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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 ihis 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, Uni~n Government (Commercial) Part V. 

3. 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 tQ' the Ministry 
of Defence (Department of Defence Production and Supplies) and 
Bharat Earth Movers Ltd. {or 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. I 

6. The Committee also place on record their appreciation of the 
assistance rendered by the Comptroller and Auditor General of Indi3. 

New DELHI: 
April 28, 1~ 
Vailcikh4 6~-, -19-10-(8-) 

VAKKOM PURUSHOTHAMAN 
Chairman, 

Committee on. Public Unde-rtakil'lp_ 



PART I 
BACKGROUND ANALYSIS 

CHAPTER 1 
HISTORICAL BACKGROUND 

1.1 The Bharat Earth Movers Limited was incorporated. on 11th 
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 tra'ctor manufacturing programme which was being carried 
out by the Director General, Ordnance Factories (DGOF) , was 
entrusted to the Company in ~cember, 1965. The Company had 
two p.roduction units at the time of incorporation viz., the RaUcoach 
Division at Bangalore manufacturing Railcoaches, Heavy Duty 
Trailers and cer1ain eurth·moving equipments (Scra!)erR, 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 an.1 Hydraulic 
Excavators) under foreign collabora.tion arrangements as well as 
from its pwn design. A Research and Development (R&D) Cell was 
set up in 1968-69. . Subsequently, a' new factory at Myso.re for 
production of wheeled earth moving equipment started functioning 
fronl 1985.86. The Euthori.se.d capital of the Company was 
progressively increased from Rs. 7.50 crores in 1964-65 to Rs. 30 
c,rores in 1982-83. The paid-up capital at the end of 1986-87 was 
Rs. 30 crore.A 



CHAPTER D 

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, Co.rporate strategies and functional 
strategies as well as an.. action plan comprising details year-wise 
targets for 1976-77 to 1980-81 and broa~ projections for the subse-
.quent five year periods (.!ncJing 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 try formulat-
ing appropriate personnel policies, procedure and systems. 

(d) Ensure that engineering capability for development and 
production ot 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 
eftlciency. 

(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 castin8'l 
and production of only c.rawler equipment at the existing 
factory in KGF and a new factory to commence manu-
facture of wheeled earth-m~ving equipment from -11O!. 

(,) Achieve higher production and turn-over levels of equip.. 
ment in the Raileoach Division, Earth Mover Division 

I 
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(KGF) 'and the new factory (wh,eeled EM equipment) II 
1II1de.r:-

Rail Coach D,.."lion 

-Rail Coaches • 

Trailers . 
Heavy Vehicles 

rOTAL 

-------------
By 1980-81 

Produc- Sales 
tion (RI. in 
(Numbers) aores) 

300 

100 
95 

By 1985-86 

Produc-
tion 
(Num-
bers) 

300 
100 

200 

Sales 
(Rs. in 
erom) 

495 48.72 600 78.06 

By 1990-91 --,---
Produc- Sales 
tion (RI. in 
(Num- Clora) 
ben) 

300 
100 

300 

700. 121.96 

&rth MOiler DiI!islon KG/" 

'Crawler TractQI'$. 420 630 930 

Dumpers . 

·Misc. equipment 

T ransmislions • 

TOTAL 

Wheeled Equipment 
., N,w Factory 

Dumpers . .. 
Mil. Bqu{pmeats 

9,.", 
AU divilio.' 

TOTAL 

239 

190 

60 

840 105.43 1065 ]56.42 

375 

300 

1230 165.21 

530 

54S ________ .... _-4_. ____ ... _________ ..-A-. ____ _ 

375 102.88 1075 344.06· 

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

21.00 94.00 

175.15 390.36 725.23 
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(h) Archi~ve a return of 15 per cent on investment. 

(i) Undertake the manufacture of several new equipments to 
be introduced dUJ'ing 1977 to 1985 (1 in 1977-78, 2 each in 

• 1978-79, 1979-80, 1981-82 and 1985-86). 

(j) Achievement by 1985-86 of certain operational indicators 
of efficiency and ~rformance as detailed below:-

Sales to capital employed 

2 Sales to gross b1cck . 

3 Working capital to sales 

4 Purchase "fraw materials and components- ·;.s number of 
months sales . 

5 Receivables-· ·as number of day's sales • 

6 Value added per worker 

7 Protit after tax to net ",orth 

1.5 times 

2.7 times 

45% 

3.5 montl s 

66 days 

Rs. 56.000 

15.3% 

(k) Expo.rt 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 Rand 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 
Rand D expenditure progressively to Rs. 4 crores by 
1985-86 and Rs. 7.50 crores by 1990-91. 

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, ~ar-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. 

2.4 The Committee enquired as to why a comprehensive review 
of achievements against various I!Itrategies, action plans etc. was not 
made by the Company till 1985-88 even though the yardsticks far 
evaluation were incorporated in the Corporate Plan i_I{. The 



Chairman and Managing Director, BEML Wormed du.rinl evi-
dence:-

"So far as the review of the Corporate Plan is concerned, we 
review it at our level, at the Board level every ye~ at 
the time of review of the budget preparation, budget 
approval of the Company. Our submission is that we have 
b:een doing it almost every year at the time of the prepa,ra-
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 hiBher' 
level, it is done after every fow or five years." 

The witness added: 

"We prepare a monthly plan for a y~ar for all the production 
divisions and all other research and development market-
ing divisions, personnel divisions. Fo.r each one of them 
we have budget plan for every year which is divided into 
months and it 1s reviewed every month by myself and 
my Directors alongwith the concerned Executive Directors 
and General Mana~rs. We also pay a visit to ev~y unit, 
at least every month 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 Co.rporate Plan con-
ducted by the Board coul4 be considered as comprehensive, the 
BEML in a written note sta~ 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 speciftc 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. . 'l'heilext bench 
mark was for evaluation in 1985-86, which had been done, again at 
the Board level.. 

2.6 The COl'ninittee en'quired as to how the Ministry had been 
assessing the pei1on'nan~e of the Company. in the absent:e of any' 
comprebens:ve review of acllievements 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 difterent meanings and different connota-
tions for different persons. The terms are, however, inter-
chargeable in common pa.rlance ...... 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-searehing 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 B!ld 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 evidence, the 
Department of Defence Production and Supplies nave-inter alia, 
stated that BU.reau 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 c'ompany concerned 
taking into consideration its past history, its objectives. 
a~ its future ~rowth potential. (The "National Objective 
of public sector" and tJ-.e Five 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 
oftlcers 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 public Ente.rprises) 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 was put up to the Board of Directors and approved 
by it on 4.12-1976. As the composition of the Board in· 
eluded Government 'Directors and also in view of the fact 
that a copy of f:he agenda was sent to the Ministry no 
separate reference for approval of the Corporat:on 
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, whi-ch 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, ana1ysing 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 identified the following areas 
of growth: ; 

(1) Increasing shar~ of Defence Production by Producing:-

(a) Transmission for BMP Vehicles of Army, 
(b) Aggregates for Main Battle Tanks for Army. 
(c) 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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"(3) In respect of Construction and Minirig Equiprnent-
(a) 120 T Dump Trucks 
(b) 10 CM Rope Shovels 
(c) Walking Drag Lines 
(d) LongwaU Underground Mining Equipment. 

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

"For the year 19850-86 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 inte.raction 
took place. In August 85 we sent the views which 
emerged out of that interaction along with Mirftstry'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 1086-87 and the 
plan for introduction in the production lint> 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 Con....--emed, 
we don't have a'lly" immediate plan for intro:luoCtion 

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 whEm 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 wh~t will happen in future. You" ,will also kindly 
'appreciate that it all dependll upon how the demand 
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grows. Sometimes, the customers tum up .all of a sudde 
and some other times· when it is projected, it doe. Dot 
materialise." I 

2.14 A review of the progress of introduction of new equipments 
:enviJaged in tP,e Corporate Plan conducted by Audit, revealed. the 
~followipg: - I 

3 new equipments i.e. 3.5 Cum Front End Loader, 32 ton 
Bottom Dllmper and 0-355 (410 HP) Crawlf'.r 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, production 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 RailcoachDivision, 
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, cons?stent 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 dllring 
January 1978 to July 1979 and commencement Of produc-
tion by October, 1979 even theftrst state i.e~ GovernmeDt's 
approval, had not yet been reached (December, 1985) .,. 

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

''The Heavy Vehicles were particularly planned to be manu-' 
factured, for use by the Army and the delay in the produc-
tion . C?f the proto-type and taking up commercial produc-
tion· was· ~lyciu.e to ·the fact that clear indications as. 

599 LS-2 
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to. the magnitude of the Army's requireme·nt and speci-
fications were not available. However t 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 completad; 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 evidencc:-

"We expected orders mainly from the Oil and Gas field areas. 
These orders }:lave 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 efforts 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 a·ssessment 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, I:n.lbrequently 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 surve,y; 
(e) Available skills, expertise in the areas so identified: and 

. '(d) Commm:ei.al dictates. 
2;l9'The market surveyconduc.ted by the Company revealed that 

there 'was a potenti*1 demand. for 40 T Pipe Layers to meet the 
reql.lirement of Oil and Coal ~tors. 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 lnying:pipc!> nnd did n0t need ally specific capital invest-
mentl! 
• 2.,20 Aaked 'a~uf 'the factors ,responsible· for the market demand' 

DOip1eking up as anticipated,' the BEML in a 1Vrltten note stated that~ 
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the foilowing factors were 11!sponsible '(to the best of their '}mow-
ledge) for the marll:et 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 J,'night 
have continued to Use available fleet of used equipm~nt 
without going in for new equipment; 

(c) In view of the abundant labour available in the country; 
the concerned authorities/contractors continued to use 
~anual labour instead of switching' over to mechanical 
himdling; 

(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 ONCC 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 witnes:; 
stated:-

" .... ONGC and the Gas Authority of India have placed 
orders on foreign parties-foreign contractors-for erection 
of complete liBJ pipeline where pipes are being laid. 
These foreign contractors have already got in their stock 
in their own country or in the third country 'Weh equip-
rrient/pipe layers. As one o! the clauses of t& contract 
was that they were allowed to bring in those equipments-
pipe layers-,-into India and use that for laying ot pipeline'J 
whether for HBJ 'or for any other such -contJ,'acts:', . . " ,"". 

2.33 Asked whether the capability of BEML.,~supply these 
equipment was brought to the notice of the ONGC and Gas Authot'fty 
of India Ltd., the witness stated: -" 

"We did approach the ,contractors. lam 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 lj.re required for 
this project .. 
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$0 'tar as pipe layen are conceJ;n.d, they info~ ,us 
~t.~ had adequate quantity avaUabie \Yith 'them 
allroad 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 beeil taken up with the Government Or the Public Under-
takings rather than the confractors, the witness stated that their 
Directors met the Technical Director of the Gas Authority of India in 
tbis regard: but he expressed his in.-b11ity to intervene because the 
whole con'b.'act 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: 

" ..... 1 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 fo~ign 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. I myself have gone personally tQ the Secre-
tary, Power, and also written to him and the Chairman 
NHPC, cwe 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 
here.fter 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 Pu.blic 
Underialdn-ga/concerned authorities in this regard, the CMD, BEML 
stated in evidence that 4'About two months ago." When pointed out 
th.8t this could have been done much earlier, the witness stated:-

"Well. for that, we will take up the matter with foreign 
corperates .......... to 

2.28 In regard to the delay in production of heavy vehIcles for 
the Anny as envisaged in the Corporate Plan, the Committee desired 
to know ,whether the Army was consulted at the time of approval 
of the, profluction plan in respect af these vehicles. The CMD, BEML 
ouringevidence stated as follows:-

'''The' whole process of purchase of sophisticated equipment 
, like heavy duty trucks etc. by the Army may be divided 
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iritotbnie stages. One is the (IOliceptual stage; second is 
Wb.en speciftcstionsare drawn; GSQR as it 111 called in 
anny jargon; after which trials and tests are carried out 
on the equipment. The third stage is when bidcliDg and 
supplying of equipment is involved. At the conceptual 
stage, normally an organization like ours is not involved. 
At the second stage, whenGSQR hasbeeli issued, we are 
definitely involved. However, even at this stage, there is 
rio 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 equipnlent. At that 
stage, definitely, the orders are placed through the Mi.njs.o 
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 Anny 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 collaborati~n ,with MAN, which was 
-a] so not proceeded with because there was lack of decision 
in relation to the flnal eq\lipment. IndependeDtly the 
Government went and obtained, and has 'bee!:tobtaining, 
from Czechoslovakia a 12~tonne capaeity~, which has 
been strandardised as one of the models of heavy duty 
trucks in the Indian Army. The Defence J.iinistry, as 

.long as in 1983, told the Czechoslovakian . authorities that 
they will not be permitted to continue to seD their equip-
ment just by exporting it to'India, . and that they will have 
to man¢acture it loeally in collaboratkm with some party 
in India. Since 1983, we llave lleen .' Jo ,dialogue with 
them for the manufacture of this p8rtlcular·equipment. It 
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is. onlyd~g 1986 th-.t finliU conc11,lSiOl)8 on the terms and 
~onditi()ns of ,the collaboration coUld be fructified. That 
.is one reason for taking up the production during the 

",current year. In the mean time, stncethe decision in 
relation to the type of vehicle to be manufactured was 
getting delayed due to some factor or the other, we 
thought that tbrough 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 
vehkles was available. So, through our R&D, we were 
able to put through a prototype." 

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 !ltated 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 '. measure, they 
have made some import f.rom 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 
not finalized its decision on the model and type, they have, as ~D interim measure. done the import." 

2.~ 'In this connection, the Secretary, Department of Defence 
Production and Suppli..,,, 81so stated dUrin'g evidence:-

, . " ,,',,' . 

" "Th~he.~ vehicle' ~ed to in the Audit Report and the 
'lol. ~r ofimpOrled vehicles in 1983, as far as I have been 
.tei~ rlt8ke ou( ~}>erhlin to' two different categories. The 
heavy' 'Vehicle which the BEML wanted to introduce was . .,. 
prime mover ,while the vehicle imported was heavy duty 
re¥8ry vefiicle. T.b.e heavy vehicle which SEMI. wan-
ted' to introduce Qnd developed as per GSQR sometimes 
in 19&4 was ghrepto the defence services in 1984 for their 

'.' ~vatUatiOn and trials. 'The result~ of th()Se trials are yet 
~,' 1o .. '~ved by V8." ' 

'" 
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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 req~rement after 
·1983. The CMD, BEML stated during evldence:-

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

2.31 Asked about the reasons for delay in evaluation and trial of 
. the }leavy vehicles given to the Army by BEM~ 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 considerable extent. They said that out of ' the 
total perIod taken for the trials so many months are attri-
bu,table to the company for carrying out rectification or 
replacement of components during the process of trial. 
When you develop b 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 thefr own 
limitation. The manufacturers also have eertain 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, th~wjtness stated:-

"The first time the question of futuristic vehicles for the army 
was initiated in 1972 and now we are in 1988. Bu.t final 
view has not yet emerged. These arelriatters which 
involve huge financial implications, change in technology, 
change in pattern, and fuel eftlciency:-~ We have recently 
also Set up a liCensed ~roduction for some '~pecial purpose 
vehicles, which were earliex: being im~rt~d'. The Defence 
Minister is going to jnaugurate the delivery of those vehi-
cles to the Armyshorfl~." 
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PROJECT IMPLEMENTATION 

A. MysOre Projeet 

3.1 n 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 ~sore at an estimated cost of Rs. 61 croNS to com-
mence man\1facture of wheeled equipment from 1982, were among 
the strategies under the Corporate Plan. The new factory set u.p 
at Mysore, however,started conunercial production only from 1985-
88 and 1'14 numbers of equipment were planned for production 
during that year, as against 375 envisa:ged in the Corporate Plan. 
The actualproduetion during 1985-86 and 1986-87 was, however, 170 
and 402 equip.ments l'espl:ctively. As against the estimated cost of 
Rs. 61 crores for MYlore Project, actual expenditure upto 1985-86 
was Rs. 9.43 crores only. 

3.2 The Committee enquired as to how was it posiible t-o com-
mence pro~uction 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-
SOte because we found that there was not a sufficient mar-
~t demand at all, Dut in order to rationalise our ooera-
tions, we decided thltt we would continue to have the 
track type of equipment consisting of excavators, bull-
d9zers etc. at KGF and we would shift the production of 
wheeled equipment to Mysore. We also decided that at 
~~F we would retain the production of the S'Ophisticated 
aggregates like transmiSSions, hydraulics etc. from where 
we-could feed not .ouly the production divisions at KGF 
bitt 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-
tl.oJl from KGF to Mysore and thereby rationalise our ope--

18 
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rJwhS. Upto 1986;87, we have spetltRs. 20 orares aDd 
produced in 1986-87 in Mysore 402 plecesc;fdump trucks-
(wheeled eqwpment) 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 noote, theBEML informed the 
Committee that the Company was able to establish a new factory 
at Mysore with an investment of Rs. 20.72 crore's utilising the exist-
ing project sanctions. 

3.4 Asked about the transport charges incurred on the' transfer 
of complete knock downs fro1'9 KGF to Mysore during 1985-86 and 
1986-87, the CMD, BEML during evidenc~ stated:-

"Regarding transport charges, during the year 1985-86, we 
incurred Rs. 4.66 lakhs and during the year 1986-87, 
Rs. 25.39 1akhs." 

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

"Com~red 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 coru::entrate at KGF, thereby achieving 
the advantages of <,:!uantities, 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 prodw::e-
excavators, bulldfl:r.ers, ere. and we are going to produce· 
in future some more type Of equjpm~t tor which we 
thought it would be ~tter 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 trallSporting CKD's (Complete-
Knock·Downs) from KGF, the Committee enquired as to why these 
facilities were created when it was possible to manUlacture the-: 
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.equipment at KGF itself. In reply, the representative ot BEML 
.during evidence stated as follows:-

"While· drawing the Corporate Plan, we had taken note of the 
need in future for bifurcating the facWties froJll 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 wlll not be a streamlining operation, because the 
number of workers will be around ten to twelve thousand 
a.t ODe place." 

3.7 Asked whether the trnnsporting the CKD's fromKGF to 
Mysorc would increase the cost of production ofequipments, 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 'EI~tuated at such ~ far 
away distance. we cannot think of not getting the engiItes 
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' lhat the factory would have too be closed. But lucki-
ly rains came anrl 'Ne were saved. Keepin'g all these in 
mind only, we ]ftun~hed this bifurcation at Mysore. In 
lad, we need"l little commendation" for the work 
we had done." 

3.S III regard to restru-cturing of production facilities in the exis-
~bng factory at KGF, the Committee desired to know as to when the 
,company expected to complete it. The CMD of BEML during evi-
. .den~ atated:-

"After reviewing and reassessing oUr market potential and 
market conditions, we' felt that there was no need to 
restructure in full measure the facilities 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. Out 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 Ii writte;n \lote have stated that the restructuring ol 
facilitl~sat KGF Factory envisagt;!d ill . the Corporate Plan compris-

oed of the following: 
.' 'Ij;! ' '. -. .' ..• , 

(11) . An additi~ investment ·of Rs. 10 crores !oJ:" increesing 
the capacity trom 650 equipment to 870 equipment inclu-
ding introduction Of D 355 Dozer in the production line. 
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(b) Centralisina the production of Crawler equipment at 
KGF Complex. 

(c) Centralising the production of Axles/Transmissions at 
KGF C-omplex. 

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

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

The production capacity has since ~n 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 
proauction has been centralised at EM Factory. The production of 
'Transmissions, AxlesfFinal 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 
i;he 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 Vehkles 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 nation a] 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 Comxnlttee wanted to know when did the recessionary 
trends in the international field of earthmoving industry and slow 
growth of national economy ~p.t in. The CMD. BEML. stated durinft 
p.vidence that, "Sir, the recessionary trend was noticed in the beg-
lning of 1983 .... " Elaborating in this regard, the BEML in a written 
note furnished after' evidence have stated that 
the recessionary trend in the International field of earthmovinj:! 
{ndustry 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-l982-83 published in the Commerce Weekly dated 5th 
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March, 1983 is relevant. "For the wotld economy I 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. Untll lately, the rates of inftation were 
also high. The oil importing countries have·beeJ). the most severely 
affected by these and other developments. 'l'herecurrent account 
deficits; which had reached alarming levels, after the eE'ocalation in 
prices of oll in 19'19, 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 hu 
proved elusive, . and growth rates have declined." An extract from 
the 1983 Annual Report of Mis. Dresser's USA who are one of the 
internationally renowned manufacturers of Heavy Engineerinsr 
Equipments is reproduced below: 

"World markets· for mining and construction eqUipment w~re 
adversely affected in 1983 by depressed economic activity 
and a retrenchment in large-S'Cale energy related projects. 
In some markets, conditions were worst sincp. the reces-
$lion 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 forei@ 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 expectatWns. There 
has been a recession both in the internal growth of de-
mand as well as exports .S() far as India is concerned. So. 
general recession in the Engineering industry can be one 
reason for the restricted 21"owth 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, fi1.st, 
·generel'rece&Sicm in the engineeringlnduttryi secondly, 
the outl8ys available to· the' 'C1lStomers and their priorfflei·" 
and ·tbirdly; the ftnanclalpositi6r1"of"tbe G6~eDt"fmIV 
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time to t~maybe in terms of foreign' exchange or may 
be in terms of budgetary allocations or in' tenJ,lS' of 
priori\i~ 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 ~ot 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 currept year's ~sition. 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 customprs are not forthcoming. So, it will affect, 
tne ~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 ill 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 ;n the expansion 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 crares in 
June 1967 owing to rise in prices, devaluation of Rupee and difticul-
ti~ in securing foreign exchan~e. In June 1968, the estimate was 
reduced to Rs.22.69 crores based on recommendations of the Study 
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Group .... t up by the Government. The number of eqUipment to b~ 
manufactured was reduced from 1075 to 800 and facUities likely to· 
be available in ~eavy Vehicles Factory at Avadl,Madras and in 
Mazagon, Dock Limited were also proposed to beutUised for some 
years, till the Company buUt up its own facilities. Government 
approved ~e estimate in July I 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 ~ total expenditure on balancing machi-
nery should not exceeCI RI. 15 lakhs, in view o~ the uncertainty 
regarding sustained demand; 

13.16 In August, 1974,the Company conducted a detaHed review or 
additional facilities required for prod~ction of 850 numbers of equip-
ment of 9 models for the revised product-mix. As it. waj; 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 proriuction of 
only 650 numbers of equipment with an average indigenon:; content 
of. 78 per cent, Government was ,approached in June 1975 for sanc-
tion of an additional expenditure of Rs. 8 crares 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 an::! 
Muagon Dock Limited, (b) increase in the range of models, (c) the 
necessity of extra machining facility in view of poor quality of ('ast-
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) risc in prices since 1967 due to increase in 
customs tariff and inflationary trends. Government approved an 
additional outlay of Rs. 7.99 crares in June 19'18. Subsequently, 
another review (December 1980) showed that the earlier sanction 
(which included provision fW; material handling facilities) did not 

cater to the requirements of crjtical material handling facilities. 
The Board approved (December 1980) a further additional expendi-
tUre of Rs. 60 lakhs on this account, there~y bringing the overall 
Earth -Mover Project sanction to Rs. 31.28 crores (excluding the 
expenditure of.Rs. 15 lakhs san,ctioned 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,investmentover a period of.19 years 
from 1965-66 to 1983.,&4. The expenditure incurred' to end of March 
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1984 was Rs. 31.29 crores. The u.s. Consuftants suggested (May' 
1965) that a more detailed and a specific progtammebe drawn up' 
for implementing the Earth Mover Project. But the Company 

. neither prepared a detailed and a specific programme nor laid doWJl 
a time schedule for implementation of the Project so as to monitor 
the implementation on the basis of accepted techniques such as ~ERT 
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 d~awing 
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 tho 
situatiop 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 foT.' not drawing up 
any schedule for impl~inentation of the Earth Mover Project: 

(i) Demand for E,arthmoving equipment:-

At the time of initial approval for the project, the posposal 
was to establiSh facilities for manufacture of 1075 earth.· 
jng 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 produ~ed 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) . Product ... mix:-

The product-mix for which the capacity was proposed to be' 
created W$' changing from time to time with each pro-
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ject reovJIion a~ could be seen from the followinl 
table:- . 

" 

JaJ,y. JuJ~AUI. ~i Juae" 
1965 1 68 1975 

Haulpat LW 30) 275 120 120 20 

LW 3"~ 1st 

LW 2SJ s. 
Scraper 150 80 80 60 

Motor Grader • 150 100 100 SO 

. Wheeled Loadoc/Tillar SO SO 

. Crawler Tractor 

D50-15 200 

D80-12 300 300 300 ISO 

DI20-18 ':' 200 200 200 120 
-~ .... -. _ .• -- ~ --.. -.... - ... -... -. .--.---- ... ----_ .. _---

TOTAL 1075 800 8S0 850 
.... ~---

. In view of the above and also in view of fllct that the de-
mand was not growing as anticipated, Company had to 
perforce go slow in the creation of facilities. Although 

"1 no project should be implemented without having any 
time schedule for implementation, in this particular 
case th~ 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. certain 
extent the uncertainties 'involved in·the availability of , , 
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foreign exchan,se and the ditBculty in getting the sanc-
tion also contributed for the. Company DOt drawing up 
specific schedule of implementation. 

(tv) Necessity for keeping the capital outlay to u low. Agure 
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 U, 
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 hu 
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 ~f changes were made. We had not lucIdly 
rushed with the project arid 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 RI. , 
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." 

c 599 LS-3. 
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3.21 Asked as to why the Miniatry had ,not il1$istec:l upon drawing, 

up .Qt a time' schedule for;implementat1ol). of, the Earth Mover Pro-
ject, the Secretary'ofthe'Ministryduti.ng evid~, stated:-

"I find that· there have been two reaS()ns for not insisting on a . 
time schedule. Firstly, this project was l!anctioned piece-
maal. To, gi~e yo\l.- the exac:.t dat~s, first sanction was issued 
OD'2,1st .Pfu, '1964, for an /:UllOJ.Ul.t of,~. 10.50 crores. Next. 
unction was i4sued all 16th July 1965 for an amount of 
B&. 19~56 cror~ which also Jl).eAUOBecI that project loan 
b;em the .EXIM bapk bas been requested. for. The first 
phase of. civil wo:rksfwere apptoved on 28th August, 1966. 
Procurexnent ot~ery and plant for first phase W811 ' 

apPJlOvedon5.th SePUtrnber 1966. 'l.'aking up of industrial 
water supply was approved on 23rd December, 1966. Civil 
werks Of,a totaLcast 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 .J une 1978. a further reviseS cost 
~f Rs. 30.68 crores was approved." 

8.22 As regards monitoring of the implementation of this project, 
the Committee enquiJredasto why the'recognised: nronitoringtechni-
qUM like PERTICPM were not"adopt'8d; Th'eCM:D, BEML,' tlurini 
evidence stated:' . ,. 

"PERT and CPM teclmiques were not frequently' used in thOle 
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 no,wbeing monitored 
according to thePERT~ CPM and other techniques." 

3.23 In this connection, the Secretary Of the Ministry also stated 
durin~ evidence: . 

'II am not ruling out the possibility 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 tM,·~ect requirem~ts are not sanctioned at one go. 
One does not know what Will'be the clvilworks and the. 
~es of1llnanclllg. SO; 'in stich a' flUid lrituatf<On preparing ... 
a PERT' network rmdCPM network is not a satisfactory 
solutiOn. This' ts one pOint: SeCondly, ! wanted to submit 
that'during thoSe dSYS'when' this project was sanctioned . 
6kI fnittated.fn the: Govemm.ent' 'or tnthe' Government 
edertaJdngs, 'eltlier ftte;a~~sot'theie teChniques or ' 
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the desirabilit)" of bltrociu.ction of such techni~ues cUd DOt 
exist. For the tlnt time ~ BPE issu.ed, ~tructionl OIl 
tbis vide ,theil' circular dated sOOl, ~1970: Before that, 
1 have not been able to flnd out any' adVi~' ~r instruction 
from theBPE to tlle pu.blic sc;,ctor undeJ:t&lcinas to UJe 
thesetechniq\leS foJ;' mowtoring the progreu. of projectB. 
Thirdly, 1lhough tbese are in':lprov~ and ~ab1e techni-
ques, it would. be difficult for~e ~ COllCecJe, that in the 
absence of these techpiques you c~t bave a project 
implementation itt the -scheduled time." 

3.24 The Committee enquired about the machinery in the :Ministry 
Iorm&nltoring the' implementation of projects, the witness Jtated: 

"As regards the mech&n.ism which the Ministry hal; J>&riic,u-
.;_ lady in t!ie recent years, what we do now ~'~t~~~t '~ll 

Pr.oj~ costing B.s. 20 crores or more whiCh" ~o, ~" ~e 
Cabinet Committees for their approval, wept, 'tlJ.e 
monthly progress reports both in terms of phy4Heal th-
get.s and financial targets. They co~e to 1iIS.1;I) MY what 
has beentbe cumuJative expend1ture~ what has been the 
expenditure during the month ~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 Cabl-
n:et Minister and whatever observata;,ns IU':e macie, that 
are passed on to the company. In addition to the monthly 
repon, we get quarterly report also on simUar line, with 
a little more detailed informations such as· break-up of 
plant & machinery cqmponent into four categories, pre-
paration of specifications, inviting of tenQ.e~ placement 
of orders and rommissioning, what are tbe bottlenecks, 
what is the help needed from the Ministry or 'from. other 
sources. Apart from being analysed separately, they 8l"e 
also discussed in the quarterly performance review meet-: 
mg. In addition to that, as a process of this scrutiny, if 
I or J;8. comes across something of an tirgent nature, we 
discuss it personally with the Chief Executive either' on 
telephone or when he' comes arid ~eets us. We may say 
to him, this ilan area which' fs laggtng behhld and ask 
h1Dtto look into· thOse thin~. And then. bOth the Joint 
Secretaries on the Board alSo reVieW Ptat. ' They also 
coatrlbute·to the . nest of their a})!lltY for eRective monf-
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toring. The Minister h1Inaelf. reviewed all the projects of 
the Department of Defenee Production, for the period 
ending 30th September, 1987 in a uniform fOrmat. 1 put 
up for the consideration and perusal of the Minister, the 

- progress of the projects in tenns of time schedule and 
cost. Some had slippages; same had problems beyond 
their control. Some· had internal management problem, 
and we try our best and eliminate or reduce; at least, the 
adverse eftect.of any slippages." 

3.25 Asked when these fOTmats were introduced, the witneu 
ltated that, "These formats we have started about more than 18 
months back. Earlier they were being review~ on quarterly bas1a." 

3.28 The o,mpany (July 1983) and the Ministry (March 1984) 
had intimated Audit that constant monitoring of the project wu 
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: 

"I would like to submit that, 1 emphasised this thrust. I 
am not eliminating the other mechanism. For example. 
the other mechanism, was the capital budget. But it 18 
primarily a mechanism which is not self-contained_ It 
says, '1 need so much of money for ftnancfng 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 10 
much of budgetary support for financing these projecta 
in the next financial year: At that time, it does not give 
us the detailed progress in tenns of physical input-out-
put." 

3.27 When pointed ou,t that monitoring through capital budget-
Jag wu 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 proj~t in gest;ation 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 EICI"Ll-
tfnising the actual expenditure, one is able to· find. out 
whether he is going 88 per the cash flow statement or 
,not. But that is !let a comprehensive anatyits. But that t. 
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one part. The monthly report is another part. Quarterly 
report is anuther part. Discussion among the 
Board of Directors abou.t the progress made ia 
another part. Site visits either by the Minister or Joint 
Secretary or Secretary ~r Chairman is another part_ and 
with the resUlt. I can only submit to the .hon:. M.embers 
~t while I would never say, we have resolved all the 
problems or ensured that all the· projects come up in time. 
But certainly we no~ice considerable improvement in the 
awareness at the lower levels in the execution 01 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, I need foreip 
exchange to p1aoee 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." 

3.28 Asked about the monitoring of physical targets by the 
Ministry, the witness added:-

"It :Is only one component. Therefore, we have this mechanism 
of physical and financial progress vis-a..vis targets OIl 
monthly and quarterly basis. Earlier, it was being done 
on a '<Iuarterly basis in the progress review meeting in the 
prescribed format, at the level of PM, when he was look-
ing after Defence. When Raksha Mantri and State MinJI. 
ter are there, they see it on monthly and quarterly basil. 
PM takes the quarterly review himself. So, the thrust of 
emphasis has been sliifted 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 pf 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 certam 
companies which have not done well. It depends on ethos, 
environment, historical problems. There hu to be a fun .. 
damental restructuring which takes time. We have aU 
IOl't8 of situation." 
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.3.29,}v.hen.. the CQ:mmi~tee pointed out the modern techn1q~ 
like PDT/CPM would be useful for monitoring the varlOU8 pro--
jecta. " The Secretary of the Ministry adlnltted in evidence: 

"I eo.tirelyagree,. 1. . would not dispute th~ ~port~ce and 
eOJltribution pf these techniques to any management prac-
tlee and in all such big new projec~, the' compames do 
prepare a network which is IXlonitored by the Projed 
'Management Board. or a streering .. committee but au.ch • 
chart can be prepared only whezqu.lbJ.puts are available. 
Otherwise, ,it could not.be worthwhile . .At that time, the 
overall awareness in ,India of an these tecbniqueawaa not 
there. Instructions were issued much after the project 
bad been sanctioned." 

. , C. Captive Steet Poundry Project 
.~~O; ~CI?~j~~ ttl Audit, iIi the context ot iriadequacy Of exiatfna 

lnd!Pgus ~urces tor. supply C?f c'astings .and to increaSe' productiOll 
Of ~~~f:¥.~higher indWenoUs content; a Pt'oject~rt waa 
p~ ~~~ )972), ,envisaging a capital 'outlay. ofRs. 355.75 
lakha (revised to Rs. 599.1? la~ in June 19'75), tor estab~sh1ng a 
captive foundry with an installed capaCity 6f 3600 tomie, pet annum, 
capable at lbeacfurther ~ugmented.by 1000 tonnesper anq\UD. afW' 
providing additional marginal facilities. The. costpertbue 01 fD-
bouse manufacture of castings and forging. was .sttmated . at 
Rs::;l8;08~·:Rs.· 9,0'14 and· Rs. :8,470 at capacity. utilisation ,Of 60 ,per 
~! 8O .. pertcentand 100 percent' reapectively as agafnst ,the esti-
!Dated fp1mlhase, price ot· Rs-. 11;&18 resulting in cost . advantage to 
the: ~~ .. 'Dle actual experu:lit.ure -incurred to, end of . 1974-75 
was /;0D!y i\s. U!13 lalcbs onth& pattem shop, buildfng ,meant for 
the.ib1mc:!t7,·which i8, however, heing, used for housir~g the Hydralr 
lic Shop cat.ering to R&D activities. 

3.3.1 Goyernment of Karnataka proPQSed in July' 1975 to entrust 
to the cOQipanya private foundry run by Vignyan Industries Limi· 
ted (VIL), i;r~rtkere, set up bl.1970 and rematning closed since 
December, 1914 because of mismanagement and shortage of funds. 
The."timated pro~uction capacity of VIL. was 1500 tonnes ,t,t steel 
cas~n.p.J?er annum subject to rehabilitation and augmentation of 
p1an~ and machinery (estimated cost B.s. 106 lakhs). The VIL wu 
rehabrutated . With the usfstance of financial ln~titutions' and be-
came' a dtMimed Govermnent ,Company under Section 619(13) ot the 
Compiulies'~ct" 1955W1th effect from January uns; it resumed 
working from ~Ovember, 1975. 
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3.32 GoVernment of I~ howevw~ approved (April 1983) c0n-

version ef V1L into a sub&i4iarY, of tl:\e ComplUlY by purc:hase of 
,shares to the . .tent of at least 7.5 per. cent of the tot$! .shareholding 
at 'an approximate cost of Bi .. 16A51akbs. ,During October 1984 to 
March 1985, the Company purchased ·9810 preference shares and 
24511 equity shares of Rs. 100 each (75.48 per cent of total paid-up 
C~) for Rs. 16.51 lakhs. 

333 Thus as per Audit, proposal to· establish a ,captive foundry 
took mere than a, decade to ma.,terl~. :Meanwhile the Company 
pQl'Chaaed fro~ open market during 1974-75 to 1983-84 steel castings 
to the 'extent of 14;881 tonnes ,(including '.2763 tonnes fl'O,m VlL). at 
the average purehue, price of & .. 131375 per tonne. . Thus, due to 
delay in· either establisb:ingacapti:ve foundry Qr takiR'g over of VIL, 
the expected cost advantage was lost by the ComPtlny" 

, 
~34The Co~ttee Qb!;ervedthat the Company had.Gvisagec:l u 

. early as 1972 the need for 3600 tonnes of castings per annum. The 
actual conswnption in the 10 years from 1974-'5 to 1983-84 was only 
14881 tonnes i.e. an av .. ge of less than 1500 tonnes per annum. In 

'this connection, the Committee desired to know about the basis for 
assumption of 3600 ronnes 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 ~uttement or an 'increase in' require-
JDent and castings -Of 3800' -tonnes. 'That· has been achiev. 
ed in the year 1983·84- and; subsequently we have beeli 
uSing castings -to the tune 01'4000 'and odd tonne! - and 
when this 3600 tonnes was mentioned in -the'ftport, ltJ 
wu based on the 85- per cent envis~ level of 150 pieces 
of equipment and 400 railway coaches." 

Elaborating, the representative ot BEMLadd.ed:-

"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' fotindry, what sort. of equipment should be obtidned, etc. 
The fact that the present consumption pattern which haa 
st"bntsed over 4000tonneslannumtdl,ning. the last 2 years 
shows that the assessment for the project has been cor-
rect. The average figure taken for tbe last 10 years 
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gives a feeling that OW' 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 tbat we are now buyin'gmore 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 8600 MT of castings per annum was· 
envisaged in early 1972 based on the production level of 850 earth-
tnovtng equipment -'(a£' stabilisation, level) land also for a produc· 
tion of 400 'Railcoaehes 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 
1lgure 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 
cap8£ity envisaged in 1972 as can be seen from the following table: 

Year Consumption 
(in MTs) 

1984-85 3700 
" 1985-86 4100 

1986-87 4100 

3.36 When the Committee enquired as, to what considerations 
weighed with tlte company for buying a foundry having a capacity 
of only 1500 tonnes/annum castings much less than the .estimated 
requirement of 3600 tonneslannum 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 Fjeel 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::"'-

~'I 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 itscapac1ty. There It 
is stm 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 thee 
production capacity of Mis. VIL would take .care of the Company'a. 
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,OOO·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 Are 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 th~ 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 Mis. 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. Th 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 
al)d in fact the power is a country wide problem more 90 

in Kamataka. If that problem is sorted out then we Win 
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 anc!' 
1,3()0 tannes only." 
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3~3f! When asked about the efforts ~ by ~he .CompanT to. ob-
:tainadequate power for MIs. VII" the CMD,BDlL stated during 
.evidence:-

"Regarding .power. in Karnataka,.1 want. to .say: 'Something. 
'l,'be situation is well-known that there is'IZl',18cuteshort-
'~ .of pow~. Regarding '010U' VigllyaD lndW1'tdes Ltd. 
(VlL), during the last few· years. I had myself approached 
the Chief. Minister. I have approached. tb.e- . Chief Secre-
tary and. tilt· Chairman of the Electricity Board. We 
have also taken up the matter through our. Minister-hon. 
Raksha Rajya 1Vrantri. He had also wrote to the Chief 
Minister .. Subsequently. they .have agreed to give a little 
~it.more baaed upon the.n:periment 'which wu®nducted 
in July-August, 1987. ·Wliat: we 1 were getting e8Tl~r}Vas 
~mething like 2.6 laths. Unit per mDJlth, now they have 
agreedtoglve a little over 4lakh units·pw month, while 
ou%". minimum 'requirement;is ',of the order· 'Of &o6i lakh 
units per month '~re making the unitvtable:' 

3.4;0 As regards cost Ofpmduction of castipgs pl-Qduced .by :1&18. 
Vignyan 'IndUstries Ltd., the CODlmfttee wanted to know as to whe;. 
-ther the Company ·had ·8iitimatedtlie cost of prod1,lctipn, .. of~astiDgs 
'in MIs. VtL for 'eompanng the same with purcl)aSeprice before de-:-
·ddltlg vpon 'its take over. In reply, the CMD,BEML stated during 
eviclenee:4-. 

'~ pUrcbase.~ .con1part¥1'~ery. fla.vGttrablybecause in tbtise 
d&Ys, w~en. ·we .prepared the Report, we ·were paying'. 
vendors @Rs. 15 per kg. while the projected-edat fnVIL 
was Rs. 13.86 per kg. 13.86 versus Rs. 15/- per kg. which 
we were paying In the Dldl"J,tet. This is what we have pro-
jected at the time of take over." 

.- I '" ... ~ 

3.41 On the same subject, the represent~tive of BEML also 
·elaborated:-

ICJ would llke to clarify and elaborate a little. The question 
here is, when we have made our 'report to the Govem-
ment for take over, what ·was ~he cost we have anticipated 
~tc. At that time, we were expecting .th~ tun power will 
be avai~able, It can straJ,ghtawayprodu~2000 tQnnes which 
will mll1:te it really viable and in '6-6 . yeas,:; time;' aU the old 
'losses Wju be wi.ped out So this Rs .. 13.86,. which the 
Chai.tman had mentioned was in the oontext of before 
deciding to take over. So this was the estimate. 
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But subsequently as w. have mentioned earlier, the 
power was not available becawae the state was passing 
through a very bad power, slloltage. So against 2000 and 
odd tonnes which we thought of, we could produce much 
less from that 'UlJilt. ,So last year, it had .. produced only 
1000 tonnes. It is because they have re-assessed or given 
lasa power. ,This year we may produce 1400 or 1500;toO.-
Ilet," but it ,is still under loss. Their' cost Will be- higher 
than what weare, paying them. BUt' as a poliey, weneve!' 
paid them anything more than what we have, paid to, the 
competitor even in, the private_tor. Simply becase 
their east) are highw,: we:are not paying them. The c~ 
pany itself is a subsidiary and they Vim show that lou, 
we are not ,going to foot the bill." 

3.42The:~e ntJted>tbat ~ ~ fa'M/s. VIL durirli ~e 
years 1985·86 and 1986-87 was respectively Rs. 8~ .24laldls .and 
Rs. 57.341Bkhs .. lnvtew of, heaVy 'losses mcurred by the M!~.,yiL, 
the COfDmittee enquired as: to . how do the actual cost of wtinp 
from; Mrs. VIL eomp$.re ' 'With those pur~ed from outside ,SOuroeit. 
The- 'reptese'fltative ofBEML, wbfle comparfug the prices paid for 
castings to MIs. VIL Vis-a.-vis other outside sources stated:-

"I would say because I am P!l~g only to whllt I iwd to ot_ 
cOmpetitors. Thlit 'is 'whythls 'loss. 6the~seJ _ tbe~ 
would hot be'any loss.' tt is treated I as ,a separate compan,.. 
It,lg--a"subsidiai'y'comPAny' and not wholly ownectby Joi.. 
We 'nave'truijority of'sharehbldinga. I treat it, as a d.i1h-
'nmt:collll:pany. I 'do not Pay'him more than I pay to hia 
competitors. If I had given the full cost, then there would 
not be any loss. We would l1ave 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 1168-69 to undertake d~ign and development 
Df new equipments, to" effect improvements" in, themodelJ under" 
production and also to assist in rapidly in(lj.senismg" the manufac>-
ture of all components. The total revenue and capital expenditure 
incun'ed on R&D upto March 1987 was Rs. 1973.36 lakhs and 
Rs. 1294.24 lakhs respectively. 

4.2 According to Audit, during the period April 1971 to ,March, 
1984, the Company undertook 43 development projects comprising' 
equipmenfs, 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 pClwer shift transmiSSion, 
etc. An expenditure of Rs. 344.14 lakhs was incurred thereon to"" 
end 0' 1983-84. Of these, 27 projects were completed to end of 1983· 
84 at a cost of Rs. 208.23 lakhs;, 7 projects were co1'npleted 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 mo~th8. Only 8 of the 27 completed projects, covering 8 
equipment and 2 attachments were brought into production. The 
19 nOJ'l.productionised projects (development cost Rs. 130.71 lakbs) 
ineluded 8 projects developed for the purpose of import substitu.. 
tion. 0" 

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

No. of projects productionised : 19 

No. of projects not production1sed : 8 

Out of 8 projects not produetlonised three Were tor development 
of attachments to be in Une with reputed international manutacturet' •. 
and the rem8ining five were study pro,eets tor understanding tecl1~ 
nology development. No immediate production wu contemplated tlt~ 
respect of these 8 proJed •. 



4.4 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 .. 
new-only in those specific cases, we are going in far 
collaboration. It 

4.5 Subsequently, the BEML in a written note have added that 
Rand D has contributed towards import substitution programme by 
way of in-house design and development of eqUipment and alao 
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 eftorts of 
BEML, the Secretary Department of Defence Production and Suppliel 
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; I Fluid Power Transma-
sions; final Drive and Planetary Axles; etc. It has success-
fully produced 8023 T:rack Shovel, 5013 Track Shovel, 
3035 Front End Loader, 1420 Front End Loader, 303213040· 
Bottom Dumper, Water Sprinkler etc. 

4.7 The Committee enquired as to whether the Company had 
ih'awn up a schedule of import substitution projects for execution 
after the establishment Of Rand 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 technolo'gy 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 proiects was drawn up.. However, 
as many as three import substitution projects were taken Ul) ID 
1971 for developmentol 8023 Track Shnvel, 5013 Track Shovel and 
'3035 Front End Loader. , 
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41.8 WbeA ask~wbethfU' the Comp8l1y wa, now ~a$1 up· 
lChedules . for import substitutiOJl projects undertaken iD.;resp~ . of 
DeW ~odel& of· equipment introdu~·;8Ubsectuentl1·tAe CMD, :BmrfL 
ata~<i' d~ evideDce:- ! .' 

"The company's R&D divisiQn these days draws up 
scheduJes for ~th d~pment ofprodt.JCts and import 
substitution. We are able to. monitor this closely. Be-
~des.'~~ of the Win prod~~' wlUetl ",e have develop-
ed'in the .put, 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· teililiniques like CPM and PERT. 
They are'time-bound; At the level olDlreetors:and·my· 
aelf. we monitQrit '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 thfiU'e also. So, I.\t all leve.l$. th~e u· 
ireview of the; performance of our Rand' D activities." '. " . , 

".9 The Committee desired to know about the mechanism in the-
Ministry for monitoring expenditure incUl'l'ed by BEML on various 
R and D projects and also evaluat,ion of results achiev~~ by the 
Company. The Seeretary' Department of Defence l'rodtiction and 
SUpplies actmtited~during evidenceaa tollows:.....:. '. . '. 

"Sir,to the best of my knowledge, we in this Ministry have 
not evolved any spec1al mechanism for monitoring Rand 
D . projects of' defence public sector unc:lertakings, 1 
eoncede that this is aD area where we need"an improve-
ment over what wt1 have been . doing in the past. ~s au 
~hoc measure, we do look into it at ~. ~inistry h!vel, 
but there is no ,r:eg..uat system. 'J,"he ~at1agerhent prep~ 
quarterly reportswhtch gO' to the Board. and. the Board 
examines it and also gives suggestions and ~ecttonll.· lit 
this Board, there are two representatives of th~ Ministry 
one framthe a~ministrative side and the other fro~. t4e 
ftnance side. Apart from thill, AdditIonal S~etBU',. 
Defence Research and Development is also the D1rectot 
til the Board who has taken keen interest in the Rand:]) 
projects of the Coinp~y. We would evolve in th~ Mt~istrY, 
a regular monitoring mecliani~ ~r R . and D' proj~~. !t 
does' riot exist· at .presen~. ~ut whateVer m~itot1ng fit· 
thee, it is . at the 'B~ard level: Po~ ex'a~p'e, e~rli~~' Cl,~ 
tarl, reports were not being put up to the Board. But 
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now. they are putting up and a cOmPrehensive presentJ~ 
tion was also ,m~de. ~w a sense, of directiOllhas emerge4. 
I will concede that this has, been a weak aliea as far .' 
iMinistry level is conc:erne4~" 

4.10 When asked as to whether there was any monitorinr of 
Band D Project~ ,at the manufacturing stage.'Dhe witness stated: 

"That is there. But that is related to two or three aspecta. 
If it isproduet improvement made by the company, the 
c6mpany itself' inc6!'porates . it 'and' productionaIies it. If 
it 1s a 'conceptual' R aDd D wOrk, it .. ; depends, to what 
~t they relat~ to new equipmen~;whatis the market 
pattern 'a)ld what is the reaction "of the user. All these 
aspects would come irit~ it; .' But I won't rule out the, 
theoretical .' possibility' of results of" R&D becoming 
obsoleseent or infiuctuous. It may be because the patteI'D 
has changed, tlierequirements have changed.: But norm-
ally, with the type ofR and D project which this com-
pany takes up, the possibility of such a ~astage is rare." 

4.11 On be,ing 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 is in the area of manufacturing rail coaches and earth 
moving equipments. Now they are going ~n.to the twG-
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 flgures 
!twill go up substantially; but in terms of percelltage it 
may not change sigDificantly. To the extent they ,have 
taken up a project for Defence application, they have· 
initiated some acti~ interaction with the us~rs, not 
necessarily formally in all cases" for ,drawing inspiration 
from thei~ plans with the help. of 'the Mi'Di~try or on the 
specific GSQRS given by the userS, as in the caSe of heavy 
duty trudt. ." Similarly.. the Kolos Tatra, is a Bcenced 
!Q8nutaoturer from Czechoslovakia from where we haft 
ateMnological collaboration. We are' supposed to Ind!-
geni8a to tbe malrimum extent, al! per 'the OOTD. schedUl-
... ,'.In tlrla· ~any theentfre nsulta' 01. .• and l) •• 
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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 technology. Even it can be made use of in 
our existing projects. But some sqrt of ;redundancy wiU 
be there." 

As regards civilian sector, the witness added:-I 

"With regard to civilian application also, firstly we are making 
a certain ;rnpdels· 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 bette.r performance equip-
ment. Now we have choice that either we can go 011 
importing the technology on a continuous basia 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 f~ Defence, like the Ordnance Factories. But this 
company competes with efficient private sector companiet 
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 whethe.r ia 
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 
'ector appUcation were being utilised in the civilian sector alao the 
'witness stated:-

"It the question is whether we haVe designed and developed 
any equipment for Defence and are making use of that in 
the civilian secto;r, the answer il 'YflS'." 

4.13 In regard to application of Rand D efforts in the DefeIJee 
"Sector, the Committee pointed out that due to relay in ftnaUsatioll 
·()f GSQR by the Army, as was the case with the heavy duty truw, 
there W8I a danger that the produet developed by thel Company tor 
ihe· Army rna,. become redundant and eft'a.rtI of the C()mpan~ may 
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1lowaste and consequential import by them. The Secretary of the 
..Ministry stated:-

liThe 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 Rand 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 Rand D; it may be Defence 
public sector undertaking; it may be any other laboratory 
in the country wlUch may be entrusted with that job. And 
the possible p.t'oduction agency is to be associated at the 
stage of fabrieation of proto-type so that the time lag 
between the lab development and production is minimised. 

Then, before production, the technical evaluation as pe.r 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: - I 

"The first part is that if the technology changed, the GSQR 
can also change. In this case also, draft GSQRl were 
revised. Major changes in GSQR were introduced. Thai 
takes care of the technolOgical change." 

4.15 Though the Corporate Plan emphasised self-reliance in the 
fields involving sophisticated technology neither any appreciable 
p.rogress 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 

(it) Power Shift Transmission 

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

Axles 
~99 LS-4. 
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A fair degree of self-reliance has been achieved by the Company's 
R~ and' DlD"an 'llie above '8lUS, 'resulting in success.ful,.indigenisation 
of various components! assembl~& embracing these teetmolOgies. 
Technology available through the collaboration agreements has been 
effectively absorbed bi the> Company'!fIt BndD'englneers and it is 
ort aceount of this, ~ Company has ~n abJ.eto develop and 
prodUctionisea number of compMte ~uipment systems. 

, .. , . . .. '. : 

4.18 Explaining the reasons for non-achievement of self-reliance 
in the fields involving Sophisticated technology the Secreta.ry,Depart-
ment of Defence Production and Supplies also during- evidence 
stated:-

"The pitfalls involved in the indigenisation is a general issue. 
r 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 indlgenisation of 
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-
~isation achieved has been very satisfactory. The pro-
duc~on has been quicker than in ma'ny other "ompanies. 
I took up this matter in :May 1987 and I wrote to each of 
my chief executiv~ about their perfo.rmance in the-
previous year and too areas of concern of' the Ministry. 
In that letter. r congratulated BEML for eJreeeding their 
targets for 1986-87 and also mentioned about the areas of 
concern which required attention. One of them was indi--
geniZation.'" , 1 



CHAPTER V 

PRODUCTION PERFORMANCE 

A. Hydranlic. Components 
• ." ~ .: " :' ,', : .," r' 

5 .. 1 One of the Corporate strategies laid down in t~ Corporate 
P~nof 1976.was t9 estabUsh en~eering, capal;lU~tyfor d~velopment 
anQ. p.roduetion of critical' assem,qlies with hip t,chnQlogical com-
ponents like power shift transmissions and hydraulics, etc., with a 
view to achieving self~reliance in these fields involving sophisticaten 
technology. According to Audit, lJydraulic Shop was set up in 1976 
by regro~ping 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. I 

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 lakhs). But the in-house production was OOly a small 
fraction of the total requirements, which were tnostlymet through 
indigenous purchases (Vame of purchases during 1981-82 and 1982-83: 
Rc:;.. 1332.28 lakhs-f\gures for other years are reported to be no~ 
readily available). The Committee enquired about the year-wise 
details of in-house production and outside pu.rchases of hydraulic 
itemS from 1980-81. The BEML in a written 'notehave furnished the 
following details: 

Year 

J980-81 

J981·82 

J982-83 

J983.84 

1984-85 

J985-86 

t986~7 

lnhousc 
manu{ac!'ure 

, ~. ~ ," 

10.20 

27.00 

43.~ 

114.82 

126.64 

171. 81 

402.84 

(Rs. in lakhs) 

Outside 
purch.~es 

Not available 

438.J9 

893 .. a.~ 

''671.00 

607.0.1 

684.03 

697·58 

---.. ---------.--~ .. -'-----'.:c__----' 
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5.3 When enquired about the reasons for sudden spurt in in-houae 
production of hydrauUc during 1986-87 as compared to earlier years, 
the CMD, BEML during evid,ence stated: 

"We really improved our share of production of hydraulics by 
taking certain measu.res. 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 Droduction of 
hydraulics as compared to what we buy from outside.," I 

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 develop~d indi-
genous suppliers who are able to give us hydraulics. Also, 
we started about six or seven years ago, an effort of ~UI 
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 RI. 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, eyeliners 
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 not· investt!d much. This was started by 
·us to develop the technology and pass on the know-how to 
R&D. ConseCNent 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 
deve~ped sources are not being stopped. For further a~d 
additional requirements We are mere and more dependin. 



on oUr own production. So, consequently, our production 
today has lODe! up to Rs. 4 cror,es whlle the .outside 
bought up things remain steady around Ri. 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 manufacturena 
were charging anything for the Rand D passed on to them by BEMLj 
the witness stated: I 

''They wi1l 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 will 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 sanctionjng of this project. The BEML in a written note fUrnish-
ed aftl''t' evidence have stated that the Projecf Appraisilig Authorities 
have felt it necessary to carry out an in depth 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 Secretary, Department of Defence 
ProdUction and Supply duril'ig evidence stated: 

I •. 

"The delay in sanctioning this proje.ct has been primarily on 
account of the objec.tion of the .M;iru.stry of In~ustry. 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. U~timately 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.U 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 Mis Kirloskar . Cwnmins Limited are 
manUfacturing Engines that can be used on BEML eqUipment and 
that too not co~ering the full product raDtle. 

~.12 To another query about the ftature of complaints in regard 
to engines fitted in eqUipment supplied by BEML to its ,dstamers. 
theBEML have stated in a written note that on almost all the BEM~ 
~9uipment on which KCL engines are fitted, BEML had to face a 
:r;atimber ~f. complaints. from customers regarding quality deficiences 
a~d in eyery case or new equipment the period of stabilisation btu 
been undl,l),y Ion$' ,resuiting in· growing customer dissatisfaction. 
Some of the serious performance deficiencies observed and recorded 
on KCL engines are: 

(i)Block Burst and E'rigine SeiZUre. 
(ii) Engine over-heating, 

(iii) Excessive lube oil consumption, 
(iv) Cold starting problem, 
(v) Early Air cl~aner cho6k1ng, 

(Vi) Engine not taking load, 
(Vii) 'Relatively short life between ;overhauIR. 

5,13 In ~iew of the cOrrlplaints received against MIs. KCLPiesel 
'~siries 'fititid 'in mdst tiftbe e4iiip~ts manuf .. ctured ,by BEML. 
the Committee ~nquired about the efforts made by the Ministry in 
getting this project cleared by CCEA at the earliest. The Secretary 
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o~_tli~ .. ~~stry' during evi4eIice statec.i that, "We haye .~IlP~llg 
the matter as best as we could. Now, I hope, it will go through" 

. - : ,.; ... - t.··· .;. 
5.14 As re'gar~ collaboration agreem~nt ·for the manufacture of 

diesel engines with MIs. Kornatsu,Japan, the Committee enquired 
whether it has since been approv'ed by Government. In a written 
note, the BEML have informed the Committee that the collaboration 
arrangement with MIs. Komatsu has peen approved by PIB and 
taken on record on 15-7~. 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 fromU.e 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. Ifated capacity 

(i) Earth Mover Divisi011. 

5.15 As reported by Audit, although regular production cOm-
menced in 1968-69, the rated capacity of Earth Mover Divi~ionpas 
not been fixed either in terms o{physicaloutput or in standard ma~· 
hours after taking into account theprociuction faciliti'es progressively 
set up. The extent of capacity utilisation from time to time could 
not therefore be established. 

5.16 The Audit Board enquired in Oc~ber 1983 ~~ t,o how, in a 
situation of changing product-mix. and varying iildigerus.tion levels, 
·the capacity utilisation was beitigensured and whether it would not 
be desirable to fix the capacity at least in. ~erms of ·Sta".dard Man 
Hour (SMH) tak'ing into account· the produc~ion faci~lties establish-
ed. The Company representatives stated t~at this could ,n;ot be done 
in 'view of the criticality of load centres/machines. a multiproduct-
mix situatiOn and varying· indigenisation ·levels for thE! products. 

'The mana:gement further stated· 1:n November, 1983 th"iit "with varia-
tions in· product-mix year after year and at different levels of indi-

• • 'I "1,. • • ., ,,'. . -, 

genisation, refe.rence to plant capa~ity as of 890 equipment would· 
not be accurate. However, in the absence of known better method 
~f des.ig#atlrig ttte,~ap~c.~ty •. tAis i.s:~in.g .a.dhered. t?.",.!flie ¥t~~~ 
:8ls0 stated in March 1984 that 'fthecapaCity envlsaged to bet .. t 
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up in BEML is for 890 equipment of stipulate! equipment-wise indi-
genous content .... In . practice, Que 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 facUities 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 ftxing 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 produdion 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 bein~ achieved 
mostly by using General Purpose Machines using different jigs and 
fixtures for different equipments. The number and v1iriety of 
equipment produced vary from year to year depending upon t.he 
market requirements. Under these circumstances, in the Cnmpany'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 durin.g ev!dence 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 
fo!' 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 takbs in 1982-83;39.18 lakhs in 1983-84; 
40.23 in 1984-85; 41.31 lakbs in 1985-86 and 44.90 lakhs in 
1986-87. This shows that tbe capacity in terms of 5MB 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 5MB." 

5.19 TOu~hing upon related questions in regard to capacity utili-
.ation like machine utilisation, shop..fioor utilisation, utilisation of." 
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capacity • physical terms. or the standard manhOUl'l, the witne. 
a4ded: 

"In the case of a mu1ti-prod~ engineering company, there 
are always serious diftlculties in fixing capacities. EYeD 
the BPE guidelines do not help us in this matter. If it 
isa 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 a 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-floo.r to shop-floor manage--
rnent' will change. So, these are the real difficulties. But 
the number of equipment even of a certain mir, 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 yotl 
look at it." .. 

5.20 Asked about the actual capacity available from 1979-80 t() 
1986-87, the BEML in· a written note have stated that in view of.the 
difficulties e.xpressed by BEML in stating in catego.rical 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 up<m 
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 8S under: l 

Year 

IQ79-80 

1980-81 

1981-82 

---'--------------

National caf)acity 
SMH 

(i~. Il1kbs) 

28.83 

22·048· 
27.70· 



19i1-83 

1983·~ 

1984-85 

1985·86 

1986-87 

!.:~ 

50 

2 

",I. 

39.1' , 
40.23 
41.31 

44:90 
._-.----------

.Adjusted' ror 9 months worki;}&-
, , 

"Adjusted for 10 months working. 

. . ... ~21 On being enqui,red as to whether the latge scale imports ot 
.cpmponents resulted in under utilisation of capacity available wIth 
the Company, the BEML in a written reply stated that the impoXb 
,of compop.ents resorted to by the company during 1982-83 etc. yearltt 
(to m~ tne market demand) did not result in under utilisation 01 
the capacity as could be seen from the following table:-
--_ .... 
Year National Actual '8MB Percentage 

Capacity in ee&lct;akd oCcapacity 
'ternls of (inclucting utilisation 

SMH spares) .. .. ------ -
197940 28.83 23. J4 80.26 

19D-8J 22.48· 16.78 74.6S 
, n.":, 

93.94 1981-82 27.70'- 26.02 
... '" 

1912-83 36·26 36.49 100.63 

1983·84 39.18 36.25 92.52 
H'.";, ! 

4~.23 '86.3J 1984·85 34.73 

1985·86 41.31 43.70 105,79 

J986·87 44.90 44.84 99.87 

-_."--"-
• Adjusted for 9 months working. 

"A;ljusted for 10 months working. 

5.22 AccOl'ding to Audit, the equivalent work content of 37.20 
'lakhs S1&H. corresponding to the approved product-mix' of 850 eqUip. 
ment, had. been arrived at taking into account only the production 
requirements of the main equipment. ~ the plant and machinery 
had been· installed' to cater to the manufacture of the normal'e'Xpect. 
ed spares suppor.t also, this capacity Rbould also be added to wor~ 
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.out t~e ~talin.ta1led,~pacity. ,l'~, Ministry is,bo~e~;er, reported 
to have stated in, D~mber, ~985 that it was not possiq1e io speoty 
i~ ,t~rnls of SMH the" callacity for SllareS. as the illtention was to 
produce, the spares depending ~~on, t.be ,demand. by ,~pping addi-
~onalmac~e capacity if neces.sary, ,by extra,~hift working. There-
fore, in judgi1,lg the ,capacity utUisatiQn, the' SMH output in respect 
of main equipment produ-ction was only taken into ~ount. 

5t.23 The actual output of' spares manufactured by the Division, 
,.rework undertaken, etc., in terms of 8MH during 197~80 to 19H3-H4 
as fu.miahed by Audit, was as 'foilo~s: 

1979-80 

1980·81 

1981-82 

1982·83 . 

1983·84 . 
.. ----,------'._---

(In laih SMH) 

1.52 

1.10 

1.77 

2.35 

3·07 
----------

5.2. 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 Earthmoving machinery, the bulk of the requirement ul 
spares ' ~.; for components of functional 'auemblieslike engines ana 
t.ransmi'iilons, whioeh were planned to be procured from outside 
sources ,at ,the ,time ~f fO~l.\l~tion of *e p~oj~t:,,~i~~,~ "the 'f~;ork 
content inv~lv~d in mlln!,lf.ct~re, of,~ompl,ete, equipment,l~l'e~~t~­
velv much hig~r than that requ~re4 for prodti~tion of spa'res, which 
are" mostly connn~d tq niovin'g, 'ari~y.reariIi'g~rts, t~te if~,.~eed. 
to specifically create adclit~onal cap'~c:~~y) for, sp'are~ '~nd 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-
fix~tiori of capacity fot spares, the Secretary of the MInistry during 
..evidence stated: ' : 

"When we produce an equipment, we wiU alio produce spares. 
'It is beeause the company earns more money on spares 
than on equlpments. The basic questionwhlch the audit 
is putting is that, why are you not fixing the capacity 
for the prodUCtion of' ipares? The company's answer is 
that we have 'never created any capacity as. such for 
'patti. This was the answer given to me wnen r was 
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discussing with the management. Therefore, we cannot. 
fix it. I~ is the. view point of the company. I am not 
saying that I accept it or that it should be ac-cepted. 
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 80 then they 
haVe a valid argument. The question is, if they do not 
have the capacity, how are they produc:ng 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 capadty, then the pro· 
blem does not arise. 8MB capac:ty in terms of the capa-
city available and SMH generated both for the production 
of equipment and s:Pares does not dift'er iSigniftoeant1y. 
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." 

5.26 When pointed out that Ministry of Defen·ce on 23 June, 
1978 wrote a letter to Chairman and· Managing Director tnter-ali'I-
pointing out that, 'itrhe proposed investme.nt in balancing facilities 
by BEML are first directerl towards meetin~ production gap in 
spares." Reacting to it, the Secretary of the Ministry during evid-
ence stated: 

"There is no contradiction in this. Let. me take a concrete 
examp1e. I want t9 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 equ\pm.ents, it tanot necessary that the machine,' 
eapacity which I am buying or which I can buy, can 
exactly produce 100 equipment. If itcanl:11'oduce 120, 
It is . okay. Whether It can produce I~res o~ ,not, I will ~ 
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have to produce the equipment. It is not a totally math. 
matical exelicise:' 

5.27 Elabo.rating about the reason, for non-fixation Of capacity for 
spares, the witness added: . 

"If I am producing the spares, I must have some capacity. 1f 
you ask the company, why don't youfbc the capacity? Th. 
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' p.r~ducing 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-Iook) and examine the various alternatives and thea 
come back to the Ministry. We will try to find a solution 
to the best of our ability which may serve the manage-
ment well. The-se days whenever we sanction a p.t'ojeet 
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 ~gument 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 reasons: 

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

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

(c) The quality of equipment maybe. adversely affected. 

(U) RailCc:i4ch Dimaio" 
5.29 At the time of the formation of the Company (May 1964), 

the rated capacity· of the Division was l'eported to be 270 rallcoaches 
per annum. Based on an expansion project for increasing the capa-
city to 400 coaches annually approved by Government in December, 
uno at an estimated cost of Rs. 213.65 lakhs the Company increased 
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~e ca~~ty io .~ coaches by 1975-76 at a cost of Rs. 211 lakhs. 
'!'hough the RailWay ~8rd intim:8ted'in' April' 1974 It cutback on 
orders, for railcoaches due to budgetary' constraillts,: the Company 
,~e~t ~e~d.and r~~d .t~e p~~~t, ~~city to 400 raUc~~Il~ ~n the-
grotmd that bulk of the commitments op civil works, plant ~d 
machinery were already made. The Company -did' not,'" however J 

purchase Jigs and fixtures and also did not employ manpower for 
the additional capacity. The actual number of railcoar.hes manu-
facturedby 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 ot Heavy Duty 
Trailers (for Defence) an~ spareslmisceUaneous 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 B,EML in a written reply have 
informed the Committee that BEML manufactures -omy . II Class 
Br9sdgauge Railcoaches. The ~i1way Board has been piaCing or-
q,ers on BEML for '300 to 3;)0 b,roadgauge rail-coaches per annum. In 
ad~'tion, ICF sup1;'lies about 650-700 broadgauge JJ Class coaches 
per annum. It is presumed that the total requh:-ement of the type 
of raUcoaches manuf~ctured by BEML is 'being met by these two 
manufacturing units. ' . .., 

5.32 When the Committee poir-ted out that the Railwll-Ys was 
establishing another Rail Coach Factory at Kapurthala for' manu-
facturing railcoaches and enquired whether it would affect the pro-
du~tiOn ' of' Raileoach Division of BEML. the CMD. BEML during 

.. 

evidence stated: . 

<'Vie have been in touch with the railway authorities. I l!let 
the Chairman and have also been mee~g ~e~~er, Mech-
anical, duringthe last two and a half years and they gnve 
1.\.(an indication' that thei\Vouldbe 'plaCing orders on ns 
,~t~~, ~am~· order. 'Thi~ is because the total demand in 
the. country is goli1,s up. " Thet will place 'orders on those 
faet,ori~, first, })ut Wi:U"al~ gIVe us 'aeertain '1h8r,~.'· 
••• • • J • 
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5.33 In this connection, the representative of BEML 8110 ad~ 
that Uth~e is enough demand. but - the question is· whether they.' 
will have the required money." -

5.34 Asked whether the additional facilities created for manu--
facturing raUcoaches would be fully utilised in case no orders were 
received fr\Jm the Railways. I ' 

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 

5.35 As against the sanC'tioned capacity for the manufacture-
of 850 earthmoving equipment apto 1980..al and 890 thereafter, the-
Earth Mover Divisi'On produced 950 equipment in 1981-82, 1131 in 
19,82-83 and 930 in 1983-84. The productonin 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 importedf. 
bought out components as 'would be seen from tne following table;. 
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5.37 According to Audit, the expenditure in foreign ~xchange in-
<-eurrec;i on the,import of components and spares during' 1979-80 to 
1933-84 wao; aSPlgh as Rs. 21b·6a crores. The utilisation of high 
percentage ofco.mponents from outside sources to achieve higher 
rate of pi'oduction, also resuhed in under utilisation of production 
faciLties established in the Company. 

5.38 During the subsequent years the expenditure in foreign ex-
change (ncurred on impurt of components) was stated to be as 
follows: - . i 

1~n4·85 

1~5-R6 

1.9{i6-87. 

(Rs. in crorea) 
62.60 
62,55 , 
66.03 

5.39 The Committee enquired about the reasons for increased us-
age of !lOport~d components in the Earth Moving equ.ipmeilts manu-
factured by BEML. The CMD, BEML during e.vidence stated: 

"This is the percentage of import content alongwith duties paid 
to the material con~umption. We personally feel tbat 
this is not the normal way of rev'ew. The normal way 
is that a cif of the import content which is really the 
fC'reign exchange outgl) from the countrty is compared with 
either the production or the sales turn-over of ~he com-
pany." I I 

5.40 In this connection, the CMD, BEML furnished the follow!n, 
. !igures in Tegard to percentage of imports to total value of produc-
'1ion: • I 

Year 

1982-83 
19[:3 .. 84 
1984-851 
1985-86 
1986-87; 

PercP.ntage of imports to total ""lue 0/ twO-
duct:cm 

.........-- ... ---~-
21.02% 
,2{).4% 
15.95% 
14.75% 
15.52% I -

The witness further added:-
"What matte"" really is what i~ the outgo of foreim exchaDge 

while importing some of the components and materials. 
J':599 t;S-& .. 



&8 
For instance, certain types of steeL higb strenath steel andL 
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 ex('hange and import duty etc. with the 
material consumption. What is fair tv compare is the· 
cif of the import~d components with the production of 
the turn-over of the compaDIY. This is normally what is. 
adopted by everybody." I I 

5.41 When the Commit+M pointed out· that the percentage of: 
imported bought out compor-ents ranged between 41.27 per cent to, 
8'1.87 per cent between 1979-80 to 1986-87, the representat;ve of B~. 
during evidence stated: I 

"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 produci1lg 
more, the proportion of imported components has golne· 
up to 60 per cent and it looked as though we are taking 
a very wrong decision and spending a lot of foreign ex-
change. Our submission is that \you have to see it in the· 
context of what is my value of production 'lr turn-over. 
When the turn-over has gone up, there is a ljmit 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 gone up 
·very heavily. I will just read out the figures. For the· 
year 19'7'1-78, 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 c:rores." 

5.42 The Audit have pointed out that the consumption of fm-
potted components, boughtout components and tn-house manufactur-
ed compont'nts have risen from Rs. 25.06 crores. Rs. 21.03 crore3 and 
BB. 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 1985-86 was 533 per cent, 298 per cent and 236 per cent of the level 
Ja 1979-80. The Committee enquired as to whether the increa&e--



69 
in level in respect of imported components w..cz...vis the iIlcreue m 
levels of others call for a very close monitoring of the iJDporta equip-
ment WJse. The BEML in a written note have stated that ill their 
opinion, comparison of absolute figures of 1985-86 with that of 19'19-
80 is isolation and by ignoring the growth in sales tumoverlvalue 
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 fad .. 
lities available not only with the Company but also elsewhere in 
the country and giving the millimum necessary time for successful 
indigenous developments of new components with the requisite con-
sistency in quali1!Y. Every year. maximum efforts are made to 
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. j I 

5.43 Notwithstanding the above, the actual value of imported c0m-
ponents has been increasing due to the following reasons:-

(a) Introduction of newel' and updated versions of equipment 
to suit the needs of the customer which necessarUy caDs 
tor certain higher level of import content in the initt..l 
years; I 

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

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

, of EM equipment was only 661 Nos. and in 1985·86 the 
production was 864 equipment. ! 

15.44 In regard to need for a very close monitoring of the imports 
equipment wise, the BEML have added in the written note that BEl'lL 
is in full agreement with the view that very close monitoring of 
inlport-equipment-~se is absolutely essential. If the Company 
had not resorted to higher production, the customer requtremE'nt 
would have been met by import of complete equipment with a re-
lattvelty larger outgo of foreign exchange from the country or the 
busines would have gone to the Company's competitors. In the 
ease at. earthmoving equipment. if a customer gets a particular type 
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of equipment. generally repeat procurements are confined to that 
type only il'om logistic cOll::oiderations and hence the loss oi business 
to the C~pany will tend to become a reclining one. 
I 5.45 When the Committee enquired from the Ministrrl whether 
ut:.llsation ot high percentage of components from' outside SOUl"cca 
has not resulted in their opinion in under-utilisation of production 
facilities established in the Company, the, Secretary, Department of 
Delence Producton and Supphcs stated during evidence:-

"The bas:c philosophy of each major engineering industry is 
to concentrate on the assembly operation and to purchase 
parts from outside as much as they can. The policy in 
this company £t:om the very beginning, has been-:-we in 
the Ministry support it fully-that whatever somebody 

, else 'can make in the count%W for them, they 'should not 
try to iiiv'est for producing the same item; their capaeitr 
should' be concentrated on those items which are so 
critical quality·wise that either others are not able to 
BUpply, them or in terms o~technology, they would like 
to keep this technology ill house or where their not pro-

. duc:ng will result in under utilisation of capacity or capa-
clty 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 terms;--in the 
case, of imported value. a number of factors would account 
for this increase. The first one is the exchange variat;on. 

, .... Tlut, ~e.cWd.is to create and sustain a market '3h~re, 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 jnto foreign collaboration. the 
DGTD decides about 'the :ntport content, how much it 
will "be, ,in the' first year' and so on. So. if a company 
'enters into. '8 new collJboration agreement then 3-4 :yeara 
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 ;n a pat'ticular period 
1VOU1d not give us the correct, increase. ,But we have 
analysed equtpment-wf:Ie 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 8S large." 

''be w'tneflllll added:"':" \ , 
~ if you im.port the same component. ttl value ~~1f1 

~,'outd,be m1.1ch hiA'her If you look at the a~olt1tefor .. 
. " '" " . 
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elgn exc,hange ~utgO figure you willf\nd. t1'¥it it certainly 
would glve an uClpL'cssion that imports are guing up. But 
If you go into c<1ch :tern 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-
ber of items imp.lrtE:d with the prICes of a nurr..ber of items 
produced in tbc cci~:nlJ'y. Inmost of these cases, the' 
prices are lower than the prices of the imported Items. 
If the import is cl)'lnE'Cted 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 ha ve to import, then we have to, pal for it. 
So. our possible failure Gr delay in ;ndigenisation up.to 
the required quality needs for going into diversification 
and new models, all this would have an impact on absolute 
term on the quautum of foreign exchange~ But If we 
go product by product, the posifo~ would ;be more cleat" 
and. perhaps it will not be considered unsati!factory. We 
are very much concerned that foreign exchange out: go 
should be as little as possible apd in: no c!se we' shouJd 
encourage it. I have been writing l~ters to the Chief 
Executives on foreign exchange myself arid disCUllfng with 
them how to improve this 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 thl'U9t to 
the Company and the Chairman has 'read:ly accepted 't. 
He said, 'let us' try an e~riment to complete in th~ 
years or three and a half years what would normaUy be 
done in five /years and if we succeed in that ~he imPorted 
content will come down earlier than' befote." 

E. Indigenisation 
S.046 According to Audit the Company initially started productitm 

of earihmoving equipments w;th, low indigenous content to be in-
ereased pJ'()gressively with the lIssistance of collaborators. In some 
eases the agreements were extended speciftcally tu attain this ob-
jecti~. Several products deveJoped by the Compfny were alio 
prod1!aced with low tndigen9Us content initial\r and progreafveJy tn-
ere~d thereafter. Details regarding lndi.eni~t~OD levels achieved 
upto 1978-79 and the year-we indi~ous ~ntent (f~cludln~ proto-
type) in various equi~ents, produced durlDg 19'19;-801 to 1988-8'7: are'l 
• follows:- -
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5.47 The, Committee on Public Undertakings in their SeGond 
Report (1971-72-F'i'fth Lok Sabha) had observed that progress as 
regards inolgenisation lagged for behind the target and that pace 
thereof needed acceleration. Government staled in reply (Ft:bru-
ar~ 1973) that the shortfall was mainly due to delay in sanctioning I 
implementation of the earth-moving equipment part of the project 
and that the. need for accelerating the tempo of indigenisation had 
been emphasised to all Defen..ce Public Sector Undertakings at the 
highest level. It was also proposed btY Gorernment to keep a spe-
tial watch on indigenisat:on progress of the Company. 

5.48 In spite of this, there was delay in achieving the expected 
indigenisi:ttion level of 85 per cent for some of the ~quipment. 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 anci 
forgings. The speefication and degree of sophistication in respect 
of these items had necessarily to confbrm to international standards 
and this often involved delay". The low achievement in respect of 
LW50 Haulpak was primarily attributed by the Ministry to the 
limited orders received for the equipment. 

5.49 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 
closeltY monitored. as under:-

(8) Review by CMD and the Directors on monthly basis. 

(b) ~g of time bound targets fo~ 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 qy DGTD before import clearance of CKDs and 

. components. 

Consequent to the above measures the increase in indigenous con-
tent over the years' for diflerent models has been significant. For 
new models of equipment being mtrodUced by the Company d~g 
the last two or three years the mtt1al indigenous content itself ]1 at 
an appreciably higher level compared to the past years. As a result. 
of such ·constant monitoring at different levels, not only levels of 
JDdigenftlation are accelerated but allO the FE outgo has been kept 
10 the bareIt m;Dimum. \ I 
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5.50 Asked a~ to why the factor of degree of~ophis't'ication was. 
not taken mto account in Jixmg the target year for maXImum indi-
gen.isaL.ion, tne BEML have stated that while fixmg the target (year) 
foro max'lmum .ndlgenlsation, Company was aware of the fact that 
jntJ.·i(;ate;~·ophisticated components were to be developed by venders 
to aChlew. the targets, However, Company adopt~d ~n optimisHc 
approaCH with a view to reach higher levels of achievereent. 

5.51 The Audit have reported that the collaboration agreement 
for wheeled equipment concluded w.th WABCO in October 1962 
had to be 'extended from November, 1972 twice btYa period of 5 
years each, as the expected level of indigenisation (85 per cent) 
was not a~hieved. Out o,f 8 models taken ,up for production, 4 
models were discontinued by 1983-84. Out of the remaining 4 
models which were st.dl producti:on, the expected .level of, indigenisa-
tion has not been achieved in respect of 2 models by March, 19i15 
'l7iz. Haulpak LW 50 and LW 85. 

5.52 The Ministry informed Audit in December 1985, "The low 
level of indigenisation in respect of LW 50iLW 85 was due to the 
fact that the existing automobile ancillary indus~ry in the country 
could not develop intricate components of high degree of sophisti-
cation to conform to internation",l standards and theirun-willing-
ness to develop on account of low off-take of equip~ent during 
the year." , I 

5.53 The Committee desired to know the latest position in regard 
to ach1evement of envisage 85 per 'cent level of indigenisation 
of Haulpak LW'50ILW 85. In a written note, the company informed 
that ·the level of indigenisation achieved in respect of LW 50 was 
91.96 per cent as of 3(}-9-87. In case of LW 85, an indigenisation 
level of 50.89 per cent was achieved in 19'84-85 afteorwh;ch date, 
this equipment had not been produ,ced 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 otherequipmmts 
also •. the representative of BEML during evidence stated:-

"It is true that in certain of the products. we are not able· 
to reach that level of 85 per cent indlgenisation wh;ch 

,definitely has been our overall objective. We want to. 
achieve not only 85 per cent indigenisation but 95 per ~ent 
to 100 per cent. But the problems are of slhrhtly dlffa. 
rent natUre: The 'quantitative demand is not of the ~e 
magnitude for the "products· that we- are· manufacturing m: 
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66 
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 
man,ufacture them. There ar~ 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 confiicting requirements. One is the sophisticated 
speciftcation and these are not components which 
are manufactured to the general automotive specificationa 
but a higher level Of specification. 

The other constraint is that the quantities that are involved 
~ave, been de1inite1!y less. The industries like the forg-
mg Industry on whom we 4epend. the steel found aries 
etc. are essentially first targeted to the automotive indust-
ry which has loi a recurring and higher quantity of de-
mand. Our requirements are of larger sizes, smaller 
quantities, higher degree of speCification. Unless th~ 
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 faciUties indoor and if 
such facilities are created inhouse, then the optimum ex-
ploltat;on 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 highpr 
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 witb 40 
per cent today. A few years back, the supporting 
Infrastructure in the countl'ly had not been to this extent." 

5.55 As regards non-achievement of 85 per cent level of indigenl-
utlon in respect of some equ!pments within the s~ipulated period, 
the Department of Defence Production and Supplies have stated in 
a note furnished after evidence that on account of lack of suitable 
infrastructure in the country for the supplv of heavy duty castings, 
forgings. Hvdraul~c pumps, cylinders, transmissions etc., the' pace 
of indigenisation of BEML's products was slow till about 1980. The 
problem was aggre~ted due to the strln~ency of the specifications 
on the one hand and the limited off take by BEML on the other. 

'With the progressive development of the Companv'a own manufac-
turing facilities' for Various type of gefas, transmissions, hydraulic 
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~stem components like cylinders, pumps etc., and also the progrw-
lively 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 indigeDi-
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 thk 
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 :18 
fairly high. : '.~ ! ~I 

5.56 When enquired about the foreign exchange savings as Ii 
result of indigenisation during the last five years, the Department 
furnished the following figures in this regard:-

Year 

1982-83 

1983-84 

1984-85 

1985-86 

1986-87 

RI. in crorcI 

69.90 

81.50 

132.10 

154.80 

187.50 
---_._------------------- -

5.57 In regard to future programme of indigenisatioD, the C0m-
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 et!orts 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 pur 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." 

5.59 When enquired about the machinery in the Ministry for 
monitoring the progress of indigenisation programme of various 
equipment manufactured by BEML, the Department of Defence Pr0-
duction and Supplies in a note fUrnished after evidence have stated 



68 

that the progress of indfgenisation, against the pre-set targets,_18 
reviewed on quarterly - basis· at -the Corporate level (i.e. by the 
Board of Directors). Aspet::tsof production relating to indigenisa-
tion are also discussed in the performance review meeting taken by 
RMIRRM. Besides this while examining the proposa~s fot the 
release of foreign exchange to meet the production requirements, 
the plans and ach;evements of indigenisation a.resubjcted to a de-
tailed examination. 

F. Machine Utilisation 

5.60 According, to Audit, the product-mix for each of ~he year is 
determined on the basis -Qf ~he Marketin-g Division's assessment of 
cus~omers' requirements. On the basis of the product-mixso_,~~­
mined. the load impinging on various machine centres I work centres 
is examined and the indigenisation level planned. On this basis, a 
load analysis (shop-wise and machine centre-wise.) is prepared·an~ 
further examined based-on availability of capacity in critical machine I 
work centres. Details of the total machine capacity in the 3 manu-
facturing shops in each of the Earth Mover and Raiicoach Divisions 
and the unutilised capadty,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: 

""r • 
Particulars Total UnutiJised Ptrt'entage 

-.. dlaehine capacity of lInutilisrd 
- capacity caracity to 
(HoutaJn lakha) total machine 

capacity 

.' 
1 2 3 4 

L. ... 

1.~DIMM 

Machine Shop 

1979-80 11·92 $.53 46.40 
19~1 '. ! 

1t.91 '.93 42.64 
_,' . 

1981-82 11.77, 2.51 21.33 

1982-83 - n.77 1.9~ 16.57 

1983-84 .8.42 0.70 8.32 

. lPl4-8S -. '.42 0.51 6.06 

:1915-86 1.78 0.44 _ 5,,01 

'1~ - JO •• -,,-.It IS. OS 
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1 2 '3 4 

G., SlttIp ... ~ 
197~80 4.68 . 2.98 63.61 

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 2.11 48.99 
U34·85, 4.43 0.71 16.03 

1935·86 4.54 0.92 20.27 

193)·87 4.43 0.89 \ , 20.~ 

Pial. Shop 
, 

1979·80 0.58 0.09 15.52 

1980-81 0.61 O.H 18.04 

1981~82 0.58 0.02 3.45 

1982--83 0.58 0.08 13.80 

198)·84 

1984-85 2.52 0.44 17·49 

'1985·86 2.52 0.21 8.33 

1985-8.7 2.2,7 0.10 4.41 

'II. R'lrlc()Qc.I, DMliofl 

MlC"ifl' Shop 

'1981·82 .. 4,,51 1.28 28.01 

'1982·83 4.S1 0.42 9.19 

198]·84 4.51 0:39 8.54 

'19!4·85 4 •. 61 0.05 1.01 

1985·86 4.64 (-) :'0.16 (-)3.45 
~ , 

1986-81 4.25 0.01 ':' 0.24 

Sfr!~t M,tal 9hl1p 

19~t·SZ 1.84 0.66 35.81 

1')'2·8] " 1.84. 0.47 2S." 
19H·'H 1.84 0.35 19.0) 

, ·19~i·'~ ... ,4 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 

Aiatma/ PreparallDtr SlID, 

1981·82 0.94 0.39 41.4" 

1982-83 0.94 0.15 15.96-

1983-84 0.94 0.21 22.34 
1984-85 0.94 0.15 15.96 

1985-86 '.79 0.00 

1986-87 0.86 0.12 13.9$ 

Nons: Unutilised capacity l'OpRIODti dift'ereuce between total machine capaciw and 
the estimated load .. per load aualyai •• 

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 M 
per ~t . in the Gear Shop and 3 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-
eity balancing in different work centres for a multi-product situa-
tion as this and the achievable labour eftlciency, 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 insunnountable. The BEML, in a written 
Dote 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: 
haye 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 
Dumber of processes are involved in the manufacture of any part!-
eular component and the load impinging on cW!erent work centres' 
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is not uniform. The Company's e1forts 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 one· 
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. 
difiicult. 

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 Boor 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 
utilisation of the available machine capacity could not be ascer-
tained. 

5.66 The Ministry also intimated Audit in March, 19&4: " .... 
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 ascertaining the actual load shop-wise to-
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. have a realistic percentages of machine utilisation. In rep\y, t.he 
BEMLin a "written note have stated that the Company had intro-
duced machine idle time analysis cards 011 which is recorded details 
<?f mach:ne idling due ~o various reasons including machine break 
downs, p0'Yer. ·faiiures, want of opera~<?r, . want of load etc. The 
Management h8;s been utilising the resultant data for analysing 
the utilisation of the machines and takin~ necessary corrective 
action. However, it is accepted that this card do~s not give details 
of actual machine utilisation .but is an indicator of the availability 
of the machine for utilisation, which has always been co~pare!d in 
relation to the load impinging on each work centre. 

5.68 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 o~ all such machines. The BEML in a written note hav.e in,.. 
fopned the: Committee that in April, 1984, the Company introdu6elil 
machine utilisation cards for critical and high value machines as an 
e~perimental 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 Engin~erlng 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. there!Q!lts 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 
9f the new system of compilation of utilisation data in respect of 
high value and critical machines, the Secretary of t~e Ministry 

. during evidence s~ted: 

"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 bou~htout ·components can be taken' up of some 

• 
. jobbin~ of sub-contract work can be done for someone 
else on It." 

5.70 The Audit has pointed out that reconis .are maintained by 
the Company only for breakdownfl of machinery and maintenance 
delays which are reported and mO.nitored. Other operational daleys 
.are not recorded and monitored. Furthennore, unless reporting and 
'·monitoring of both the operational . and maintenance delays.are 
,·.aone, control ~ver machine utilisation would Dot be complete and. 
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~. The Committee were informed that ih& Co!npaDJ- .... 
introduced from April, 1984 the maintenance of utilisation eud8 
for .selected . machines of high value and thOle used for special 
p\lrpo&es. The Ministry is.~o;~.~.to havelnformeci the audit 
in December 1985 that 'The Company has formulated an .experi-
mental system for cozppi1ing utilisation .. ~ta, for the high value 
machines and it will be reftDeci on the b8sis of experience gained." 

5.71 The Committee clesiredto ~ow the .. number of high value 
and special purpose machines for which machine utilisation cards 
have been introduced. In reply,the ~ in a.~te have stated 
that the number of high value special purpose and critical machines 
i4entified f~r Ear~ver. Division, &iilcoach Divisic.m. and' MylOre 
Division. are 175, 29 and 16 respectively. The utilisation cards haw . 
been introduced for all these machines. 

5-.72 On being asked aMut the nature olexperlence gained so 
far and whether the system 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 eflen 
involved by the first line supervision in compiling the data is 
·enormous. 

5.73 In this connection, the Ministry had intimated Audit irt 
March 1984: "The extent of utilisation "achieved in an industry 9f 
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 regarp. was supported by the findings of any tech~cal 
8 'lthority or body. The Secretary, Department of Defence Produc-
linn 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 the data it is'found tnat the 
result prima facie· are the $lme, as ,obta.ined. from data 
they were maintaining earlier." 

599 LS-6. 1 



CBAPTBR VI 

FINANCIAL MAT'l"ERS 

A. IDveatol')' CObtnl 

Jmports tar in cuWAftCe of 1'equirementB 

fJ.1 The Company ureported to have been impoding ,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 diftl-
oult ways and means position experienced by the Company, rendered 
it expedient to keep goods in bonded ware-houses at Madras and 
XOF, with a view to postponing payment of customs duty. 

'. 
8.2 The number and value of items kept in bond at the end of 

each of the years from 19"19-80 to 1986-87 are as under: 

At .t the end of NO.ontems Value 
(Ill. ill I.llb.) 

---.-- --.. -._-
J979-80 44 320.56 

)980-81 14 1437.65 

1"1-82 36 987.01 

1981-83 " 1"4.06 

1983-84 113 841.44 

J984-8S 108 1512.76 
~ 

1981-ICI 135 980.80 

)986-17 • • 90 lJ"O~07 

----,.-- .. ..... __ ... -._. 
74 



75 ,.J I, 

8.3 Age-wiae analysis in respect of 90 items which remm.ed tn 
bend as 'on 31st March, 1987, was 88 followt:-

Period 

12 to 18 month. 
6 to 12 mouthl 
Leu than 6 montba 

Total 

No. of. , ' .Yal"e ' , item. .,.' :Uts: iit 
lutw>" ' 

----------.------~, 

90 

139.56 

467.01 
.533 . .50 

1140.07 

6.4 According to Audit, as the Company has' been 1lnanclng its 
working capital requirements mostly out of cash credit obtained 
from Banks, procurement of material far in advance of requu.-
IRent! resulted in payment of avoidable interest charges. 

8.5 When the Committee desired to know the reasons for ~ 
their imported goods in bond~ warehouses for lIuch 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!' 

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 
Itated: 

"I beg to Bumbit 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 contreX totally. 
The customer has to pilot his requirements with Plan-
ing Comm:iuion, Gov.ernment, etc." 
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;t.' ·ftt oa 'W'*'* -a"""" a, to wh ..... the CoiIIpIhj .• 
conSidered the feasibility of i'evtewtnJ. itS p61iq of. tmpOrta ta 
adV8N:e ot reqUlrerrient to minf.riii.Se the incidence of ptolonged 
boridit;g. The CMD, BEML during evidence stated: 

"We have been making efforts that our collaborators instead 
of accepting orders on annual basis may now plac~ 
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 Elaborating. the BEML in a written note have stated that 
the following course of action has already been implemented: 

(~) Our Collaborators have been prevailed upon to accept 
alternation in the delivery schedule to suit changing 
market conditions. \v1th an advance notice; 

(ii) To the extent possible, pla{!ement of orders for attach-
ments on firm ("ommitments from customers; 

(Hi) Placement of orde:" for GKDs of large value mainly on 
receipt of finn c(lmmitmen1:s for equipment from the 
cw;tomers. 

6.9 When asked obout the total ex;:>enditure incurred due to 
hondin!~' during the last five years endin;~ 19l!-!i-87. the BEML in a 
written note have stated that the interest chal'i.~es incurred by the 
Company during the last five years enrling HI86··87 due to handing 
of [{ood yare as under: 

. Year 
_._. _ •• _. _ •• _ •••• ____ • ___ .. ______ .. __ • __ ._ •• ___ • _______ • ____ • __ 0- _ ••• _ •• __ _ 

19~.z·ID 

1983-!l4 

1984·H5 

1985-!!6 

1'9116·147 

, ~: .. ~ ------_ ....... _---- .. ------

22.23 

96.03 

1111·94 

77·48 
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6.10 In view of the above interest charges paid by the company 
for bnnding of goods, the Committee enqUired from 1he Ministry 
as to whether there was a need to have a relook at the provisiOD~ng 
policy of Company to minimise the incidence of prolonged bonding. 
The Secretary, Department of Defence Production and Supplies 
stated durinJr evidence: 

"These figures do show some abnormality. The position since 
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 ;Ire fref' to auetion the goods." 

EJ .borating. the witness added: 

"I am not giving it as an argument but] am only trying 
to anaJ.vs('. This is not 1111 unmixed evil. Partly, it :is a 
blessing for two reasons. \Ve work on cost effectiveness 
and pri}(Jt in the publie Sl'ci.or. If we see it from that 
angle I am giving my vi(>ws on this matter-The storage 
'ch,lrw's by Hle Cusio!lls for this bonding were 12 per 
cent p{!r 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 immedi.'lte 
payment for Customs duty. 1f you pay the CustOms 
duty, you will pay higher depending on the prevalent 
bank interest. The only risk is possibJe deterioration in 
quality and the possible increase in the rate of Custom!': 
duty. In such a situation, the Customs duty is applicabll' 
on the date of de-bonding. On 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, 1 do 
consider it is not an unmixed evil. But otherwise) do 
agree that importing materials and then keeping them 
~n stock, whether in a bonded warehouse pr in 10m" 
Inventory requires a re-look. Certain m~aI5Ure9 hav..-
been taken by the Company and we will reCrtl~~t them to 
keep these observations in view. For exampJe the ~)l~t-. ., . .,\.,. ',' 
ing position in earth-moving equipm~nt in tht? ·'}nst 
three or four years has be~n such that th,~. 9~d,+rt! ~p'~P 
to you towards the e~d of the year. Some ~~(!~1S 
an.d p~b1ic sector U?its like ~oal hl~.a, ~~~gtr I ••• ~l1d 
the MInes, place their ord~r~ In Jan'P~ary 1\,1)2 .. ~~ •• 'P.!'-
order to be· executed in March. . Why· dOD t·..., ,~. 
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"earlier' The orden .do not ftow well· in time. If)'ou 

cannot deliver within the ahort delivery schedule, fOIl 
will lose the business. The Company manufacturN the 
equipment in a modular form. They do not fix, the coat1y 
attachments like' .tyre and engines etc. They keep the 
equipment ready. The moment the order comes, the, 
purchase the tyre etc. and deliver. You are to remain fa 
business. This ,is 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. It it is delayed. 
they will say Cit will come within 18 montba'. No one is 
golItg io walt for you," 

B. LoaI au to DOII-reeovely of latereR 

6.11 The Audit have reported that according to the terma and 
conditions of the contracts for sale of earthmoving equipment, the 
customers ate required to pay 70 to 100 per cent of the value of, 
equipment through their Bankers, on production of proof otdell-
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 datell, 
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. 

6.12 The Ministry have informed Audit in December 1955: 
"Though under terms and conditions of Supply Order pay-

ment of bUls on presentation of documents through bank 
is envisaged, there is rio stipulation for payment of OD 
interest due to delay in honouring the presented docu-
ments through Banks. The OD interest haa accrued be-

.. cause the Company has discounted bills to augment its 
working capital requirements. There would not be any 

, , OD interest had these bills not been discounted." 

. 6.1~ The Committee enquired as to whether the Company hu 
cOnsidered the feasibility of stipulation in sale orders for recover-
big ()f 'OD 'interest from customers in view of the heavy intereet 

·'bUi"d~.·~volved._ In a written note, the BEML have stated that 
, pnerany, most of the customers do. not accept the stipulation ill 
: ib~ .~~,. otd~r ~r 'payment of bills ,th~ugh bank. Even the Govem-
':m~nt ':c1ep~entS do not agree for e1fecting payment through in-
land .let~ of credit inspite of a decision of the Secretaries Com-
mi~tee~ , Such, of those customers who agree to effect payment .' ,... '. 
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through bank insist on a normal lead-time 1M. ~.;ana 
effecting payment, and they do not agree for U!vy of any in~t 
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,tbe 
Ministry in a written note have stated that this is not an issue 
with which the Ministry is involved. However, the Board. of Direc-
tOrg of the company are being asked to examine the matter. 

C~ S1Ul...,. DeWon 

6.15 The following table indicates the volume and analysis of 
book debts as at the end of eaeh of the years trom 1979-80 to 1986-8'1,. 

(R.I. in lathl) ---------.-----. 
At the eud of 

1'7~-80 

J 910·1 I 
1911·12 

{tll·83 

1981·84 
1984.85 
1985·86 
1986-87 

Consi-
dered 
IOOd 

3008.45 
1805.43 
3733.46 
5496.50 
6837.46 

14.836.46 
16.754.04 
19,6U.1I 

Coml-
: ered 
doubtfUl 

45.97 

75.74 
100.79 
132.95 
185.79 

201.32 
458.15 
611.13 

Total Bad 

3054.42 

1881.17 

3834.25 
5629.45 
7023.25 

15037.78 
17212.19 
20255.24 

debts 
written 

off 

'.'3 
11.56 
5.74 

17.72 
18.14 

21.~8 

57.14 
59.52 

6.16 Out of Rs. 20.255.24: lakhs due at the end of March, 1987 
amount outstanding for more than one year wu Rs. 224/4.15 lak'ba 
and age-wise details are a. under: 

Debts outatancl. . ror 

. ---\ .------
1 to Z yean 

2 to 3 years . 

Moro thaa ! years 
Total: 

--,- .. _-------:---

at-. ill lathl) -----._-------
Govt. Publfc Printe Tot .• 1 
Deptta. Sector partie. 

compaaiel 

123.67. 141.20 52·12 . 922.99 

38" • ." 5'.12 141.67 58'~S6 

603.36 JOG. 51 28.73 !731.'O· 

1714.80 300.83 228.52 22M. IS 
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» •• 1'1 'The Committee enquiNd ~ut the ·reasons ·for inereuiCag 

ttemi of 'outstaridbtgi ';an4'::8&0 'the bad debts written oft year' aNr 
,.ear. 'The BEMl..'iri' a Writteh note have stated that 'the level of out-
staJldings 4epend generBlly up<;~ t~rms of. , payment accepted.l'n 
earHer years ~e Company could get an advance payment of SO per 
cent along with the order and balance 70 percent was payable on 
P.roof 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 eIL 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 

'J?ef 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 oft 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 a'ctions have failed 
to fructify into realisations of such bad debts the Company had no 
option but to write oft such debts as bad, henf!e 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 ofts in future years, the BJ'ML 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 oftices are following up 
for payment on day to ~y' basis. For this purpose specific oftlcers 
have been earmarked· in each Reglon/District Office. Senior OJBeers 
from HQ visit the Regional Oftiees and customers at .regular interval 
'to 'supplement the" efforts of the Regional Manager. ,Wherever 
neeessary, the matter is taken up at the highest level (at the level 
Of Chairman). In oer-tain ,~nces, assistance from Ministry is also 
~ for talOng \ql the c~ with concerned Ministry. The position 
of ibe outatandings .is ,.~ "t~~ent intervals by Directors! 
Chairman at Board meetfnp aDd by the Ministry at quarterly ~-
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fo~ Jtevfew MeetinSS. Thus a .Iteady preI8Ure fa being bzpught 
on the customer for huteemg up ~ settlement of old outstancungs. 

~~1 In view of heavy outstandings, the Committee enquired as 
to whether tlie high ievet of· outstandfngs call for need to streai'.n.line 
the procedural fohnalitiesand thereby setting right. the e~s.Ung 
iJ;opediments In debt.collection. The B~ in a written .reply s~~ed 
that ~t was d~ir.a~le to implement ihe 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 heing asked about the nature of assistance rendet'ed by 
the Ministry to help the Company recover these huge outstanding, 
the Department of Defen-ce Production and Supplies have stated in 
their written note that the lWnistry has been writing to concerned 
administrative Ministries fo:r 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. Exeessive Recourse to Cash Credit, 

6.23 The Audit have stated that the Company has b.een availing 
.cash credit facility from Jaanks for meeting the working 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. sWj)lus/non-moving stores and outstanding 
debts. The details of cash credit Qutstanqing. fUnds blocked up 
aVOidably and interest pa~d ,by "the Company dudng 19?~80 to 1986-87 
are, «iven in the table ~below: _ . t 

year 

, ·1 

1979-80 

1980-81 . 

Cash 
crrdit 
~lt~Jl!1-In 'at 
t'",cod or ,tbe 

.. Y&r 
.2 

~.Q4 
',',,;i .. 

3299.16 

Inventory at the Book Interest 
year 0JlCl . !i~ at on cash 

---- tbe year- t2'>'dit 
Kept in SurplUS! ~ct , f)IIfd 
bond non- (conal- doriagthe 

J1¥lvins = year 

3 4 5 6 

320 •. 56 217.!O Z<'{S,45 ;{('. ~ 8' 

1437.6' 27'.08 1805·43 4OJ.63 

. . . ' .. , ..... , :'. ,,,,",,;,; .. , . 



aa 
--.-~'-----

.......... _-
,,2 '3 4 , " 

1'81-82 . ·U77.03 987.01 300.40 3733.46 681.80 

1982-83 , 9960.82 1754.06 293.25 S49fi.50 1397.76 

1'1).84 1331%.97 841.44 306.32 6837.46 2161.SI 

1984-85 . 13225.21 1512.76 397.35 723'.01 1955.0{ 

1985-86 . 12574.44 980.80 413.67 16754.04 1221.26 
If86.11 . 14135.01 1140·06 411.86 19642.12 1324." 

, TOTAL: 9451·51 

a24 It would be observed from the above table that interest pat. 
to Banks on cash credit availed by the Company during 1979-800 te 
1986-87 amounted to Rs. 94.52 erores. According to Audit, the amount 
of profits from year to year would have been higher if the incidence 
of interest on eash credit had been minimised by collecting the due. 
promptly and reducing the funds booked up in inventories. The 
Com~ttee 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 equipmetlts 
laased 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 crares (1983-84) to 
RI. '506 crores (1~7>, the ClUtn Credit limit continues to be at 
RI. 129 crores from December, 1984. ,In order to reduce tbe level 
of borrowings, the company has takeD the following steps:-

(a> Introduction of Module production and regulation of high. 
value bought out items like Engines; Transmissions: Tyres, 
ete. to be received just in time to match the final psembt, 
operations; ; 

(b) Development ,of· multi skUl operatiODlJ in the direct 
workers which gives ft.exibility of deployment. 

(c) Systematic follow up for collection of outstanding dues. 
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(d) Coutant reYiew of mventorr and reduction of inventor, 
DW'ginl wherever poaib1e; 

The Ministry hili been emphasising the need for reduction Of inven-
tOry and the sundry; debtors and these are being monitored in the 
Production Beview Meeti'Ap. : 

8.25 When the Committee enquired about the suggestions of the 
Ministry to remec!y 8u~h a situation, the Ministry in their written 
reply have stated that the levels of utilisation of Cash Credit and the 
co~uential. interest burden are not considered exeessive for tlie 
following le8llOll5:-

(1) The operaUous of the Company have considerably inereu-
eel over the yean; I 

(2) The Company hal been following a Production,'Marketb)g 
Strategy of manufacturing equipment in antiCipation of 
orders. This policy necessarily involves initiating advance 
procurement action retUlting in-

(i) Bonding of goods; 

(ii) Items becoming surplus/non-moving etc; 

(iii) Most of the sales o~ the company are to depend upon 
the Government for their budgetary suppo.rt andconse-
qUelltially there has been some delay in realisation of 
the debt. However, in order to further improve the 
perfo.nn.ance of the Company and to reduce the interest 
burden. Company has been directed to minimise inven-
tory including bonding of inventory and expedite the 
colleeflon. of debts. 
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CONCLUSIONSIRECOMMENDATIONS OF'THE CO'MMITrEE' 

1. fte Cemmittee DOte that the Boar4 ofDi~ of tit. Com-pan,. in DeCem'Mr, '1116 approved a' Corporate PlD, CoveriDg inter 
a1l~ environmental iidlaelltei, DrluiOIl, objeetiyes, corporate *ak-
,pes and functional strategies as well as an aetion. plaa eompriiing 
d~t,ailed YC!81'-wise target, for 197~77 to 1980-81 and b~O.d. project~ ,io_ for the' -.ubsequ.eiit five ~e8r periods ending 1985-86 and 1900-
91. Although the Bureau of Public Enterpri$~ had 18S11ed guide~ 
lia- as far back as in 197' to the. effect that each p~c ,nterprise 
waa required to formulate a Corporate Flan wjth formal ratificationl 
a'pproval by the edministroUve MiDisby, neither the Bharat Earth 
Movers Ltd. (BEML) cared to obtai., the approval of the De,art-
ment of Defence Production nnd Supplies to the Corporate Plan 
approved by their Board of Directors in December, 1916 nor th ... 
Department considered it necessary to ensure compliance with the 
guidelines issued by BPE irl this regard. The Department of Def-
ea~ Production and SuppJ.ie5 stated that as. the comJ'OSltio,n of the 
~iDe1uW GovenoDent Directot's aDd allO ill view of the fact· 
...... c~y of the .-genda was sent ~o the )finiltry no le,arate refer-
e .. for approval of the Corporate Plan was made to the Govern-
.eat The old reeorcls available in the Ministry do not I1lgI'8t 
that the CoI:poration Plan of BEML was fo~aDy ratiftecl by Govern-
.. eat. A.t tlUs stap the Committee eaD only expl'ell their rep .. t 
daat ainee IfT6 the Company h8s beea fundionln, 011 the b .. 1s of 
a Corporate Plan not approved by the Government. The Com-
mittee need hardly emphasise that speeiftc approval of Corporate 
Pia by Government was neces..:ary to enable it to indicate tht' 
tlireetloD that the Company shOUld take and to have an overal1 
view aIf the production requirements. 

2. The Committee are surpri&ed to Sad that the Company had not 
made a eomprehensive review of achievements against the various 
strate8les, action plans, ete., laid down in the Corporate Plan but 
oaI)' I'ft'iewed in 198&-81 (April, 1180) and 1185-86, the action plans 
relatina 'to mtroduetion of new .,.ulpmat I. pl'fNfudion, year-wise· 
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3. ,The Coaomittee ~ surprised to find Uu.,t although the Corpo-
r. Plaia bad eav~ the iDtrocluctiOil. of Heavy v8hleJes d~Il' 
1"8-79.40 to .... pipe layers meant for Mines .and PetJ:'oleum prOdu' 
cers 4uriJa« ·1979·80, Hydraulic. ,cranes by October, 1979 and 'J20 
tOMe Bear DUDlP ttuIc:ks bv 1985, these were not introduced till . 
1 __ 87. According to the Ministry the main reasoa for their non· 
introduction was-market demand not picking up 85 anticipated and 
also vatious other facto·rs. The Committee are not .nagreeinc~t 
with this view of tbe Ministry. They feel that the Company shouid . -." .." ~ 

have worked out a systematic and aggressive marketing strategy. 

4.tn regard to 40 T Pipe J,a:rers \~'hicll was due for introduction. 
in the year 1!}79·80. ollly devdopment work, involving an cXIJe'ndi. 
tUJ'e of Rs. 22.48 lakhs was c01n.pletetl by March, 1985. As sf I.ted 
by tbe Company during e\'~dfmce, at the time of ftnalisation of ('.-fJr~' 

}lOl'llte Plan in 1976, the COflllluny ex-pccted 'on the basis of tln'it' 
market survey orders fromt!1('· oil, ~as field areas and coalsetfo,;, 
but subsequenfly the demand dirlnof pi<'k up as antidpatod re..~IJ1t.;· ,. . . 
in.g in deferring of introduction of 40T Pip", Layers from 1919-80· to 
19~·87. Only 2'humbers were produced dUring 1986-87. When 
enq'uired whether any specific cO'mmitmel\t waf; obtained from. 
ONGC fOJ' pla-cing orders on BEML for 40 t-c'ft1 pipe layers, the CMD 
(BEML) during evidence stated: 

"No; they did not gh'c" , • ,we do not have any such dO(!umeJat, 
to prove." 

The Codtmittoo canoot but come to the eOllclusioa that there was 
JH) l'casonahle basis for assessing the demand for pipe layen; at the 
timl! the corporate' plan wa~ drawn up. The Committee feel·that 
iii the absente 1)f aliy specific cOllllltitment fromONOC arid from 
ttle :coaisector, the CoIDp"'~'Rlaould netliave tilC1U'l'bd e;tpen .... 
OD Ute .4.ivelopmerit wOrk •• the tune of 8$, !2!!.4Slakh.. .., 



5. It Jaaa' alio been brouIbt to the DOtiee oj the CGID1IIittee ..... 
ONGC IUId Gas Authority of ludie have placed or." en toni,_·· 
parties aad contractors for erection of complete HBJpipeliaes, "ta. .. 
have alread)' iot in their stock in their own COUllU)' _ ill the tbird· 
COURy such eqaipmeat/pipe la)'en. One of the da1l8el in tIM 
eoiairact with them ptovides that the)' CIUI briar the equiplDftlta 
(pipe layers) into India and utiUee it for layiDc of pipeliaes ter 
BBJ or for uy other $Ucb eoatraeta. The Committee are iDfonuett 
duat the Compally took up the matter with the foreian conuaelora •• 
weD as tile Gas Authorit)' of Jadia Ltd. for pvinc BEML .. oppw-
taait)' to auppl)' thOle equipments aDd spares hut the eftorta proved 
fatile as the eoatraet stipulated that the forMID party could miDI 
to India for their UIe whiehctver equipment they: required and took 
it back after eompletion of the project. Similar instances ha.e 
bee. quoted by the Compuy in the leld of hydro-power 
and th~~ power JnVJects ~ which foreip cODtrae~ 'Wel'e 
allowed to hrm. ncb equipment requintl h)' them an. re-export 
tJaem after the project had heea compJ.eted. The Committee a'e 
.... iDform" that the CMD, BEML had met all ~eemed autho-
rities eonaected with power projects, hi&' dams, mUltipurpose pro-
jects iacludine the Secretary, Power and Cbail'lDeD of NHPC, ewe 
aDd CEA. ani also wrote to them that hereafter the compallY 
shoaId be aDowed to ask. the foreign .,.,tractor to 11M the equip.-
JDeDta ud spare parts supplied by BEML. The Committee feel 
aat the BEML shoald have approaehed the coneemea authorities 
ill reprd to the supply of pipe layers weD before the ftnaJisation 
01 &peement with the foreip eontraetors. The Committee would 
1II'ge the Govel'lUDeat that in. future a clause should be iDtroduted 
ia tJie agreemeats that where iDdigeuous capabilities were available 
f.r supply of equipments ud spare parts, they would uae nell 
equipmeats aDd spare parts instead of importiDg IUCh equip ...... 
.... re-export them after the completiOD of the project. 

t. The CODUIlittee note that the pftHluction of lleavy vehkles 
Daeut for Defence Department was dae for iDtrodudioD in 197'-7. 
iDRaileoac'h Division, with an envisaged production level of 'a 
nllDlHrs by 1980-81. It had not "been taken Up as the question .f 
eDteriag into a collaboration agreement with the Cucboslovakian 
GoveJ'DIDent was aDder eODsideration ud the proto-tYPe traetor w. 
ander trials (December, 1985). In the meantime, t5 vehicles weft 
imported 'by the Defence Department in 1_ at a cost of Ba. 21 .• 
...... The Committee have heea told duriar evidence that theM 
.... )' vehicles are still beiar imported '" the A.nn7. Actor •• 
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to the Company, thtty were aware of Genel'sl staft Quality rec..uire. 
lIlent (GSQa) of the Army in re;aU'd to heavy velbiclel from tbe 
very beciDlliDa. The Army was experimelitiDg with various types 
.f heavy duty vehicles but had not come to any delinite condusiOll 
as to which particular type of vehicle was required by them. The 
Seeretary, Defence Production informed the Commiftee durinc evi-
denee that the heavy vehicles whiCh BEMI.. wanted to int1'CKlace 
ud develop as per GSQR lOIDetime in 1984 was given to the defe~e 
serviees in 1_ for their evaluation and trials. The results of 
tlaOle trials were yet to be received by the Ministry. When en· 
.aired as to how much time Will be taken to evaluate _Ic)es 
liven by file Company for trial, the Secretary, Defence Produdioa 
Iftated:-

"Final view has Dot yet emerged .... These are matters wbie" 
lavolve huge ftnandal implications, change in teehnolou, 
ehanp in pattena and fuel eflicieney." 

The Committee are constrained to point out that the productioa 
•• t5 heavy vehicles in 1980-81 itself was envisaged in the Corporat. 
Plan by BEML without having any specific C»DSultation with " t ... 
Anoy. They are abo pained to note that even thouch the Ministry 
were aware of the envisaged production of these heavy vehicles,. 
daey did not direct the Army to give tlear indieation reprdiDg their 
qquireDIent of such vehicles and the specifications thereof. AI-
60ugh tbe prot.type of the heavy vehicle was liven to the Arm,. 
try BEMI.. in 1984, the Army has yet to take a fbull view in tbis re· 
rard. The Committee are unable to appreciate the delay of aJmoet 
four years on the part of the Army in taking a final decision in the 
matter. They are particularly concerned because the BEML .... 
the necessary infrastructUl'e for development of such heavy duty 
vehicle but the "Army is not giving a clear indication in reprd t. 
the model they are flnally interested in; whereas t;hey have bee. 
importing such vehicles spendiDg 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-
sumg the evaluation and trials of heavy duty vehicles, the prototype 
of which was suppHed 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 obsoleseoce 
of the equipment and resultant loss to the Company. The Com-
mittee, therefore, recommend that the Government should perfornt 
a constructive role in getting the requirement of Army hal •• 
800Il and orders placed on BEML. 
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facture ~ wheel .... eq-.-;'ment from 1982, were amoDJ. the, .stratec-
under the CorPerate Phui. The new fa~torY set Up at Myso~" 
ho.~vert St;arted commercial prodUctiOn o.ity fr6u. Its5iG. Ac'" 
cordiDc to the Comp.my, clUe to inSuJIteieDt deman4 for E8rth Mov-
~ eq.dpments. the Company diet:.· not go &he.if Witli ·t&e My~e 
project .ha. a full-s.,dced ·m..mer. It was decided .hy the ComPty 
after l'easse$SiDg their market potential and muket conditions that 
KGF cOQIplex would contUlue to JIUlDufacture track type of equip~ 
ments like excavators, bull-dozen etc. and also the sopbu.ticated 
aggregates like transmissions, hydraulics etc. The production of 
the wheeled equipment would be done at Mysore byuti1ising the 
existing project sanctions ond also by smooth transfer of produc-
tion (CKD's) from KGF to Mysore. As alainst projclCt sanction 
oi Rs. 61 crores, the factory at Mysore was 1iet 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 198&-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 about tbe reasons for creating ssparate farilities at 
Mysore inspite of infrastructure beil1g avaUable at KGF, the 'repre~ 
s~ntative of BEML during evident'einformed the 'Comnlittee: 
"while drawing th(' CorporatcPlan, ",eh~d taken note of t·he nee'd 
in futnre for bifurcating the facilities from KGF to another factory 
at My!'>ore where there are 0 lot of ~rowth prospects. We thought 
that at one place if we start doing it, it will not be a streamlining 
operation because the number of workers wilt be around ten to 
twelve thousand at one plnee." According to the Company, the 
creation of facilities at Mysore wa~ delayed bv the Company due to 
re·ccssionary trends in the International field ~f earth~ovi;'g indtlst. 
r)' and tbe slow: growth of the national economy, the market df:.-
mand pattern did not behnve in tonsonanee with tht! expCdaffo~s. 
The Company conf;idered p",dent to adopt a cautious ana . c8rc,ul 
apnroach least the company ,is burdened with a heavy u1:tut.iU"cd 
capacity. The Company inronned the Commi~tee ~hat th~ l'cC'e,s-
sionary trend in the International Reld of, earthmoving in~ustry was 
a part of the general recession in the entire Q,gineerin2' 'ndl1~ti')', 
world-1rl~e, whieh was esselltially ~ue to oj) crisis oJ 1979. The 
Conimittee tannGt '6ut express theIr concern oyer the I'-~t that the ·.w laetory at Mysor~ whlc'fi w~ to e~:rn~enceJruinut.duTe o~ 
wheeled ,equipment from 1982 as per the st~~t.gy Under . ~e 
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·c.irpe-'::PlaIl'/'COIIIIDeDtedproclucijon only. from ~--se. "and 
~I" "'Wltment,:of',llJi 61·c-l'o .... as envisaged in the c;:OF,o-
·r .. PIIi .. ,: .... inv ..... tof Il •. 20. 72 croJ,'esw~~ 'nwie. , ~ilil, _lean'" 
Iy ~ihoWli ~ theft' '. was ,laek, of 'proper plannia, and. anticipation 
Of t.tM§~~ demand lot wheeled equipment. ThQ. 8l'aumeJl~tI\.t 
tIie d • ..,':-msetBBIt·.'lIp<thc new t...ctol'ywas due to recessio~U')" 
.ti8Ha :Ih,t.,mternational field·of Earth· Moving'Iridustry ancJ,.uae 
1_·'II'tft\7dli~of -the 'IIatioIUlI· eCHomy·is toogeneral.in 'nature ',aDd 
doee '1l0r, IuI1t :)utif1': liJirititlg of facilities- at ·Mysore. In" ~ .. 
~ VIew the traaportatien charges of as .. 25;39 lakhs incurr,.t 
hY'th.;'COmpanyin 1986-87 on tile transfer of complete CKD's 
tr.m(IC:OF:fo,MY8Ol'e IS'notan'iuicniftcant amount. These·chanres 
may' inere8le·: .. fariher in futtlre; The argament gi\lenby, the, .I;!J-
pn..CIdtw, 'Of ..... Compamy' ·that . one of thereasoRs .of crea~ 
'ae1lttiM'iat MY80re 'W1IS"ihat the number -Gf·worken'at.,.KQf' 
wIII·1Ie'I'aro..d:lO to 12 tho"saH 'at one place. The· Com~ 
are' 'WUI;..... u<to' iiOW' the· 'Continua ace ·of· facUUies . for, . wheelecl 
.... ipm_·~t 'KOF ftCDllCite with· this view of the Company. 

8. 'Tlie' Committee note that th~' Company had tlet up iprOtfudioil 
facilttles p~ively 1n the Earth 'Moving'Eq'uipment 'Proje~t to 
k8;ep ."aee with ·-requil'e!mellts. ph.mg out the' capital inVestmeiwt 
over a periOd· of 19 years fr9m 1985-86 to 1983-84~ The expenclitat. 
litem-HI to the enel of 'Mareh. '1984 Was'Ra. :n.29nores. The U.S: 
eOmnalta~ts'to theprOjed sug~ested in Ma.'V ]965' that a mo1'8 detatl~ 
ed"~d .. ~pedfl~" "rogramme . be drawn up for impiementiriir the 
FAiHlt . Mdver projeet; 'BUt tht- COmpany neither prePll1'ed' a detitUelf' 
aDd a ,pedfte''p~rnenf'r laid down'R time !'tchedulefor"lmp'le" 
mentation of th~'Pr;aect °s'o as to monito .. tlte Implementation on die 
bMIt· of. 'aeciePt8Ct ·t'eChniqn~"'leh ali PERT and CPM~ . In . thIs ~ft~ 
IiMtlOll;"the' 'COldmln.;,.hs' "lnfo'l'lned 'the Committee' that 'the ·pro .. ' 
crueto-mis:' tor w1tt~"" t"cf'flDI\'c"itv WII'I lIrODoAed to 'be' ereftted 'Was duan". 'from time tottJ1'lfl)~ wit.h' M"l, nroip.d reV-181m,. The Co~~ 
'paitytlas further IbfOJ'trlptlt",,40 In -crfew nf the fad ·t"at the demand 
...... :Ilot· ·fro--. liS IlntJr.i""t,.tf.tl,--v '"''''f~ nt";of~,.C'e . Ire) slow in the 
eMlio1l' of ·faeilifles. . 'Altbo111!''' .. ., ",-/fi .. ,,': .Sh0111r1 be Im1l1em~n'::' 
tea 'Withem h.... an,. tim .. ' srheltn'f! f;"" imti'emenfatforl. In 
t1ds lMrifetdlr ('Bille 'the" ~'Xet'"ji"'" "if tl,fI!np"it!tet ;n phases ~"'d ,t'o 
the" extait .... etcssll'rv·, ."a i'er •• ,ir*!" f~~ m{'rttnl!' 111e "de~a''nd . has 
hel\Mlt;1h~ Company'in &v«tfi14,..,'! bultA",;" ~lI of idle ··eolladtv-. ~. 
bv resoriin,f1n 'clote Thonitbrn~ of prf"~reSs of the urolect. Com-
pau" was able to .ea:ellte flld"ti~, for ", .. ntdartur.e of .a variet~.of 
mo.w. of t"a~th -noving ~"ipment whidl could ~eet not oll'y tb_ 

('. . 
599 LS-7. 
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domestic: demand but also tq a certain extent overseas demand. The 
PERT and CPM techniques were not frequently used in thoBe,day. 
as they were less known and of recent use in India~ The Seeretarl 
of the Ministry attributed the absenee of time schedule to piece-
meal sandioning of the various phases. As regards monitorial of 
the implementation of the project, the Seeretary informed, the 
Committee that durin, those days when this project was sanctioned 
or initiated in the Govermnenlt or in the Government undedtak, 
ings either tfie awareness of these techniques (PERT/CPM) or the 
desirability of introduction of such tec'hniques did not exist. For the 
8m time the BPE issued instructions 011 this vide their C~u18l' 
dated 30th March. 1910. The Committee have also been infOnbed 
iIlat continuous monitoring of the projed was effeded through an .. 
Dual capital budl'ets and revised estimates. In this eonneetiDn~ the 
'SeCretary of the Ministry also stated: "I am not rulin .. out' the possl. 
),ility of a PERT monitorini mechanism even on piecemeal suction, 
),at its utility and its effectiveness in my opinion is bound tobe 
very poor if the project re41uirements were not sanctioned at. one 
gOo" While agreeing to the importance of PERT ICPM techniqites 
for project monitoring, the Secretary of the Ministry agreed that 
he would not dispute the importance and contribution of these tech· 
ftiques 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 equinment without 
drawiDC up any speclSc programme as sUlNested by thl! U.S. eonsut-
tants. The Committee totally disagree with the justification given 
by them for not doinl' so on the ground that they liad to imp1e~e ... t 
tlie,roject in a piecemeal lashinn so a.4; to keep p.r.e with the 
actual growth in demand. The Committee strongly feci that in 
truch • situation it was all the more necessary for the ,Company to 
ftuaUse a detaUed and specific prosp'amme for implementing . the 
'Project. The Committee are also unhappy to note 'that ttte Company 
did not adopt the monitorinv, techr.iques ,such as PERT/CPM to 
watch the implementation of the p!'ojeet. The 'reply 'given by the 
representative of the Company 8S weD as Government that theae 
fedlniques were not adopted 'because of their 'awareness or the. 
desirability of the introduction did not exi"t, is most ,unsatisfactory. 
TIle· BPE had issu~d guidelines for adoptinR' these techniques as 
early 88 in March, 1978. The Company could have at least conBide .... · . 
t"d adoption of these techniques for monitorin.e thp. imp'lementation' 
of this project after they had re~eived these guidelines. 

t. fte Committee note that in the context of inadequacy. of ex's-
~, ind~8IlOus IOUre~ fol' supply of castings and t~ incFe!se .. .,ro-
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duetion of eqJ,J.ipmeat with hi,her iadi&enous coatent, a Project .... 
port W8li prepared (August 1972), envisaging a capital outl:a" cd 
Bs, 355.75 Iakh$ (revised to Bs. 599.17 btldls in June 19'15), for 

. establishing a captive fOWidry with an installed,' capacity of 360t. 
,tonne. per annum, capable of being further augmented by 1_ 
,tonnes .}Jer annum after pro\'iding additional marlinal facilities. 'DIe 
c05tper tonne of in·house manufacture of castings and for,in .. '." 
estimated at Rs. 10,081, lb. 9,074 and Rs. 8,470 at capacity utilisa. 
tion of 60 per cent, 80 per cent and! 100 per cont respectivelY, .. 
against the estimated purchase price of as. 11,238 resultinar in c ... t 
advantage 'to the Company. The actual expenditure incurred. to end 
of 1974.75 was only as. 11.73 lakhs on the pattern shop building 
meant fQr the foundry, which is, however, being used for hoosi .. 
the HydrauliC' Shop catering to R&D activities. Su;bseQ.uentb'. 
Government of Kamataka proposed in July 1915 to entrust to th. 
Company a private foundry run by Vignyan Jjndustries' Limitecl 
(VlL), Tarikere, set up in 1970 and remaining c1ose~ since Decem-
ber 1974 because of mismanagement and shortage of funds. The 
estimated production capacity of VlL was 1500 tODDes of steel cast-
inp p .•. , subject to rehabilitation and augmentation of plant ..... 
machinery (estimated cost: Rs. 106 lakhs). The V1L was rehabili-
tated with the assistance of financial institutions and became a d .... 
med Government Company under section 619(D) of the Companies 
Act, 19'$6 with effect from January 1975; it resumed working from 
November 1975. Government of India, however, approved (April 
1&83) CODversiontolVlL 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 approxinlate cost of as. 16.45 lill!!. Thus . the " 
proposal to establish a captive foundry took more than a decade tet 
materialise. Meanwhile the Company purc'hased from open market 
during 1974-15 to U'83·84 steel castings to the extent of 14,881 ton-
nes (jnebid~ng 2763 tonnes frem VIL) at the average purchase 'priee 
of Rs. 13,375 per tonne. Thus, due to delay in either. . establishm, 
a captive foundry or taking over of VIL, the expected cost advan~ 
tqe wa., lost by' the Company. The Committee· .. 1so note ~ even' 
as early as 1912, the Company bad envisaged. need for 3100 tonnes 
of castings per annum but the actual consumption in 'the 18 years 
from 1974·75 to 1983-84 was only 14,881 tonnes i.e. an avera,e of 
less than 1500 tonnes per annum. In this connection, the Committee 
h8\l'ebeen jntor~ed by the Company that the need fOr 3600 MT 
Of eastinp per annum was enVisaged in early 1972 based on the 
production level of 850 earth moving equipment (at stablisati.on 
level) and also for a produ('tion 'of 408 Raileoache! and takinr an 
avera .. e' of 1500 tonne. over a Jon, period was not correct. The, 



.eDvisaged'the progressive dentopmeat'!8Ild ·ineN8lhd ..... ui .... t 
of ~tiDgs' upt()3.1J06'·tOllDes -bad'·bckm reaeied. bt':>th.- ,.ar· .. '191M1 
'and' subsequently ·they· have beenuling'~ .to'·the'~t .. (., mOI'e 
'than '4008 ·tonnes. On' ·the 'question-' ofa~uiri..,'~Mn.y.~'MIjVV""­
yan IudUstties'Umited, -whuse-'dpaeity·'W.s":asllelllN~ "tI~-lf~ 

··tonnes per' annum 'after rehatrilitaticm' aDd ~lII.n-td.~ 
. aliCl "" mathinery at a "eost Of &::'-1-06 :'lilkbs-; ait- apiDs1'} eItiDJIAtIIfd 
reqflirement 'Of' 3t80-tonnea'per anaum, the CemmittA;e wet·, ......... 
that'the litensed capacityof··VlL was i3000 MT .00'-'It~l~ .. ti., .. "I'iie 
-ComDlid~ are' at a 'loss' to· understand- as! fo whY~Mls.:·rVlfJt;an 
~1dUi'tri~s . Limited whose- -instaHed: '-caplidty-:wai _ly"'·ll00· ..... 
pef'mnlOD -was -purehased while-the' CeinpabY"-'MeCI' -.s 'eD"~d 
iD'~a:rly '1t72 was for 36&0'- M.Ts "of -eastmgJ"l!fhe Centntlttee' ','.we 
ftMtrained . to note .. -that- during the yeara!>llJ85.o.! -and: 1I1MF8'1': thiS 
foundry produced omy581tMiJJeS' ari·108&:t.naes·of'stMt·~ti.,s 
and'brturreda IOS'S of'Rs. 87.'.24Iakhs ana R8~'51.M\"'. reilleCR"~­
ly."·As admitted by ,the t'epresentative of~the 'Goinpimy thet·t61d 
priduetionof·'this·· Foundry may' '!lOt', ft'eeed 11180-- 'or' ''160& "DD~ 
during' 'the' CU1'l"ent·· year. The Committee' are' nIGIIt· · .... PPl' , to.-liOte 
thtit MIs. Viguyan -Indastries Limited ·hatt!·1teeiI .... e to'~er.t. dhly 
at. per cent.,f its·eapadty.-To'elid of ltfl5l.8I-i.'im:1uTed·.:'munu~ 

latlve: loss' of' Rs: ·512.39 '1akbs as apinstUt 'paid· Up: caPital: "", 
RaS'U:41·lakhs. .' I 

'I'he justification given by the represeatativejof theG8l1J;p8by·4laat 
they eould aotachieve full eapacity ,due,to( i ...... te·,.qpply· .,.'et 
"W'er does -Dot convince the Committee·.in «egard: .to· .the' , ........ 
pBforJD8Dce· of the Foulldry. As ""ilt- th .. 'C:ODIIlDp60D' of·'" 
ALT. ,in. 1986.87, the Foundry ·produced : . only 1008. toDaee" of . ·steel 
cutiPI8. The remaiBiDI quautity' laad ·to be ·punltMed iraDi H, the 
ope. market. The Committee has" therefore,:;eame f6-"~"""'" 
altle" coaelusion . that the 'decision, to; .•. purdt ... , V""'aD!~W""" 
Limited . was not eommereially pn.deilt.~- 'Dhe,.,\CIeaire,~'.t ,'the 
MiDistn" should hold. an, emJ.uiry al,toat.hat' 1eveJ.., •. ~ 
to purcbasethis unit was taken, _d what .ere~tIie::c"''''tiaI 
whic:h ~weithed fortakiDJ over-.this· ,wait. . They ,would ; aIao ..... to 
kli9,w. u to' why the decision',jn .J.'~pI'd :lio .Wtlishinc:. 'captiY* 
fOllw,y"was shelved. . , . 

\10 ... :llIe CcmmaiUeeDote' that .. the tetal ',revenh 'aDd '-~"'" , .. . 
peadi.tllre •. incuned -on ,:8&D. ·upto .Much, 1817 1W .. &s •. ··1.1~ .... . 
• podr ",~4.24, lakhs ~pedively. .Out,.of-. t ... ,Q,dnel4lp ... t; ..... 
~~ t __ ~ up by the CempBJIy ~Uri,..., .... peDoi l4tli!ldl;.:"'I~'" 
_.h, 1884,. only .27 proJeeta.:were .. ClOlQ.p1eted ..... "'!Of., 1I8tI&.. 



T~. Cq~mittee also note that theCQIIlPauy. did,"'Gt4r.w~ ulHIU)' 
s»"t:iti~ ~c"~duie on imports l:iubstitutioD. JPJ;ojeet&,fOl' 49'80U008 ~r 
estaWi.ltl~ent of R&D in 1011. 'l.'heCvmmit~. ar. ,.~8M"""" 
by. the reply of the (;oDljt.-ny ·thai t'hey. did· not ,draw up teUG.lo; 
atithey gave priority (or absorption of teclU1~gy aW\ilable. '1iroua5Ia, 
coPabo,ation and indigeniL'$ation of coUaIJorated proda.&c:t$..~ TJ-. 
Committee on Public Undertakings in their .2~ .Re,ort .(Sth/lAk, 
SaPha) had strongly recoDunended thatthec UD~tQ.kiqg ,&heN.W; 
fo,~~late research scbemes with. the specific ·pvpe8Q,of·~ac~.iQc. 
objective,s for which the Research and l}efvelepmePt ,fuad tIla4 .JMteu.. 
cre .. ted including t'he Scheme to rapidly ·in4iae~ the ... ~, 
of . c;omponents. The Committee are pained to not. that "the ~, 
PanY did take no serious note of this recommen,gtion .ut .he·,Ge.mht 
mittee. Delays in the completipn of 18 .prejects < ..... '.d>~.14S 
to 76 months. Had the Company drawn up schedule of import 
subs~tution projects fur the execution immediatel!' luter; setUnalup 
RIdl, th~y would have reduced the· delays ·iu cempJ.etion ;ef·tv_iGCl$., 
proj.ects. It is only now that the Company .dI'aws: up i.cih ..... d 

for. both development of products and impf)l"l$. substitu.tion.,,~ .,,_ 
COPlmi~tee regret to note that, as admittfi'd by the Sec.tary,~,lle-I. 
partment of Defence pruduction and Suppliea, the'MiDitIib'y. ,:.didli 
not evolve a regular mecbanism for monitoring and ""1V"'tin~'iI'e·,. 
suUs of the various R&D projects underUken by·.the :~~. 
The Secretary also conceded that thill-has been aweak·.arear .. far, 
a~ tIie Ministry level was concerned. TheCommitteeduipe ,.!:that· 
as assured by the Secretary a regular monitorial mechanismv .... d ' 
now be .evolved in the Ministry for monitoring cxpeadiau'e tDellnteil . 
by BEML on various R&D prcdects and for proper' evablat_ rreI. 
results. achiev"d by ·-the Company in the ,field of 1WrD. 

11. The Committee are constrained to observe that-~' ftie 
corporate plan emphasised self·reliance in the fields· iIiVoIviJic·pp-
~d te~nologYI ~either any'appreCliable 'prope!lS' lias betIb 
made nor effective action taken in fulfilmentef thisimp8r'butt '~r­
pOfate strategy even after a lapse of U years. This· fact' 'hw"-
admitted by the Seeretary, Department of Defence PtlMklct'i6ft. wilen 
he informed the Committee during e"idene~' that· Glle ef··Jttae 8feh 
of concern was indigenisation. 

12. The C~mmittee note. that one of the. CI,):rporatestrategi", lai" 
down in the <;orpor~de Plan of 1976 ·was to . establish .engine~(r 
cap~bm*y . for d~velopment and produt'tion of CQticaI assemblies., ;w,ith . 
high technoJ()gical compoJ1euts Jike. pOWer shifttroosm.lS.sicms .. f ... cl· 
'hydraulics. etc. with a view to achieving. s~lf~r~Iia,n.c:e in· ... ~ Ae~ .. " 
invOlvini sophist.ica~ed techpol.ol)'. A hydra~c, dao»" Will. .~t .MP ! 

'! •..• . 



hl It'l.· by repoupin. the available facilities and transferrin, cer .. 
taia maebbae teoIs aad equipment (value: Rs. 23 lakllS) to produce 
hydraulic ComponeDtl required for the production of earth movin, 
etJaip.ent. Th. Committee regret to note that from 1981.-82 to' 
1881-81 the value of iaJhouse manufadure of hydrauijc items was 
-J' .. 8.81 erores as Blainst outside purchases of about Rs. 48 
trores.TheCompanyil deriving satisfaction from the sudden 
iDenase in value of produetion of hydraulic components from 
III. 1.7Z crores in 1985-86 to Rs. 4.03 crores in 1986-87 and espects 
to Mach a level of about Bs. 7 crores in "1987-88. The Committee 
feel that bad the COmpaDy made serious eftorts and organised them-
NIves hi a better manner in the past years to improve their share 
., production of hydraulics, their in· bouse pr~duction would Dot 
_.e .... D ~ small fraction of their total requirements. 

13. The Committee note that the col~boration agreement with 
MIa, Komatsu,'Japan for the manufacture of diesel engines by 
BEMI.. wu approved by Public Investment Board (PIB) and' 
taken on record by Government on 15-1-1985. The Ministry inti-
mated Audit lD December, 1985 that the BEML's proposal for hav .. 
... its own capti.e Diesel Engine Plant was in final stages of aPr-
pro.aL However the project could not be cleared because of 
eertain objections raised by the Ministry of Industry and the DGTD, 
"lao have DOW finally agreed to the proposal. The Committee find 
that MIa Kirloskar Cummins Limited, Pune are the oul:y manu-
factUrers of Diesel Engines which can be fitted in equipment sup-
plies by BEML to its custOllJers. The BEML has been facing a 
aUlDberof eompiaiDts from customers including the Coal India 
Umited of serio.. performance deficiencies and in every ease of 
DeW equipment the period of stabilisation bas been unduly long 
resultinC in p-owin. eDBtomer dis-satisfaction. The Committee 
elUlDOt but express their deep eoncem over the delay in sanctioning 
of the Diesel Engine Project particu!arJy when the project for manu· 
factUl'inJ of Engines bad gained currency as ear~y as December, 
118S. The Committee hope that no precious time would now be 
~t in elearing, Diesel Ea~ne Project. 

14. The Committee note that although regular production in the 
Comp_,. cGmDlenced in 1968·69, the rated capacity of Earth Mover 
Drl'lslon has not been fixed either in terms of physical output or in 
.tamIardmahours (SMB) arler taking into account the production 
faeiUtles prorreu1ve1y set up. The Committee aTe unable to agree 
with the BBML that sJn.ee they are manufllcturing a variety of 
....". dub -Jineertn. equipinents with very little commonality 
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between them in regard to size and time taken for proeeua.. ., 
components, it was not possible to fix capacity in suda a mllD.~' 
and tbat there was no other guide for rated capaeity than' 1tD .... ~ 
sment of the work content. In fact, the Company has noW work'-
ed out a national capacity in terms of standard man hoan from 
1979'-st)"fo '1986-87 based upon a proportional working in relation to 
the progressive expenditure on plant and machiq,ery adually made 
from time to time and working backwards from the y~ar of comple-
tion of the project for 890 equipment. viz. 19~86. As conceded 
by the Secretary of the Ministry, capatity of the varied product mls: 
could be fixed in terms of !Jtandard man hours based on industrial 
engineering studies. Thus, the Committee desire that based on 
industrial engineering stUdies, the company should fix the capacity 
iu terms of standard man hours, even in tbe product-mix situations 
like that of tbe company. The 5MB capacity 50 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 present. 
tion of tbis report. 

15. The Committee also lind that although the Company is pro-. 
ducing spares but their capacity in terms of 5MB ha. not heeD 
fixed. The Committee are not satisfied by the explanation given 
by BEML i"Iat:".'blce ihe work content involved in manufacture of 
complete equipment was relatively much hi;her than that requireal 
for production of spares, which were mostly confined' to moviQ, 
and weat1hg parts, there wac; no need to specificaBy create additional 
capacity for sparcs and the requirement can be met by re8ortinJ.i to 
ove1"time work etc. The Secretary of the Ministry stated during h .. 
evidence: " .... The basic question whic6 the audit is pattin, II 
fIIat •. wily are you not frxil1g the capacity for tile produdion" .,. 
spares? The company's answer is that we have never created ida,. 
catJadty as such for spares. Therefore. we cannot fix It. It· it 
the viewnoint of the Company. I am not savinr tbat I aeeept 
it or that it !lhould be accepted .... 1 personally feel-apart from t .... · 
arfOlmeht and the lo.fCic thereof-and I would also tIU'l'rest to t .. · 
Comnanv that tfie:v should P.1ve a re-look to this problem and come 
out with alternativeR whidt 9re 'Pollslble and also how to tackle it. 
I prooose tn WJ'ite 10 them immediatelv after my submission hefore 
the 'hon. COmmittee a~ to what ·are the J)Ossibitities, how belt ~ 
can try to satisfy audit. We would try to find a realistic solution .... .-
these days whenever we "anction a project for manuf.durin, 10 
manv nri~inal f'qufpments. the perrentaa:e of spares is also mentfod-· 
fif. This is ,ct i., Qrclnanr., Vltd9l'ies". n, «;Om~tttt. wo1iM, . 



tMrefeire{·:~· ~,·te el"arly' ''Pedfy in terms; of: st_da.· ...... 
~tth. -»aclty for, 4fal'es.'1So as, to have. realistic ,' ......... t 
of,~ .. · .. f.'.tblir ,eapadtY.i 

16. The .ColDlttittee Dote, that the rated dapacity of 270 tall;, 
c:_cil",per .&nIlUPl of the Railc:oach Division of the Company was 
e~ ... de., to _ railc:oaches by 1975~76 at a cost of as. 211 laihs, 
b~. ,on. JIB expalf!tioD project for increasiDg the capacity of the 
Qi,v.l"ioD, which ~asapprove'l by Government in December, 1970 
(~t~a,Utd cost. Rs. - 21'3.65 lakhs). Though the Railway Boai'd 
i._~t.;.d . .iD April, .1974 a r.ut back on orders for railcoacbes, the 
Co~pany ,weDt ahead and raised 'the plant capacity to 400 rail-
c:~aches On the ".quad that hulk of the commitments on civil works, 
pl~t, and machinery were :!Jready made. The Committee regret 
to· ... ote that,. flS ~against the rated capacity of 400 railcoaches'per 
anqUIQ, the actual production of" the Division ranged between 1M 
to ,350 railc.ches per annum froln 1919-80 to 1986-87. 'Even after 
lZ"ye~., 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 ~nd ,on the other hand established capacity of BEML 
IOf ~ail coach m~cture ;" not fully utilized. The Railways 
h~y'~ ~~ lDvest ,in '. expanding ,their coach 'manufacturing' capacity 
w~et:e" BEMI. bas to diversify to utilize its capaeit:v. The Com-
mit*- ~n.ide.1' such II !JO'l':I'V, state of affairs du~ to '1llck of p,1'Pper 
d~~p'e. between, the Ministry of Railways, Ministry' of Defence 
."'"J)F;IQ., 

1'I.·l'fte'Committere find th:at as against the sanctioned' t'awmdty 
, ... the:'mMl1ifaeture·of'8S0 e~rthmoviDg equipment upto 1t804U 'and, 
89i t ........ 1' ,the earthmover' divislOb protlueecl ISO equiDMNlt 'tb . , 
1111-82('~'ttt!.ib '19D83~"93& 'In 1t8W4, 1004 in t91445'and" ,'124111 
191148 '1l'Mpec:tlftly. The percentage of 'ImPorted 'COIll"nen_ to· , 
fotal'~onsuin1Jtlo" 01 com.onents 'has increased frOm 45;53 lIeY' <'eat 
iDI97Mt fa 81.37 "lel" cent in ll8SoM _.180 t'Je-v.lue from ,1b~25.06'" 
eroNI1to 'Rs:Q33:8S 't"ot'efI durinl!' the 'slime period. AC!C!.rdift~'to •. 
A1IfIt. the 1If1llntllJll '8t lI12'h .,~t'eeatM!e of ciomnmtenhl f,.nm ,outaicle 
10 .... .., 'ath~ IIhrlNlr ,oAteofproc:iucotioh Alllo re81ilted ;n ander 
at~ 'of ttHCluriiem fadUtfe!ll established mth. r.nmpan •• The, 
p .... ee 'of fb..JtMJAA maJil1fat!ture of co1D1Jooents -oft.he Comaany 
C!a" .... from 15.1'1 'in '11t'Jt..89 to 9,04 ;D 198.1)04t4. The COJmltlt. 
fee ·I'e~"d flutf· tbe CothnallY sllould 1a"kPl1ep.esSin'" 'memmres ". 
to _8 ... <M1 'the fo,.4!t1lin ;M:~"b«eMi"ro should 'he "as fittleM poIlt' """'''';·''110 ~a. tt D_ld be ~e8Uracte". T1'fe'lmpert eonteJlf "" 
J,. ..... n •• t1'eof ... 1Ifpme~. ,boa1d tkenfOt'e be b~ht 'Iown 
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to the_.t 1ililUn~.,. rhe ~~i~tee, ~otiia I~ , cl_ wal& 
to be iipt on t~ imports ca eomponeDtsequipiii~t~wwe; 

18. TheConirijit~ Dote thit tli~ Com'.n;' bH Hail, started p~o~ 
duetion ot .tli movilig eq.dpmenlii witi;. low iiicilpnous conteiit 
to be increased ~rolr_ivet,. With the _~ee of colJ.8boratonl. 
In some e8ies tJie acretm.ents were e:dende.t It;eeifteally to ~ttfiiii 
this objective. Bo~ev~t, the eXteiiSiOhS of such akreements dde 
to non-achieveineiit 0; extt~ted iriaijtenisatiob levels led to conti. 
nual import of componerttii. sev~ral ~roduds de~eiopea b, tlie 
Comtiiiny w';re ~tSo prod~c.,d With low inatgenou~ eO~tent iDiU,ily 
and Prope8iiv~tt iricreajea thereafter. rrom tile iftiorm~ti(,ri itlr-
Dished to the Committee by the Company, it is obsehred biat in c~iie 
of the equipment. like Haulpak LW 50, D 355 A·3 Dozer, D 155 A, D0-
zer G,D. _ MotOr Graa~r, either the level of 85 ~r te~~ indigenisa. 
tion has been achieved iifter the Lirget y~ar of maximuin indigcmi. 
saUon or iias not been achieved at all iO f~r. tn case of new equip-
ments int~ociuced hi 1984-85 Uke H31~ HJ)18i;, PC650 and PC300 
Hydraulit ,Excavato,rs, there. ~a8 no, 8ignifican,i pn;~~s i~ade, '. bt 
~~: ~:::I :~:~:tr:e :a:~ind:~;~~i~ec~~!:~~; req~;.J~t;;!~i~ 
satiori level for som~ of the equiptnent ti~cause of spedfic~tjons and 
degree of sophistication in r~spect of certain items. The Com· 
mlttee are surprised at the reply of theC~m~aDy that th~y iuiopted 
an optiiliistic ~Pttro.ch With a view. to ~eiichi~g high leyetS 0; 
acliievelrlenl: In COlnmittee's view they ~houtd have taken tlie 
fador of deg~ of sOpliiStitstion Uito accohrit ""'hii~ rixiri~ the t~r­
let year f6r iilaXiinuni liidir~ni~Uon. Th~ toili~iHee hop~ that 
as H8~r~. b):'. the c'otii~~~y, ~tiey wb~la ,acljte~~ til,:)" in~t'~Il,~at!~~ 
level of 8ti per tent Witiiili 8 penod of ,5 year as, against the 
l&:-n yeatS taken by tHem iii ~arUef ye~rs; th~ c~ri.­
mittee need hardly stress their earlier recommendation ~~ae ih thei~ 
2nd Report (1971-72-5th Lok Sabha) that the pace of ind,icenisa. 
tion progress needs acceleration. 

19. Tb~ CoiDmtt~ nole f~~in the ietaih tif ina~hiiie utitisatioti 
I,!,: d if d f; Audit kind flii'! CCiiri,iily lliiit t1i~ utitttiliset1 mnc.,binl> umlS e y ,. . '~!...:__ OM • '8 ~ . ,', 'Cit· iD the FAlnh Mover Division dw-iug 1 .... 80 to 1.86- 7 tangelu 
cap. y . .., p, - I.L ' .' ,u H "'t" t"-ttom 5' t~ 4G per c6iit In ttie MaillbJie Sliop; 18 to _ per ee~ 10 IIC 

o;ar Shoji an' 3 to 1a pereeiit in . tlie Pllte Stiop. .th die Rail 
CCiacli Ditf8iOh tlte diiutltisetl ~aliidtt ahriql18t..a to tifI&.M rB.eI 
from (_) 3.45 to 28 per cent in the Machine Sh01l. 8 to 38 per-
cent in the Sheet Metal Shop and l' to 0 per cent in the Materba' 

599 LS-8 
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Preparation Shop. The .MiDistry have wormed Audit that the. low 
machine utilisation was due to the inevitable problems of eap .. ei~y 
balancing in the different work centres fop multi-product situatio~. 
Although the Company have introduced 8lBchiue idle time analysis 
card, this card does not give details of actual machine utilisatiolt. Jt 
is only an indicator of the a,"ailabUity of the machine for utilisation. 
The Committee feel that such .8 system would not be UHful is com-
puting the actual machine utilisation. The Committee, thererore, 
recommend that a system should be evolved in the Company with 
the help of "Industrial EogiDeermg Studies", so that the . actual 
machine utilisation of all the machines installed in the Company 
could be ascertained accurately for comparing it with the availahlc 
machine capacity. 

20. The Committee also note that the Company has introduced 
machitae 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 
as. 50 lakhs and above, as an experimental measure from April, 19R4 
In October, i9S4 the format of the card has been further refined to in-
cOl'porate lOe work ord~r 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 adion. According to the Company, 
the results of an analysis through such utilisation cards are the same 
as the data available throultb 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 critica] machines should be further reftned"so as to give more 
precise utilisation data. They also desire ·that the possibility of com-
puterisation of the compilation of madiine utilisation data may a]so 
be explored. 

21. The Committee al'-e constrained to note that as on 3bt March, 
1987, 90 items valuing •. 1140.07 lakbs were lying in bonded ware-
houses. Out of these 90 items, 19 items valuing Rs. 139.56 1akhs were 
lying for a period of lZ to 18 months, 35 Items valuing Rs. 467.01 Jakhs 
for a ..-iod of 6 to lZ months and 36 items valuin~ RI. 533.50 Jakhs 
for less than six months. In justifieatiOD of bouding of good" for 
sucb a .... time, the ftpresentatlve 0' the Company atated in evid-
enee : "Notlee of some minimum periotl has to be dven to the colla-
beratol'll .. We caanot "Order ·toda1 allel ret ·tbe thlnp tomorrow. We 



bav~ to let ready with the IO~ so that whenever aDy order is 
placed we ooul~ supply -the goods from the bond in warebouse other-
wise we maT have to sufter Joss." Although the Company is stated 
to have taken certain remedial measures for minimising prolonged 
bonding of goods but the interest charges paid dne to bonding of 
goods were as high as Bs. 314.68 lakhs durinl the period 1983-84 ! to 
1186-8'1. In this connection, when the Committee enquired whether 
there was a need to have· a relook at the provisioning pQJicy of Com-
pany to minimise the incidence of prolonged bonding; t'he Secretary 
of the Ministry conceded durmgevidence: " ...... 1 do ag~t 
importing lIaaterialB aDd then keeping them in atock, whe . ~f 
bonded warehouse or in your inventory requ.ire& a reloo'. 
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 requirements 
resulted in payment of avoidable' interest oharges 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 mQving equipment, the customers are 
required to pay 70 to 100 per cent ~f the value of equipment throu.gh 
their Bankers, on production of proof of despatch. But the terms 
and eondHions do not provide for recovery af penal interest (00 
interest) for bills not paid 1.y the customers within the due date. 
The Committ~ regret to note that consequentially on 402 bills 
(valued at'Rs. 81.13 crores) discounted with the banks and not honou-
red by die e1Istomers on due dates, the Company could Dot recovet" 
from the customers overdue interest of as. 139.15 lakhs levied by 
the Banks ~uring Febmary, 1979 to March, 1987. According to the 
Ministry the OD interest has accrued because the Company has dis-
coanted biUi to augment its working caldtal requirement. There 
would not 'be any ODintertast had these bills not been discounted. 
The Committee have been lnfonned by the Company that most of 
the cu;'tomersinduding the Government Departments do not agree 
to the incorporation ()f claURC regardinsr I~v:v of any interest ch,r(!es 
in the C8le of delayed payment by them. J~ this connection, the Minis-
try haS informed the Committee that the BoAm 0'. Dh·ector.; of tbe 
Company· are' being asked to e'll:ftmine tfte m~tter. The CommfHef! 
trait· th8t· the matter has sfnce bee~· t'~uJd,red . bv the Board of 
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Direders of BEm With a view to stipulating iit sale orders for re-
covering OD interest 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 011. At the end of the 
year 1986-87 the outstandings and bad debts written oft ameunted to 
Rs. 20255.24 lakhs and Rs. 59.52 lakhs respectively. The main rea..,otl 
for.vy outstandings as advanced by the Company is the retention 
~1J1,er ceilt of payment by major customers like CIL to be paid 
after commissioning of the equipment. Some Government Depart-
ments and also subsidiaries of cn. are insisting upon ellecting 100 
per cent payment only after commissioning. As regards assistance 
rendered by the Ministry for the recovery of huge outstanding:;; the 
Com~ittee 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 ill 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 110te that the Company has been availing cash 
credit facility fr~m ,Banks for meeting the wor)dng, c,apital require-
ments. While t"~ ;CoJDpany availed ,l;~sh credit pt high ,rates of 
inte~est, consider~ble Junds of the Company have "~n loqked\lp in 
~ond,d ~nventories, sl,l~plus/non-mQviDg; storeJi and ,utsh,ndiog, debts. 
'f.he Co~mitt~ are distress~ to not..} tbat the, cash ~~it ,~tsland­
ing at t~e end of the year 1986-87 h .. been as. 'high as,Ji&Ii. HI.3S cr;p-
t.~s ~~d the interest p~i4. on cash .~!edit from the.year .979-80;to 1986-
87, amount~d to R$. ,M.~2 ,c~ores. 'l'hey Itl'e not~~pviDced. of t~e reply 
given ,by the Gove~~n;aent t~t the levels.of utilisation of eash credit 
and the c~)Qseqllential. intercfft burden ar~ not ,considered excessive 
~~ ,acc.ount ,~f the to,"p~ny's P.rod~t;oD/Marketing st,ategy of manu-
f~ctuf.~g"eJluiplJlent." in, ,anticipatiOJl of: orders, Inspite of the 
d,irectiol)s givenbY,.the Ministry to the Comp,nytomilJimise inven-
~9ry,~nc1uct~&: bonding,of invento,y and e~~dite c:olleCjtions of debts, 
!~e ~~~mit~~, do ,not Set; mu~h improvemeat in the .situation. They, 
t~~r~f~re, . r,.,co",mend tl\~t, ~o~aflJ'_ ~d : the, Gctvel'lUllent should 
spare no efforts to minimi!le dependence of the Company on cash 



lot 
credits by collecting the dues promptly and also by reducing the lock-
oed up inventories. Such a situation has the effect of' reducing th." 
profitability of the Company by straining its resources to meet til. 
requirements of workiug capital. 

NEW DEuu; 
26 April, 1988 
fvaisakhii~""191(f (5)." 

VAKKOM PtTRUSHOTHAMAN, 
Chairman, 

Committee on Public Undertakings. 
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