 40
trores, The Company is deriving satisfaction from the sudden
increase in value of production eof hydraulic components from
Rs. 1.72 crores in 1985-86 to Rs. 4.03 crores in 1986-87 and expects
to reach a level of about Rs. 7 crores in 1987-88. The Committee
feel that had the Company made serious efforts and organised them-
selves in a better manner in the past years to improve their share
of production of hydraulics, their in-house prpduction would not
have been a small fraction of their total requirements.

13. The Committee note that the collaboration agreement with
M/s, Komatsu, Japan for the manufacture of diesel engines by
BEML was approved by Public Investment Board (PIB) and
taken on record by Government on 15-7-1985. The Ministry inti-
mated Audit in December, 1885 that the BEML’s proposal for hav-
ing its own captive Diesel Engine Plant was in final stages of ap-
proval. However the project could not be cleared because of
certain objections raised by the Ministry of Industry and the DGTD,
who have now finally agreed to the proposal. The Committee find
that M/s Kirloskar Cummins Limited, Pune are the omly manu-
factuiers of Diesel Engines which can be fitted in equipment sup-
plies by BEML, to its customers. The BEML has been facing a
pumber of complaints from customers including the Coal India
Limited of serious performance deficiencies and in every case of
sew equipment the period of stabilisation has been unduly long
resulting in growing customer dissatisfaction. The Committee
cannot but express their deep concern over the delay in sanctioning
of the Diesel Engine Projeet particilarly when the project for manu-
facturing of Engines had gained currency as early as December,
1985, The Committee hope that no precious time would now be
lost in clearing Diesel Engine Project.

14. The Committee note that although regular production in the
Company commenced in 1968-69, the rated capacity of Earth Mover
Division has not been fixed either in terms of physical output or in
standard mahours (SMH) after taking into account the production
facilities progressively set up. The Committee are unable to agree
with the BEML that since they are manufacturing a variety of
heuvy dufy engineering equipments with very little commonality
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between them in regard to size and time taken for processing of
components, it was not possible to fix capacity in such a manner:
and that there was no other guide for rated capacity than an asses-
sment of the work content. In fact, the Company has now work-
ed out a national capacity in terms of standard man hours from
1979-80 o 1986-87 based upon a proportional warking in relation to
the progressive expenditure on plant and machinery actually made
from time to time and working backwards from the year of comple
tion of the project for 890 equipments viz. 1985-86. As conceded
by the Secretary of the Ministry, capacity of the varied product mix
could be fixed in terms of standard man hours based on industrial
engineering studies. Thus, the Committee desire that based on
industrial engineering studies. the company should fix the capacity
in terms of standard man hours, even in the product-mix situations
like that of the company. The SMH capacity so fixed should be
formally documented and compared with the actual capacity utilisa-
tion to have realistic assessment of the performance of the company
and reported to the Committee within six months of the presenta-

tion of this report.

15. The Committee also find that although the Company is pro-,
ducing spares but their capacity in terms of SMH has not been
fixed. The Committee are not satisfied by the explanation given
by BEML that *fnce the work content involved in manufacture of
complete equipment was relatively much higher than that required
for production of spares, which were miostly confined to moving
and weating parts, there was no need to specifically create additional
capacity for spares and the requirement can be met by resorting to
overtime work etc. The Secretary of the Ministry stated during his
evidence: “....The basic question which the audit is putting Is
that, why are you not fixing the capacity for the production = ©of -
spares?” The company’s answer is that we have never created any
capacity as such for spares. Therefore, we cannot fix it. It is
the viewnoint of the Company. I am not saving that I accept
it or that it should be accepted....I personally feel—apart from the
argument and the logic thereof—and I would also suggest to the -
Company that thev should give a re-look to this problem and come
out with alternatives which are possible and also how to tackle it.
I provose to write to them immediately after my submission before
the hon. Committee as to what ‘are the possibilities, how best we
can try to satisfy audit. We would try to find a realistic solution. .... .
these days whenever we sanction a project for manufacturing so
many original equipments, the percentage of spares is also mention-’
¢1. This is so in Ordnance Factories”. The Committee would, -
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therefore, ‘like: BEML: to clearly specify in terms. of standand man-
heurs - ithe: capacity for spares so as to have a realistic assessment
of utilislion -of : their capacity.

16. The Committee note that the rated capacity of 270 rail-
coaches per annum of the Railcoach Division of the Company was
expanded to 400 railcéaches by 1975-76 at a cost of Rs. 211 lakhs,
based on. an exparsion project for increasing the capacity of the
Division, which was approved by Government in December, 1970
(Estimated cost.Rs. 213.65 lakhs). Though the Railway Board
intimated .in April, 1974 a cut back on orders for railcoaches, the
Company .went ahead and raised the plant capacity to 400 rail-
coaches on the ground that hulk of the commitments on civil works,
plant and machinery were :lready made. The Committee regret
to mote that as against the rated capacity of 400 railcoaches per
annum, the actual production of the Division ranged between 184
to 350 railcoaches per annum from 1979-80 to 1986-87. Even after
12 years, the full capacity of 400 coaches has not been utilised, by
the Company. The Committee are unable to comprehend such a
situation as on one hand there is acute shortage of rail-coaches: in
the country and on the other hand established capacity of BEML
for rail coach manufacture is not fully utilized. The Railways
have .to invest in _expanding their coach manufacturing capacity
whereas BEML has to diversify to utilize its capacitv, The Com-
mittee consider such a sovrv. state of affairs due to Tack of proper
dialegue between the Ministry of Railways, Ministry “of Defence

and BEML.

T7."The Committee find that as against the sanctioned capacity

for the manifacture of 850 earthmoving equipmient upto 198081 and .

890 theresfter, the earthmover division produced 950 equinment ‘in

1981-82;- 1131 'in ‘1982:83. 939 'in 1983:84, 1004 in 198485 -and- H24 in

1988486 ‘feepoctively. The percentage of imported comwonents to -

total consumption of comwonents has increased froin 45.53 ver cemt

in 197989 to 61.37 per cent in 1985-86 ns also the vslue from Rs. 25.08

crorés 'to Rs.7133.65 ‘crores during the same weriod. According to

Audit, the utilisation of high neérdentage of comnonients from outside

sotrees to nchieve highér rate of productioh nlso resulted in under

utilisatiom of nreduetion facilities established in the eompanv. The -

pereorstage ‘of in-house manufacture of components of the Comvany
came &own from 15.17 9n 1979-80 to 9.04 in 1985:88. The Commit-

tee -recomimend thut the Cothnany should take nenesshry mensures -~
to ‘ensure thiat the foreign ‘ex~hange outgo shonld he ‘as Tittle ns pos-
sible-vnd #n ‘mo case it should be enceuraced. The impert contemt

in $lio oyanwfacture of equipments should therefore be brought '‘down

-
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to the barést minimuii. The Cémmittee would like 4 close watch
to beé kép} on thé iimports of components equipinent-wise:

18. The Comriittee note that the Company lmhally shrted pro-
duction of earth movirg eqmpments with low mdigenous content
to be mcrmed prokressively with the assistance of collahorators
In some cases the agreements were extended speciﬁcally to attain
this objective. l-lowever, the extension.s of such akreements due
to non-achievemeéiit of exbected md:gemsatlon levels led to conti-
nual 1mport of components Several products developed by the
Compiany were also produced with low mdigenous content mitlally
and progressively increased thereafier. From the mformahon fur-
nished to the Committee by the Company, it is observed that in case
of the equipments like Haulpak LW 50, D 355 A-3 Dozer, D 155 A, Do-
zer G.D. 605 Motor Grader either ihe level of 85 per cenl lndlgenisa
tion has been achieved after the target year of maximum iiidi'gem-
sation or has not been achieved at all so far. in case of new equip-
ments mtroduced in 1984-85 like D31, HD785, PC650 and PC300
Hydraulic Excavators, there was no signiﬁcant progress made by
the Comipany to achleve mﬁv‘ciinum mdlgemsahon The Commlttee
are informeg that there was a delay in achlevmg reqmred mdigem-
sation level for some of the equlpinent because of specifications and
degree of sophlshcatnon in respect of certam items, The bom-
mittee are surprlsed at the reply of the Combany that they adopted
aii optimistic approsch with a view to reachmﬁ high levels of
achievement. In Committee’s view they shouid have taken the
factor of degree of sophistlcation into account while ﬁxm,g the tar—
get yedr for maximiim mdxg‘émsation The Committee hope that
as assuréed by the Coihpanv, they would aclueve the indngemsation
level of 80 per cent within & beriod of .5 year as against the
10—12 yedts taken by theni i earller years. The Com:
mittee need hardly stress their earlier recommendation made in t]:exr
2nd Report (1971-72—5th Lok Sabha) that the pace of indigenisa.
tion progress needs acceleration.

19. Thé Committ‘:e note from the details of machiiie utilisation
tirnished by Audit &nd the Conipany thiat the dnufilised mnchine
capacity in the Eairth Mover Division dilring 1979-80 to 1986-87 ranged
h‘om 5 to 46 per ceilt in the Machkihe Shop, 16 to 64 per ¢ent in the
Gear Shop aiid 3 té 18 per cenit in thie Plite Stiop. In the Rail
Caach Division the anutilissd capiicity dliriink 198182 to 1986-87 ringed
from (—) 345 to 28 per cent in the Machine Shop, 8 to 38 per-
cent in the Sheet Metal Shop and 14 to 42 per cent in the Materinl

599 LS—8
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Preparation Shop. The Ministry have informed Audit that the low
machine utilisation was due to the inevitable problems of capacity
balancing in the different work centres for multi-product situatio..
Although the Company havc introduced machine idle time analysis
card, this card does not give details of actual machine utilisation. It
is only an indicator of the availability of the machine for utilisation.
The Committee feel that such a system would not be useful in com-
puting the actual machine utilisation. The Committee, therefore,
recommend that a system should be evolved in the Company with
the help of “Industrial Engineering Studies”, so that the actual
machine utilisation of all the machines installed in the Company
could be ascertained accurately for comparing it with the available
machine capacity.

20. The Committee also note that the Company has introduced
machise utilisation cards for critical and high value special purpose
machines in respect of 175, 29 and 16 machines in Earth Mover Diyi-
sion, Rail Coach Division and Mysore Division respectively costing
Rs. 50 lakhs and above, as an experimental measure from April, 198
In October, 1984 the format of the card has been further refined to in-
corporate fhe work order reference, planned load and utilisation data.
The data is being analysed by the Industrial Engineering Department
and the Departmental Head to study the reasons for non-utilisation,
if any, and to take corrective action. According to the Company,
the results of an analysis through such utilisation cards aré the same
as the data available through the earlier system of Machine Idle
Time Analysis Cards. The Committee, therefore, desire that the
system of machine utilisation cards for high value special purpose
and critical machines should be further refined-so as to give more
precise utilisation data, They also desire that the possibility of com-
puterisation of the compilation of machine utilisation data may also
be explored.

21. The Committee are constrained to note that as on 31st March,
1987, 90 items valuing Rs. 1140.07 lakhs were lying in bonded ware-
houses. Out of these 90 items, 19 items valuing Rs. 139.56 Iakhs were
lying for a period of 12 to 18 months, 35 items valuing Rs. 467.01 lakhs
for a period of 6 to 12 months and 36 items valuing Rs, 533.50 lakhs
for less than six moenths. In justification of bonding of goods for
such a long, time, the representative of the Company stated in evid-
ence : “Notice of some minimum period has to be given to the colla-
borators. We cannot order today and get the things tomorrow. We

-
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have to get ready with the goods so that whenever any order is
placed we could supply the goods from the bond in warehouse other-
wise we may have to suffer loss.” Although the Company is stated
io have taken certain remedial measures for minimising prolonged
bonding of goods but the interest charges paid due to bonding of
gouds were as high as Rs, 314.68 lakhs during the period 1983-84 ) to
1986-87. In this connection, when the Committee enquired whether
there was a need to have a relook at the provisioning policy of Com-
pany to minimise the incidence of prolonged bonding, the Secretary
of the Ministry conceded during evidence: “...... I do agr that
importing materials and then keeping them in stock, wheth
bonded warehouse or in your inventory requires a rel
Certain measures have been taken by the Company and we will re-
quest them to keep these observations in view.” The Committee,
therefore, recommend that as the Company has been financing its
working capital requirements mostly out of cash credit obtained from
Banks and procurement of material far in advance of requirciments
resulted in payment of avoidable' interest charges which are quite
substantial, the Company should so plan their provisioning require-
ment as to minimise prolonged bonding of items thereby reducing
the locking up of funds on inventory.

22. The Committee find that as per the terms and conditions of
the contracts for sale of earth moving equipment, the customers are
required to pay 70 to 100 per cent of the value of equipment through
their Bankers, on production of proof of despatch. But the terms
and conditions do not provide for recovery of penal interest (OD
interest) for bills not paid by the customers within the due date.
The Committee regret to note that consequentially on 402 bills
(valued at 'Rs. 81.13 crores) discounted with the banks and not honou-
red by the customers on due dates, the Company could not recover
from the customers overdue interest of Rs. 139.15 lakhs levied by
the Banks during February, 1979 to March, 1987. According to the
Miniséry the OD interest has accrued because the Company has dis-
counted bills to augment its working capital requirement. There
would not be any OD interest had these bills not been discounted.
The Committee have been informed by the Company that most of
the customers including the Government Departments do not agree
to the incorporation of clausc regardmg levy of any interest charges
in the case of delayed payment hy them. In this connection, the Minis-
try has informed the Committee that the Board of Directors of the
Company are being asked to examine the matter. The Commitiee
trust that the mntter has since been consrdered hv the Board of
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Directors of BEML with a view to stipulating in sale orders for re-
covering OD interes{ from customers in view of the substantial inte-
rest burden involved.

23. The Committee regret to observe the increasing trend of out-
standings as well as the bad debts written off. At the end of the
vear 1986-87 the outstandings and bad debts written off ameunted to
Rs. 20255.24 lakhs and Rs. 59.52 lakhs respectively. The main reason
for&vy outstandings as advanced by the Company is the retention

er cent of payment by major customers like CIL to be paid
after commissioning of the equipment. Some Government Depart-
ments and also subsidiaries of CIL are insisting upon effecting 100
per cent payment only after commissioning. As regards assistance
rendered by the Ministry for the recovery of huge outstandings, the
LCommitiee have been informed that the Ministry has been writing
to concerned administrative Ministries for early settlement from time
to time but there has been no significant improvement in the reali-
sation of outstandings. The Committee desire that as the major
customers of the Company are the Government Departments/Public
Sector Undertaking. all possible measures should be taken to stream-
line the procedural formalities to set right the existing impediments
in debt collection.

24. The Committee note that the Company has been availing cash
credit facility from Banks for meeting the working capital require-
ments. While the Company availed cash credit at high rates of
interest, consnderable funds of the Company have been locked up in
bondt;cl mventorncs, su;:plus/ non-moving stores and putstanding, debts.
',l‘he Committee are distressed to not: that the, cash credit gutstand-
ing at the end of the year 1986-87 hag been as high as Rs. 141.35 cro-
res and the interest pald on cash credit from the year 1979-80.to 1986-
87 amounted to Rs. 94.52 crores. They are not convinced of the reply
given by the Goverpment that the levels. of utilisation of eash credit
and the consequential intercst burden are not considered excessive
on account of the Company’s Production/Marketing strategy of manu-
facturing eguipment. in, anticipation of orders, Inspite of the
directions given by the Ministry to the Company to minimise inven-
tory including bonding of inventory and expedite collections of debts,
the Committee do not see much improvement in the situation. They,
therefore, rgcommend that Company and the Ggqvernment should
spare no eﬂ‘orts to minimise dependence of the Company on cash
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credits by collecting the dues promptly and also by reducing the lock-
‘ed up inventories. Such a situation has the effect of reducing the.
profitability of the Company by straining its resources to meet the
requirements of working capital.

New DeLnur; VAKKOM PURUSHOTHAMAN,
26 April, 1988 Chairman,
6 Vaisakha, 1910 (S). Committee on Public Undertakings.
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