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INTRODUCTION 

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

2. This Report is based on the examination of the working of the 
Heavy Electricals (India) Ltd. upto the year ending 31st March, 1967. 
The Committee took the evidence of the representatives of the 
Heavy Electricals (India) Ltd. on the 18th and the 19th December. 
1967 and of the Ministry of Industrial Development and Company 
Affairs (Department of Industrial Development) on the 19th and 
the 20th December, 1967. 

3. The material relating to the undertaking was processed and 
considered at various stages by the Study Group IT of the Com-
mittee. 

4. The Report was adopted by the Committee on the 22nd March. 
1968. 

5. The Committee wish to express their thanks to the officers of 
the Ministry of Industrial Development and Company Affairs (De-
partment of Industrial Development) and the Heavy Electricals 
(India) Ltd. for placing before them the material and information 
that they wanted in connection with their examination. They also 
wish to express their thanks to the non-official organizations who. 
on request from the Committee, furnished their views on the work-
ing of the Heavy Electricals (India) Ltd. 

6. The Committee also place on record their appreciation of the 
assistance rendered to them in connection with the examination of 
audit paras pertaining to Heavy Electricals (India) Ltd. by the C0m-
ptroller and Auditor General of India. 

NEW DI".un; 
April 3, 1968. 
Chaitra 14, 1890 (Saka). 

D. N.TIWARY. 
Chainnan. 

Committee on PubUc Un.clerta.kinglf. 

( vii ) 
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lNTRODUCTORY 

The quantum of electricity generated and consumed by a country 
is generally indicative of the level of industri.al progress made by 
the country. In 1950, the total installed capacity in India for gene-
ration of power was 23 J.akh KW. At present it is 1011akh KW. The 
target by 1971 is twice as much. In other words as much new capa-
city is to be installed by 1971 as was installed in all the previous 
years put together. It necessarily involves manufacture of equip-
ments for generation, transmission etc. of power. With this object 
in view, a Commlittee headed by Dr. J. C. Ghosh, the then Director 
General of Industries and Supplies, was appointed in 1948 to explore 
the possibility of developing the manufacture of Heavy Electrical 
Power Plants to meet the requirements of equipment for the genera-
tion, transmission and distribution of power in the country. That 
Conim.i~tee recommended the setting up of a project to manufacture 
the required equipment. Detailed Project Reports were invited and 
receiv€d from three firms' of international repute viz. Associated 
Electrical Industries U.K.. International General Electrical Company, 
U.K. and Westinghouse of U.S.A. Further consideration of the issue 
was, hQwever, deferred in the year 1950 because of the financial 
stringency then prevailing. 

2. The question of setting up of a Heavy Electrical Equipment 
Plant assumed new dimensions in the year 1952 owing to schemes of 
large-scale electrification of railways and hydro-electric develop-
ments which were to be taken up. The Government, therefore, 
again invited fi.nns of international repute which were willing . to 
participate financially as \vellas technically to submit project reports. 
Of the four firms, which Qffered to prepare proj~ rewrts, only 
.two finns ultimately submiltted such reports early in 1954. 

3. Before taking a final decision, Government again constituted 
in October, 1954, a Committee headed. by Shri S. A. Gadkary, Con-
sultant (Power), Planning -CommiSSion, to investigate, inter alia., the 
exact requirements of the country regarding Heavy Electrical Equip-
ment, the extent to wmchthese eould be Il1Ietby (:urrent· production 
in India, and how the telidue could be met by indigenous production. 

4. TakiDg'these factorsinlo consideration, the Committee Tecotn-
:meadedtbat the manufacture of heavy electrical platit tn,the'~ft
trywu 'essential-for'lIJ)eeding up 'indUstrialisation a1'ld· ~at theotily 
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way of achieving it was for the State to establish a factory for the 
purpose. Government accepted the recommendations of the Gad-
karyComm'ittee to set up a fac!ory for the purpose. 

5. Proposals were then invited from well-known international 
firms, engaged in this field for technical and financial collaboration. 
After a scrutiny of the offerS received, Mis., Associated Electrical 
Tndustries of U.K. were 'Selected as· consultants for the design and 
layout for the factory and also to !'ehdertechnic~l a,dvi$ory.ervice 
in the operation of that flletory, and an ,agreement was ~terEid into 
with them on the 11th NOV'ember, 1955. As per terms of tbeagree-
ment, the consultants prepared 8 Detailed Project :Report which they 
su'btrlitted in November, 1956. It was approved by the Government 
in March. 1951. 

6. The Heavy Electricals (India) LUi. was inC9rporated in 1956 
for the manufacture of heavy electrical equipments such as Hydrau-
lic turbines. Switcheears, Transformers. Control Gear Static Capa-
citor, etc. 

7. Until the 16th of November, 1964. the HElL managed th~ fol-
lowing projects: 

(1) Heavy Electrical factory, Bhopal, M.P. 
(11) Heavy Electrical Equipment Plant, Hardwar, U.P. 

(iii) Heavy Power Equipment Plant, Hyderabad, Andhra Pra-
desh. 

(iv) High pressure Boiler Plant, Tiruchirapalli, Madras. 

8. The three units (ii) to (iv) were separated from t.~e He~vy 
Electricals (India) 1Jtd., to fonn a new Company viz. Bharat Heavy 
Eleetricals Ltd. on the 13th November, 1964. The COlnmittee exa-
mined this undertaking viz. Bharat Heavy Elec~cals Ltd. in' the 
year 1967 and presented a report to, Parliament. 

9. The project at Bhopal, as stated above, is being set up with 
the collaboration of Associated Electrical Industries of the United 
Kingdom. AEI. besides acting as techpical consultants, have also 
oftered. financial help for the project. Besides the' AEI, British In-
sulated Callendars Cables Ltd., London and the Morgan Grenfell and 

. Co. have aleo advaneed loans to' the Company. 
'10 .. The w*king of the HeavyElectricals (lDdia) l4d. w,.~

mined b~;the Estimates Committee in the year 1962-63 in their 35th 
Report Presented to ~rliament in April, 1963. A Retkmt on the 
J..c~ Taken by the Goveriunenton this Report was presented by 
the Committee on PUbUc Un~nlSlm- the' 12tb'A:ugust;"196f~ 
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11. The construction of this project started in the year 1957. Par-
tial production in the factory comJmenced from the middle of 1960. 
Thust when the Estimates Committee last exammed this project, pro-
duction had barely started and the scope for examination of the 
project waS Iinlited to the pl8llI1ing and initial constru,ction thereof. 
Since then, production of (ltl;ler items of equipment have also start-
ed. During the course of construction, expansion of the project has 
been undertaken and new items of produou.on not on,ginaIly con,ceiv-
ed in the project' report, ,have been taken' up. These fa~ors, toa 
great extent, have retarded the completion of the project. Full pro-
duction has also not been, achieved for most of the items of manu-
facture. The company has also been incurring heavy losses rIVer 
the years. Problems concerning the production phase which were 
not foreseen in the Detailed Project Report have also cropped up. 
The Committee's findings and recommendations on the working ot 
the Heavy Electricals (India) Ltd. on most of these and other aspects 
of t1;le project are contained in the following chapters. 
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AGREEMENT WITH THE CONSULTANTS 
A. A1treement with MIs. AEI 

12. The :'Govemment,entered into an agreement with. Messrs ~ 
.aciated Electrical Industrjes Ltd., U.K. on the 17th ){oventber, 1955 
to,.appoint '~em as Consultants for the estabJishment of Heavy Elec-
trl~l factory in the country. The main functions of the Consultants, 
under the agreement are as follows: 

.. (a) Prepare a detailed project report which will include the 
plans of the factory, and the layout of the different de-
partments with their plant and equipment, and other de-
tails which are given in Article V of the Agreement, and 

(b) Generally undertake all such duties as are commonly 'with-
in the scope and functions of consulting engineers, and in 
particular:-

(i) ad as consulting engineers on site and give rlirections, 
instructions and information so as to ensure that the 
factor is established and equipped and that the general 
layout is carried into effect in accordance with their 
ftnal recOIlUIlIendations, 

(ii) prepare plans and specifications of the plant, machines, 
equipment and materials which are required, in such de-
tail as will enable reputed firms specialiSing in supplies 
and work of that kind to submit detailed quotations and 
assist the Government where necessary to issue invita-
tions for tenders on a global basis. 

(iiQ examine and scrutinise the tenders received, advise upon 
tenders and on further enquiries if necessary, for plant 
and equipment, and generally place the Government in 
a position to issue orders for 'plant and equipment, and 
carry out such inspection before delivery as the Gov-
ernment may request. 

(tv) ... te the delivery requirements of all plant, machinery 
and equipment and production materials in accordance 
with the general programme, prograss the delivery of 
such items as are ordered by them on behalf of the Gov-
ernment, and carry out similar duties for equipment 

4 
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.,nieredt by, tlut Go.ver-nment if reqp.est~ tQ, do -10 •. giviDg 
advance information to enabl~ Indi8Jl. ships to be used 
for imported. goods. where possible, 

(v) keep the Govemmant informeci ~oulh periodical re-
ports about theprogi'eaS of m~1 and, delivery of 
all. plant, mac~mery etc. required for the fActory. 

(vi) supply floor plans and general. floor spe<:ifications, sup-
ervise the preparation of the installation drawings re-
quired and check and certify the foundation drawings 
for the plant machinery and equipment, 

(vii) supervi~ the construction of the factory and the erec-
tion, testing, comm;ssioning and initial operation of the 
plant and equipment of the factory: 

Provided that in respect of the factory buildings, the super-
vision will be exercised in co-operation with the Govern-
ment's architects and/or engineers. 

(Viii) bring to the notice of the Government from time to 
time the need for taking such action as may be neces-
sary. tom~intain the time-schedule and to ensure the 
. successful ~mpletion and working of the factory., and 

nx) render technical service in .the operation of the factory 
as set out in Articles VIII:' . 
-' . . . 

13... In eonsidttration of the services of the Consultants,' acCording 
to the agreement, the Government sha.!! pay to or reimburse the Con-
sultants as follows:-

(a)(,) .within o:t~ mlnth of appointment as Consultatm ,(0,0:>:> 
(i.) within one month ·of receipt of th: detlliled. project. 

report. _ £20,000 
(ii.) within 6 m9tlths of receipt of th!=. detailedproj~ 

report ' £10,000 
(if)) Four p:iyments of '75.0:>:;' e lC'l, th: first such payment 

. to be made six, months after the pl!'cin~ of the.first. 
contract for the factory buildio\lS, w~~ for st~l
work or civil engineering or on the 1st Janu'lry, 1959 ' 
whiChever is the later. The remaining three,p'lY" 
menu will, be made at intervals .,f 18 mon\h$ after. 
the first payment has ~ made,provid~d.tbaJ the, 
p~ogr~, of the f~ory is .afXording to the; Tinl~. 
Schedule in the Qetailed Project Rep')naccepted' 
by the Govemment (as SubSequently amended) ; 
anddolay in such progress to be re1atedto tttedates 
of the said payment which in. that event are to. be. 
similarly delayed £300,000 

TOTAL £400,000 

The payments shall be made in pounds sterling. 
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> ,. '<b) 'A. ~~ge Of ~l percent on ~totl1 anlnUal sates value re-
"" ,~, ckoned upon 31stMarch,:of eaen'year of the finished pro-

ducts of the ra~ory (miudftigftydraullctuItbtnes) minus 
'ithe invOlce'ftl1ie·ot·-the hupwW ~.,.ts-:pu:chased 
tram the ComnIltanta during· the year. 

(c) Drawings, tra~D.gs, prints and other docum:etits, at the 
. Consultants' current rates. 

(d)- Salades and'ove~heads, ,allowances, travelling and inci-
dental expe~ of t~e tecbnicai s~~alists deputed by 
tlte Consultants for rendering technical assistance and 
suPerviSion for.the training ofpersonne'l, tl'teconstroction, 
erection, cOmmissioning and operation or the 'factory, the 
number of the specialists required and the terms and con-
ditions 'of their deputation beingdetermin£4by mutual 
agreement between the parties. 

The cost of transporting thefiltnilies of the teclihical special-
, lstsbetween the U.K. and the place of work in lridia will 
'be allQwed w~ere agreed between thepama: . . , '. ,. . 

Provided that no charge shall be payable by the Government 
for the technical specialists deputed for the, preparation of 
the detailed project report, -, . . , 

• I • . 

(e).3 per cent olthe price of such special machines and equip-
. -ment· as will require the preparation' of. detailed . deSIgn 

drawings and purchasing specifications by the Consiiltants 
in their own organisation and as the Government 'request 
'them to prepare: 

Plrovided that ICf:he price" in respect of the imported machines 
and equipment shall be the F.O.B. price, and in respect of 
miachines and equipment manufactured in indta shall be 
the price of re-manufacturers' works: 

Provided also ,that the total payment under this head shall not 
exceed Rs. 12,OO.®O. , " 

(f) 5 pet cent of the F.O.B; price of any plant, eqtrlpment and 
materials whieh the· Consultants· are ~red to purchase 
and Inspect as purchashig ~gents of the Govetnment and 
which the Consultants do not -themselveS manufacture. 
This -ehai'ge will include (i) the cost 9£ inspection and 
overheads it1 the U.K. and(ii~ ,the -work detailed under 

• su)),:clause '(e) above where necessary. 'l'be' cost of ins-
pection plus overheads in countries .other than the U.K. 

'),\ .. will be paid to the Consultants in addition to thUJ charge 
of 5 per cent. 
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", (g}'Cost ~ insPectiOn 'plusoverneads wnere jnspectiononly 
" is required tolK! 'undertaken by.the CODSUltailts except as 

provided Under slib-clause(f)': AU'paymentsslmH, unlell 
" ~.to the' contr.ary~ ~ inade-:in rupeeS :and such pay-

ments except reimbursements of eXpehsesshaU De subject 
to taxes on income according to the laws of India. Such 

" , ' , . ;-, ;payments' shaJ1'~n1_ provided: for <othe.t:~.qe:,made 
within 90 days oi!·the presentatiqn .of the respective bills. 

','Facilities shall. \te, pwvided!Pf 1ibeGqv~rnnt.ent,for the 
remittance of these amounts ~,the V.L" ," 

-, '14. The technic'a! Consultancy; Agr~ement is; fnoperatiOn' 'for' thp. 
l~~t' 12 'years. ", Fr6m the a,hove ,stipulatea' sehedule" of 'paymetltsit 
will' be ~n that, ,Qe;;ides the paym~t. 6£' t 4O(),000 in 'l\D!lP' sum;! pay.;.' , 
merit have'to be made to the'6onsultarltsin terinS'otot'heiJsub-cl'auSteS 
m~ntion~d: above, .depending ':ixPorl' th~ ts~ies of the' ~m~ pT(V 
du,ced, purchases' <>t plant "arid riuicliin~rY tHrough the A.E.!.;' and the ' 
postiI;lg of 'sPeciati~s~' ' -- ' "... ' '"... '; 

.. 15. 'The ;otal a~~~~~ paid to the Consultan~ upto,;llst M~b.':'i96·f 
was Rs. 388.83 lakhs. The following payments had been made under 
various clauses of section XVI of the Technical Consultancy agree-
m.ent:- .' " . . ',; ,', - " . 

S. No. 

'I 'XVI (a) 
2 XVI (b) 
'3 XVI- (a}-, 
'4 XVI (d) 
5 . ,XVI (e).(J)(g) , 

Cl,ause No., 

" 'r·' 
" 

Amount 

53-33 
37'48 
24'44-

", ,.~:P7 
No 'reperate iecord, 
: has be8rt :mahl-
tainto hook 
paymmCllts agaiast; 
tl)ese sub~clouses. 

16. ~,Committee -delidred t9 ,know as to . why complete rec9rds 
of payments made to the C~ultants und~rsub-clauses (e) (f) '& (g), 
of the Agreement had not~n maintained. The Chairman of the 
Company siated,iD,evidence that hefottnd.no' use ,for,'.c~piling a 
record of the amounts paid under theli\e s.ub~~auses beCause the 
amounts under these heads would be negligible. ' , 

,,)7. The C,omntitteeenquired whether the total amount paid to 
th~ Consultants uptc)'Slst'March, 1967 i:e. &.;388;831akhB alsomclud-
ed"the ~~ents ~de .. tothe sU~~8ry ConMtantsriamely; J.tessrs . ~.. . . . .' . . . 
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British In8u1ated Callendara. Cables: Ltd. and English E1eetrie Com-
.pany •. 'l'!te Chatrmaa of the Company stated that, be. had. no infor-
mation and that he would. cheek it up. From the information sup-
plied later it is learnt that this atnDunt inducles a: sum.oiRs. 31.42 
lObs paid to the subsidiary co...wt.ntl, 

18. The CGmmittee desired to be .formed of the paymeDts made 
to the AEI mader VM'ioua el....- of the Ap8lldlDe4ts, as the informa-
tioa ~d DOt he pt .... from the writt811 replies though the Chair-
man of the Company promised durbag evidaiee to eompiIe the figures 
ud·fa.naiM them to·the Committee lat« on. The arlltmant that. the 
•• oaat. were D~hIe aad heace DO aeeounts. of these payments 
were Upt ........ .,. ia IIOt eoavinciDl. Ia. terms of sub-dause (e) 
of· a. .... XVI tile paJ1,DeDt.eoaId.be upto" 121akhs of rupees and 
UDder ... MIaaIe (<<) RI. 11M Iakha have been paid to the Consul-
~ l"be ~ eoui4er that whenever. publk Uftdertaldag~ 
enpge rorel,n CODSUItaDts, it is Deeeu&ry that preper aceount. of 
the. pay,meat. made to the ConSultants UDder various clauses of the 
t\p'eem ... ts are mabt~. 

B. Subllcbary CGasultmts 

19. The main cOllSUltancy Agreement of 1955 with the AEI pro-
vided: 'in respect of the manufacture of static capacitors, the con-
Gultants shall ensure that they have a legally "alid arrangement with 
Messrs. Briti.<dl Insulated Callendars Cables Ltd. of the U.K. where-
by they shall be able to pass on the deSigns, drawings, manufactur-
ing methods and technique in respect of such static capacitors to-
the Government in fulftlment of the terms of this Agreement'; and. 
"in respect of the manufacture of hydraulic turbines and of insulat-
ing materials. the Government shall decide in consultation with the 
Consultants what- firms shall be selected for subsidiary technical as 
sistance . and on what terms, in the same manner as for the manufac-
ture' of static capacitors! 

20. In pursuance of the above provisions of the main Agreement 
the AEI entered into agreements with MIs. Britisb Insulakd Callen-
ders Cables Ltd. and the English Electric Company, U.K. in regard 
to the manufacture of Static capacitors and Hydraulic Turbines. 
These two Agreements were approved and accepted by the Govern-
ment. 

. 21. I'rom Ute proviJions in the main Coosultancy Agreement with 
the Am quoted above, it ia clear that the subsidiary agreements re-
garding the static capacitors and the hydraulic: turbines were to be-
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.'between the AEI and the sub.,idiary CoDSUltanta. ,In the main asree-
ment , there is no provision that for these mbsidiary services the 
-Government or the HEL will have to make extra payment. 

~. In the agreements with the subsidiary cOIUlultants, however. 
previsions regarding payments to the subsidiary agreements are as 
foiHcws: 

Clause 7 of the Subsidiary Consultants Agreement with the 
English Electric CoIIllPany Ltd. regarding Hydraulic Tur-
bines, stipulates a lump sum payment of £ 20,000 besides 
other payments under other sub-clauses. Clause 7 (c) also 
stipulates that "All payments provided for by this Agree-
ment shall be made by the Consultants to the subsidiary 
Consultants as and when the same shall be received from 
the Government or Heavy Electricals and the Consultants 
shall receive the said nlOnies as agents for -the Subsidiary 
Consultants." 

23. There is a similar provision in the other subsidiary agreement 
with the British Insulated Callendars Cables Ltd. in regard to the 
static capacitors. Clause 8 of this agreement provides for a lump 
smDpayment of £ 6,000 to the B.I.C.C. besides other payments under 
some of the suh-clause of this clause. Clause S(c) provides that "All 
prlyments provided for by this Agreement shall be made by the Con-
sultants to the Subsidiary Consultants as and when the correspond-
iftg :Payments shall be received from! the Government or Heavy Elec-
1ricals by the Consultants and the Consultants shall receive the said 
JDO~es as agents for the SUbsidiary Consultants." 

..24. It has not been satisfactorily explained to the Commiitee as to bow these provisions were included in the subsidiary Agreements. 
'The Estimates Committee in their 35th report (Third Lok Sabha) 
em this undertaking had examined this point. Earlier in their 26th 
~rt (Third Lok Sabha), the Public Accounts Committee had also 
~ented upon it. The Estimates Committee had observed as fol-
1ows:-

'The Committee have looked into the commitment made by 
the Consultants (AEI) in their letter dated 19th June, 1955 
that "the lump sum payment of £400,000 payable to them 
under the main agreement would not be increased on ac-
count of their having to secure collabo!&tion from the sub-
sidiary consultants." They have a feeling that the above 
commitment was overlooked at the time of entering into 
the subsidiary consultants agreement and obtaining Gov-
ernment's approval thereto. This position could not be. 
confirmed as the relevant file of the Ministry is still miS-
sing. The Committee agree with the observations of 
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P.A.C. that the matter calls for a thorough investigatifJD!o· 
and desire that early action should be taken in this 'Ie-' 

gard.' 

25. The above recommendation of the Estimates Committee was· 
made after Audit had objected to the payment of £6,000 to the sub-· 
s1dia~y Consultants in regard to static capacitors. 

26. This matter was given to the Central Vigilance Conun,issiOD' 
for investigation. The Commission, after investigation, arrived at~ 
the following conclusion: 

...... in agreeing to the payment of an additional sum of' 
£ 6,000, the stipulation in the original proposals of the AEI 
was overlooked, although there is indication that at ~he· 
time the subsidiary agreement was entered intel, the rea-
sonableness of the quantum was discussed. The collection 
of papers, now made into a tile bearing the number of the 
missing file, p. 31/9/55, contains no material bearing on the-
question and, it is difficult to surmise what the missing, 
file contained. But taking the sequence of events .-
shown in the available records, it would seem that, while-
giving final shape to the main and subsidiary agreements.. 
the clear and unequivocal provision tn AEl's own proposfli 
that the lumJHIum payment to BICC would not be in addi;--
tion to the lump-sum payment to AEI was lost sight of .. ,. 

27. It has come to the notice of the Committee subsequently th~_
another amount of £20,000 was paid in similar circumstances to the-
Consultants (Messrs AEI) as reimbursement for the payment ma~
to the other subsidiary Consultants viz. English Electric Company'm; 
regard to hydraulic turbines. -

28. During evidence of the repl'esentatives of the Ministry of In--' 
dustrial Development and Company Affairs, the Co~ittee enquirecl'· 
about the justification of this subsequent payment to the ConsultaDts-~ 
for reimbursement to the subsidiary consultants. The Special Secre-
tary of the Ministry stated. that the matter was still being examined 
by the Government. The Committee learn that besides these, some-
more payments have been made under the provisions of the subsi-
diary agreements. • 

•• The Committee consider that the provisions in the subsidi..,.· 
~ regarding paymeats to be made by HElL or the GOVerB-· 
JIleDtto the Am for reimb1ll1*Dent to the subsidiary consultants • 
• ve IlO basis ill the provisions of the main CODSUltancy Agreem8llt. 
_t ..... Iato "ith the AEI; JDOI'e 100. as the Consaltallts hAd given ~ 
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1IIld~ in their letter dated the 19th June, 1955 that the loni\)-
sam payment to them would not be exeeeded on account of their 
having to engage subsidiary consultant. 

30. The Committee regret the further payments ntade to the AEl 
after they had been adversely commented upon by a Parliamentary 
Committee, specially without referring the matter to the Par1ia-
mentary ComJnitiee. The Committee hope that Government would 
examine the issue. expeditioUSly; particularly, the possibility of re-
covery of. the amounts already paid to the AEI for reimbursement to 
the subsidiary Consultants. The questiOn of r~overy of the amounts 
from the persons who authorised such payments may aiso be explor-
ed. - . 

c. Purchasing Agency Agreement 

31. The Undertaking entered into an agreement with the AEI on 
the 18th August, 1958 to engage them as Purchasing Agents in U.K., 
for the purchase of plant and machinery from U.K. and the contin-
ental countries. As remuneration for its services, the AEI was to 
be paid in London in sterling a sum equal to the cost to the AEI 
(including a reasonable provision for overheads) of performing such 
services plus ten per cent of such cost. The AEI were to supply U!I 

soon as possible after the end of each quarter a statement of the 
relative sum for the previous quarter accompanies by a certificate 
of the Auditors of the AEI verifying such statement. Such state-' 
ment so verified was to the conclusive and binding upon the AEI and ; 
the HEIL_ HElL was to pay to the AEI in sterling in London the sum 
so shown due within thirty days after the receipt of such a statement 
by the Representative of HElL (Clause 12 of the Agreement). 

32. The Committee are infonned that the value of plant and 
machinery purchased through the AEI while acting as purchasing·, 
agents under the agreement is about four million pounds sterling. 

33. A statement showing expenses and remuneration claimed by 
AEI under the terms of Purchasing Agency Agreement upto the year~ 
1964 is given below: 

Period 

1958 (For quarter ending December) 
1959 
11}60 
11}61 

1962 
.1963 
1964 

Amount 

£""; 7.2] 7- 0 - 1 
_ I. 26,489-18-11 

I. 40 ,346 -19-9 
l. 32 ,792 - 19-7 

I. 3°,52 9-2 -8 
I. 28,760-0 -3 
I.~ 4,328-0 -0 
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~. The Committee enquired about the value of plant and ~hi
nery purchased from U.K. and other countries from manufactur-
En who were the Associates or the Subsidiaries of the AEI. The 
Committee were informed that no statistics had been maintained to 
show the plant and machinery purchased from Mis. Associated Elec-
trical Industries Ltd. and their subsidiaries in other countries, though 
infonnation regarding the plant and machinery imported (purchase 
crders placed) from U.K. an~ other countries had been kept. 

35. In the post-evidence material supplied to the' Committee, how-
ever, it was stated that out of the total purchase orders placed for 
£39,99,m.19-7 (about four million pounds) under Purchasing 
Agency Agreement, the following is the division between orders 
p];.ced on M/s. AEI, their subsidiaries and others . 
. _-_ ... -.--------- ._- ---------------=---, 

:a) OrJ::r'> P~<1C~ i with <\S . 
,h) Order!; r\'1cd with AEt Sub,\ tiltiec; (A, p'!r 

list-A.nn"!x1lrc;1 of Technicll C'ln.ultants 
Acz;re!m'!nt'. '" 

'1') O'~i~r, J"Ih(;~i 0'1 fi'1ll; ou~~i:l! Unite:! Kin?;l'u 
: d) Oth~rs i.e., o~ht'r th'ln (a) to (c) abov,: 

TOTAL 

IO,.2.~,I33 

2,08 653 
54,'468 

27,13,746 

40,00,000 

36. A claiJ1l) of £ 1,70,465 under clause 12 of the Purchasing Agency 
Agreement has been received from MIs. AEI towards service render-
ed as Purchasing Agents, out of which £ 1,29,035 has only been paid 
so far. leaving a balance of £41,430/-. As a result of negotiations 
'MIs. AEI have now agreed to accept a straight 5 per cent commis-
lion on the relevant F.O.B. prices as per clause XVI(f) of the Tech-
rueal Consultancy Agreement both for raw materials as well as the 
above purchase under the Purchasing A.gen~ Agreement for plant 
a.Dd machinery for phase r. This matter is under further negotia-
tions. 

31. The CGIIlIIlittee eoDSider that some of the provisioDsof the 
P.ehasing Agene:,- Agreemen.t ca ... otbe considered as conducive t. 
tile best interests of the undertD:lDg. From the above infonnatioB, 
it will be notiCed that payments had been made to the consultants 
1DMler this agreemeat for plant aDd machinery valued over £ lZ,OO,ooe 
which either they or their subsidiaries· manufactured aDd supplied to 
HElL. In other words COIlsu1tanu have acted both as :agents and 
lRIwlien of the equipmeat. The Committee are not happy at this 
U'raDgemeIlt. 

38. In t~rms of the Agreement, the remuneration paid to the AEI 
as agents was to bt- calculated. on the basis of a statement giving the 
rest of services rendered by the Consultants, as certified by the 
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Auditors of the AEI. The CominiUee enquired about the advisabi-
lity of agreeing to such a proVision ih the Agreement. according to 
which the only media available to them to ascertain the reasonable-
ness of prices were the certificates of the Auditors nominated by the 
suppliers. To this the Company had no comments to offer and they 
stated that, presumably in serVices of ad hoc nature, the a100ve 
method seem to be the only feasible. 

31. The Committee are not happy over the agreement according 
to tfae provisions of which payments apparently, are made on certi-
ficate Dl auditorS of the Consultants. By agreeing to such a lU'ovi-
!dOll, the undertaking, virtually bound itself to accel,t such a certi-
ficate as final in regard to the fairness of the remtme'ration for the 
services rendered under the Agre~l1t. The Committee consider 
that Government could and sheuld have insisted on au examination 
of the ~l\Ccounts/documents of the consultants by Government 01' its 
nominee in order to satisfy itself about the fairness and reasonable-
ness of payments made to them for agency work. 

40. Clause 12 of the Agreement provided that 'HElL shall pay to 
AEI in sterling in London a sum equal to the cost to the AEI (includ-
ing a reasonable provision for over-heads) of performing such ser-
vices plus 10 per centUIll) of such cost.' The Corillllitte~ enquired 
about the payments made under this provision, and also as to how 
costs and overheads were detennined. Separate figures for the costs 
and overheads were not made available to the Committee. Further, 
it was stated that "The claims of AEI on this account are based on 
the actual cost plus 10 per cent of such cost. These claims are sup-
ported ~y audit certificates. There are no other means to check 
these claims at our end." 

41. "Cest to the AEI (incluiing a rea90llabie provision for over-
heads) of performing such servkes" is a uucial provision iu this 
claUse. It was ~tial tltat sucll chargeS should have been properly 
sereeiaed aiid separate figures ~ntained for them. The Committee 
are sUrprised that neither the Gov~ nor the Company had the 
means to check the claims of the consultants, nor did they feel the 
lleeessity of doing it. 

D. Purchase on single Tender basis 
[Para vn 3(c) of Audit Report, CODU1Iel'cial, 1964] 

42. Clause 4(d) of the Agreement provided that "Except where 
otherwise agreed, tenders for each item shall where possible be in-
vited from six suppliers one of which shall be a supplier manufac-
turning outside the United Kingdom". A test check by Audit in 1964 
of 762 purchase orders valued at £35,96,490 revealed that 35~ pur-
chase orders of the value of £ 15,14,058 were decided on single ten-
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der basis. The Committee enquired about the circumstances 
in . which the purchues were made on single tender basis 
in contravention of the Agreement and in how many more cases it 
had happened. In reply it was stated; 'It is very difficult to verify 
at this stage, the number of purchases on single tender basis as the 
total number of purchases runs into thousands. However, such pur-
ehases were generally in case of proprietory items, specialised items. 
and also largely AEI or English Electric or BICC developed machine 
toola, working tackle, attachmJents, jigs, fixtures etc. and having their 
confidential desip, being of an exe1usive nature, wiU not be ·llVail-
able from any other ~urce ... ~ , 

43. The Chainnan of the Company stated during evidence that he 
was not exactly aware as to what these individual orders were under 
which purchases had to be made on single tender basis. He, how-
evetr. offered to examine a number of these and place his findings 
before the Committee. He further informed the Committee that in 
1964 the Company had written to the Government and through the 
Government to the Audit to know the details of the particular cases 
referred to by the Audit, but he said, thereafter, the math>" stopped 
there and the company did not take further action.@ 

44. The Committee feel coacemed. that purchases of over £ 15 lakhs 
in value were made through the AEI on single tender basis. It Is 
surprising to note that though Audit pointed out the defect in the 
yeal' 1964, the representatives of the undertaking were unable to ex-
plain ~hy purchases were made'! without calling tenders. They have 
only now offered to investigate and submit their findings.:/< The Com-
mittee would stress that where there are Audit objectillns these 
should tH; attended to promptly as otherwise their utility is lost. 

E. Total Remuneration Paid to the Consultants 

45. It has been stated that the total amount paid to the consul-
'tants upto 31st March. 1967 was Rs. 388.83 lakhs, Also, since pay-
ments to the Consultants depend on the number of sp~cialists to. be 

@On factual verification, the Audit informed the Committee as fol-
jows:-

"The r.nnislry in their reply dated 3/4-4-64 had stated 'The reasOns 
for these single tender purchase might haVe been recorded by 
Shri Guzdar, Officer on Special Duty, London and the Purchase 
Committee there'. According to the records available with Us, 
neither the Company, nor the Government seem to have written 
to audit to know the details of the cases referred to in the 
paras". 

In the post evidence information supplied to the Committee it W36 
stated, inter aUa that London Office have no record of the total nUmber of 
orders placed on single tender basis and thier values but have confirmed 
that in each IlDd every cue orders were placed only after a Committee had 
satisfied It!lel! about the neceSSity of purchasing On single tender basis. 
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-AppOi!lted from time to time, actual purchases made and actual pro-
·duction etc. it was not possible to assess the. totlll amount· whielt 
.might be paid to them finally at the expiry of the period of the Ag-
_reement, in November, 1970. 

. 46. The Chairman of the Comp,any stated during evidence that, 
'In .~dition toRs. 388.83 lakhs we have now made a very rough cal-

.culation and we find that before the end of 1970, when the agree-
. ment period will be over, the amount, would have increased, t.o about 
lts. 6 crores.' Asked whether thepaY1llent made to the Consultants 
also covered the amount paid to the subsidiary CGnsultants, he was 
Unable to confirm it and ~romised to check up and send the informa-
tion later. 

47. The special Secretary of the Ministry in evidence stated in 
this connection that 'There are a number of items under which pay-
ments have been made. Total amount paid up tc 31st March, 1967 
under the main agreement is Rs. 3.88 crores. Thi:l includes' several 
items-including Consultancy fee, royalties, payments for d~awings, 
salaries for the technical assistants, design charges for special ma~ 
chines and charges for special machines and commission for purchase 
and so on . . . Based on the programme of production we have in 
view, we expect the rest of the payment will be about Rs. 4.15 crores, 
taking the total, during the entire period of the agreemlent, to Rs. 8.03 
crores.' HQ also informed the Committee that the total cost of the 
project by then .would be about Rs. 80 crores . 

. -48. The Estimates Committee in para 23 of their 35th' Report 
-(1962-63), made the following observation in· regard to the consul-
:tancy fee: . 

" .... the total f~e payable to AEI was not clearly brought out 
in the note subm,itted to the Cabinet and only the fees, on 
a' per:centage basis were mentioned therein. Evidently 
the total commitments. on this account were not known to 
the Expert Committee nor was this placen l)e.fore the 
Committee of the Cabinet. The represent·~tive . of the 
Ministry of Finance admitted that the figL!re of total com-
mitment to AEI was not specifically mentioned in the note 
t.o the Cabinet. The Committee are· net happy that the 
approval of the Cabinet should have been obtained for the 
appointment of consultants on such meagre data furnished 
to them .... It 

Q. It will be seen that right from the beginning neither the Gov-
-.ament nor the Company were aware of the total amount which 
-will have to be p'aid to the Consultants.· Even now Government are 
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.ot sure as to what would be the total amount which would uIti-· 
... teI, be paid to the Consultants as the divergence betweea tfte<. 
Government's and HElL's estimates about the total payment tlaat 
will have to be made to the Consultants is over one crore of rupees. 
From the rough figures which have been given to the Commit~ 
the total figure is going to be over 10 per cent of the estimated cost 
of the project. The Committee consider it high. The Committee· 
hope that for the rest of the Consultancy period utmosJ eco80111)" 
would be exercised in avaUing of the services of. the Consultants .. 
that payments to them could be reduced to the m.inimum. 

50. It was pointed out in para VII. 2(b) of Audit Report (Com-
mercial). 1964 that in the draft agreement with the consult.mts a' 
lump-sum payment of £ :J,50,Ooo free of income-tax had been fixed. 
This amount was subsequently changed to £4 lakhs subject 
to tax. At the time the latter amount was fixed, it was 
thought that the income-tax would have to be p1.id at 53 per cent. 
The actual tax charged by the Income Tax Department was, how-
ever, only 6:1 per cent or £ 25,000. Therefore, the net payment to the 
consultants was £ 25,000 more than what had been originally con-
templated. 

51. Facts about the basis on which the incidence of income-tax 
was assessed at 53 per cent due to which the Company incurred a. 
financial loss of £ 25,000 were not furnished to the Committee-

S!. After going throuch all the Agreements, the Committee have' 
come to the coDclusion that some provisicmsin the agreements over-
lap aIId some clauses of the subsidiary agreement" seem to fJe ~
nant to the provisions of the main agreement. Also, as Audit h~' 
pointed out some of the provisions included in the final a~reemCllt 
were at variance with the original proposals. It appl"ars that vari-
ous provisions in the agreements are being SO construed that pay-
ments are being made to tbe consultants without any scrutiny 4tr 
check by the undertaking. If to the estinDted amount of Its. 8 crores 
of fees likely to be paid to the Consultants is added the profit which 
they might have earned by sale of plant and machiner:r manufactur-
ed and supplied to the undertaking, the amount the consultants 
would realise from HElL would be appreciably much more than the 
estimated figure of Rs. 8 crores. • 

53. The Committee would, therefore. recommencl that Gf)"'ern-
ment should appoint a Departmental Committee with le~al and fm-
andal experts to go into the implications of the various provisions 
of the acreemetlb and the payments which have l,cen ntade to ~ 
Consultants under these agreements. The payment Gf £ 6.000: to the 
consultants for reimhul'Se1lient to one of the subsidiary Const,lbnts. 
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ad SQbsequeat payment of £ 20,000 for reim.bUI'SeDJIeD.t to the ether 
iluhsicli.ary Consultant should alSo be looked into. The Depart.Rtmt-
81 Cemmittee should also examine as to what extent tbe woriciag of 
theSe Agr.eemen.ts has been in acc~dance with the expectations eu-
tertained at the time of signing of the main Agreeme<.ll.t. 

54. The Committee hope that future agreements to be entered. into 
with foreigo parties for the establishment -of projects in the public 
sector will receive the utmost care and attention of Government. I. 
this eoaection, the Committee would suggest that Government should 
also examine the creation of a permanent agency in the Government 
to advise in the negotiations with foreign parties regarding agree-
ments to be entered into with them for setting up project~ iu the 
public sector. 

F. Expenditure on London Office 

55. The London Office of Heavy Electricals (India) Ltd. was 
established in September, 1958. The Committee desireri to have 
infonnation regarding the expenditure incurred on the representa-
tive of HElL and other staff posted at London. It was stated in 
written information that separate figures of expenditures on staff 
in London Office were not readily available. However, the Chair-
man of the Committee on Public Undertakings while on tour abroad 
had occasion to visit the London Office of HElL. There he had a 
talk with the Director who had been posted there by the India Pur-
chase Mission, London, and asked him to supply details about the 
nature of his work and expenditure incurred. annually on the office. 

56. Some details regarding the staff of London Office of HElL are 
as follows:-

Category 

I. Senior Supervisors 

2. Supervisors 

3. Clerks 
4. Shorthand Typists 
5. Typists 
5. Telephonist 
7. Messenger 

Scaff of the London Office 

S:rength Now in 
position 

2 

6 

2 

4 

13 13 

4 3 
S 4 

1 

1 

Remarks 

On loan [mm High 
Commissi·)o. 

One on IOcl(i from 
High Cor.llvission. 

All locally recruited. 
Do. 

All locally recruited. 
Do. 
Do. 
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57. An idea of the work done by the London OfBce in: the jeaN 
1~ and 1967 is g.iv~ bel6w:" . 

J. No. of Requsitions 
2. No. of orders placed 
3. No. of _amendments to orders 
4. Value of (2) & (3) 
5. Con'Jignments despatched 
6, No. of freight aCCO'lnU authoric;d for payment 
7. Amount involved for (6) 
8. No. of invoices/claims checked and authorised for payment 
9. Amount involved for (8) 

r-967 

605 
861 
213 

£660,303 
3147 
1787 

£ 92,495 
3124-

£4,425,781 

1. (a) Bhopal's enquiries to UK supplies and London Office 259 

(b) HhoPll's requc;itionc; on London office for orders 262 

2. No. of orders placed 327 

3. No. of amendments to orders II6 

4. Value of (2) and (3)' £ 287,765 
5. Consignments despatched .2410 

6; No. of freight accounts authorised for payment 1059 
7. Amount involved for (6) 

R. No. of invoices' 'claims checked and authorised for payment • 3573 

9. Amount invnlved for (8) .,_ . £ 3,620,361 
10. Orders placed from Bhopal. These are progressed shipped 

paid etc. hy the London Office 593 

58. Number and value of Orders placed by London Office since 
1961 is as follows: 

196t 1962 1963 1964 1965 1966 1967 
Jan.-
August 

No. of orders 16 341 444 1595 1914 1074 443 

Val,ae ~4,I69 2~7,644 479,7°5 837,611 1,082,288 600,303 287,765 
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59. The Committee regret that full details regarding the eXpeIldi-
ture on London Office was not made available. It is, however, 
learnt that for seven months from September, 1958 to March, lISt, 
the expenditure was £ 3,500. The Committee feel tha,t Ithe work 
of HElL at London has come down considerably and as such it dON 
not warrant a separate organization for this undertaking exclusively 
in London. The Committee also learn that another . undertaking 
viz., Bindustan Steel Ltd. is maintaining an office in London for 
performing similar functions. The Committee feel that the work 
in London for both these organisations has dwindled considembly 
and there is no necessity of maintaining separate offices with large 
number of personnel, and incurring huge expenditure yearly. Botll 
the organizations are running separate offices while purchases for 
them are on the decline. The Committee feel that the work can be 
handled by India Purchase MisSion, London without engaging addi-
tional staff. If necessary, a man from each organization can be 

'attached to India Purchase Mission to look after their interests. The 
Committee expect that considerable economy can be effected by 
this arrangement. 
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PROJECT REPORT 

60. Although several Committees were appointed to examin-e the 
need. for setting up a Heavy Electrical Plant, no regular techno-
economic feasibility study or preliminary project reports were pre-
pared for this project. On the basis of the findings of the Advisory 
Planning Board (December, 1946) and the recommendations of a 
Technical Committee on Engineering Industries of the Industrial 
Conference held in December, 1947, the Government of India ap-
pointed -8 Committee under Dr. J. C. Ghosh in 1948 to explore w~ys 
and means of meeting the power requirements of the country. '!'he 
Committee recommended the establishment of a factory in collabo-
ration with foreign manufacturers of international repute for mirtu-
facture of Heavy Electrical equipment. In pursuanCe of this re<:om-
mendation Detailed Project Reports were invited from several well 
known firms of U.K. and U.SA. Three firms viz. Associated Etectri-
cal Industries, U.K., International General Electric Company, U.K. 
and Westinghouse of U.S.A., submitted project reports. Further 
consideration of these project reports was, however, deferred on 
account of financial stringency. The matter was again taken up in 
the year 1952 because of the pressing demand for equipment needed 
for generation, transmission etc. of electric power. The Govern-
ment again invited firms of international repute willing to partici-
pate financially and technically to submit project reports. Of the 
four firms which offered. to prepare the project reports, only two 
ultimately submitted such reports early in 1954. 

61. While these reports were under consideration of the Gwern-
ment. there were certain units in the country manufacturing the 
equipment envisaged to be prodUCed in the proposed public sector 
project and their scope and range of production was inCreasing. It 
was, therefore, considered essential that the production plan :>f the 
proposed factory should be coordinated with the manufacturing 
units of factories already producing some of these equipments in 
the country. Although it was realised that there was a need. for a 
factory in the public sector. the Government thought it necessary 
that the whole question should be examined thoroughly again. It. 
therefore, ~nstituted a Committee under the Chairmanship of Shrf 
S. A. GadklQiy, Consultant (Power). Planning Commission to i.nvesti-
gate the viability of establishing such a project. 

20 
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6.2. This Committee, in its report, observed that the producu,on 
oftJectrical equipment in the country was confined to small trans-
formers and motors and that no heavy plant was being planned by 
the 'existing units, nor was there unused capacity in the country. 
ThE- Committee was of the view that in the interest of speedy indus-
trialization of the country, it was essential to establish a Heavy Elec-
trica1Equip~nt factory in the country. The Government accepted 
th~t recommendations of the Committee. 

t2. Proposals were then, again, invited from well-known inter-
national firms for technical and financial collaboration. From 
amo'ngst those who offered to collaborate, Mis Associated Electrical 
Indmtries of U.K. were chosen as consultants under an agreement 
entered into with them on the 17th November, 1955. In pursuance 
of tPat agreement the consultants prepared a detailed project report 
which they submitted in November, 1956. The Government 
approved it in March, 1957. 

64. The Consultants report was prepared for an annual out put 
of Rs. 12.5 crores on single shift. It was envisaged in the Project 
R€pcrt that all the factory buildings with services should be comp-
leU-d by January, 1962. In the middle of 1957, owing to difficult 
foreign exchange position, a reappraisal of the development schemes 
in the public sector was ,necessitated and the consult~ts were, 
consequently, asked to phase the scheme into stages with emphasis 
on quick return on investment and saving of foreign exchange, 
without curtailing the total capacity of the project as originally 
cOlitemplated. The consultants, accordingly, prepared a revised 
programme to complete the project in three phases. Construction 
was taken up in accordance with the rephasedprogramme. 

65. ~n. the year 1959 the Planning Commission again reviewed the 
r~uirem.ents of Heavy Electrical Equipment. As a result of this 
review it was decided to take up all the phases simultaneously and 
~o to double the output of the factory to Rs. 25 crores per annum 
on two shift working. In another recommendation made by the 
Planning Commission in February, 1960, it was estimated that the 
r~em.ents of Heavy Electrical equipment would be of the order of 
Rs. 100 crores per annum by the end of the Fourth Five Year Plan. A 
decision was therefore taken to explore the possibility of expanding 
the capacity of the Bhopal Project to achieve RS. 50 CTores output 
per annum. Accordingly, the Consultants were asked to submit a 
Supplementary Project Report for the expansion of the project. This 
report was prepared by the consultants to expand the output of the 
faetory to Rs. 52.5 crores. It included proposals for expansion of 
capacities for the earlier product lines like Switchgear, Transformers 
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Hydroturbines and Generator etc. and also for taking up the manu-
facture of Steam turbines and Associated Generators. After examin-
ing this report, the Government sanctioned only the manufacture of 
steam turbines with the Consultants' help. The expansion of the 
earlier product lines was to be undertaken in due course without the 
help of the Consultants. 

66. It will be seen from the above that the original project report 
.f the consultants had been changed from time to time either to· 
meet the likely increase in the demand for the products or modified .. 
in view of the prevailing financial stringency. The conclusion is 
inescapable that when the Government decided to proceed with this 
project it had no precise idea of the items to be produced, their' 
specifications, dimensions, quantity or cost. It does not speak well 
either of the various Committees or the persons who constituted' 
those committees which were appointed at the initial stages to assess 
the country's requirements of electrical equipments on the basis of .' 
which t,his project was conceived. The re..c;ult of wrong assessments" 
was that the Government had to ask for three Projeet Reports from .' 
several foreign parties which seen in retrospect, did not serve much 
useful purpose as even the one which was eventually accepted and 
on the basis of which this projeet was initiated bad to be modified' 
frequently to suit changing circumstances. The latest revised 
estbnates of the project which the Government have sanctioned is' 
RB. 5,M7 lakhs for an annual output of Rs. 3,65 lakhs. During' 
evidence, the Additional Secretary of the Mlnistry of Industrial. 
Development also stated that by 1970 the estimated cost of the pro-·· 
jed would go up to Rs. 80 crores. This is a clear case of wrong 
usessment of demand. inadequate planning and frequent revisiollS 
of projeet reports. 

67. The aspects covered in the original detailed Project Report in 
accordance with Article V of the Technical Consultancy Agreement 
are given at Appendix I. The supplementary Project Report which 
extended but did not supersede the original report, provided infor-
mation as to the additional buildings, equipment, personnel and other 
necessary facilities which would be required to meet the ultimate 
target programmes for each type of heavy equipment to be mad~. 

88. From a perusal of the Agreement. it is seen that the Consul-
tants, in terms of one of the provisions of the Agreement were also 
to give cost and profit calculations or the end products, and asses~ 
ment of the general economy of the project during the period. of 
thi9 Agreement. 
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. 69. The Committee enquired whether the above details were given: 
in the Project Report. It was stated that details regarding the'· 
capital investiment, cost and profit calculations for each of the .end i 

products separately had not been given anywhere in any of the .. 
Project Reports. The Project Reports had furnished figures of anti-
cipated capital expenditure including the working capital together' 
with the operating results anticipated from year to year sho"wing 
the output sale value of the products vis-a-vis the eXipenditure for 
achieving the same against the different elements of costs iike; 
salaries and wages, materials and components etc. Even though" 
the output sale value of the various groups of products like Switch-
gear, Transformer etc., have been given the assumed sale value per 
unit of the different items compriSing these figures had not been 
given. It had, therefore, been possible to compare the losses from 
year to year only as a percentage of the output sale value and not 
for individual end products. 

70. The Chairman of the Company during evidence stated that 
"there seems to be some kind of an ambiguity in this clause and 
they had given us only an overall figure of the project asa whole." 
He also stated that since so many conditions changed over years, 
for instance, the prices to customers, the value of money etc. the 
product-wise allocation of these figures might not have been of very 
In.Uch use. He added that it had not been specifically brought out 
because when the Government cOlllSidered the economics of the 
project, they were apparently guided by the overall figures. 

71. The Committee are not convinced by the arguments advanced 
for not covering the cost and profit calculations of indhidual end 
products in the project Report. Firstly, when it was stipulated in 
the ~eement, it should have been ensured that such information 
was incorporated in the project Report; secondly, without having a 
clear idea about the estimated cost of individual products, the overall 
figures of profit, loss and the cost can only be a mere guess. That 
these aspects were not included in the project report is manifestly 
in violation of the provisions of the Agreement. In the absence of 
any such assessment at the outset, the Committee are at a loss to 
understand as to how the undertaking Or the Government judge 
whether the production of individual items was profitable or not. 

72. The Committee consider that although the Government and 
the undertaking had no experience of setting up such a project, the 
AEI, at any rate had the requisite experien(.'e and knowledge of 
setting up such a factory and knew what formed the essential and' 
basi~ parts of a project report. 
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13. The Cemmittee noted with regret the observatiODS of the 
l'epHeJltatives of the Ministry and the undertakiDg that the pre-
jHti.ns in the project report do not hold good to any great "exteet 
due'tCi the fad that tbe scope, produd-mix and tbe time schedule 
h ..... f: been materially altered. That tbe aetual execution of the 
p~jt>t' should be so mlUh at vananc:e with the assumptions made 
in tl:>~ project report, even during tbe course of construction of 
pro~t is a reflection on those who eoneeived and decided to imple-
me.t tbis projed OD unprocessed data, inconclusive project report, 
8ftd 4/>vn-lappmg agreements with the Consultants. 
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.CQJ:>lST,J3.UCl'lON QFTHE PRQJ'EC'l' 
"'4. :1I'he v.ariotls hloQ:Ks ,of ,\he ,proj~t are~, f~~:-

Block I 
iBlo4k JA 
1Blcek II 
BlockJU 

For f"lbricltion and ·WatertUfbine 
For fabfi~Qn 
Hpr ,ftl'm.l1f~re ·of heavy.e.qW.pm,ent 
For :mm\lf~ct:U~ of TraQ$for~rs ,~:i C'lP4citors 

Block IV Switchge:lr anj O:)pt{olgear m:m:uf.acture 
. Block V Fo~ndry 

U:oc', 'JI Map1.J(acture of Steam .turbines 
Block VII S,tQtes Block. 
¥aintenauce J"mlJlai!n.tenance of ~~ts ~thin thefaetQry. 
Block 
75.T.heco~lj~n of the Project had a~y started in the 

.~MI" 195.7 .with .4U~ytakin$ up the constr\l~on of a '~J 
~Wl ,~th :\Vot:ksbpp, llpstels a,nd quart~.The ·construction of the 
.facWnr thol,l"gh taken .up then w)iS ~j\JSted 'jo S¢t the' phmng of 
'1J\e J>rp'j~t. .TJle construction . ~edule under the vari~s phases 
w.asQS fonows: 

::Fhasf' T i& II 
Train:ingSchool and ,Workshop 'foriraining -of ,technical..per-

86DDe1. 
Block IV for manufacture of Switchgear and Controlgear. 
Block 'HlfCJl"mrmtdaeture .el TI'a1l8fet'meFS ·.aad .Capacitors. 
Block'V Foundry. 
~~e..e ~,~~q.~. 
AdminisbMive .~ 

Phase III 
Blocks I and lA fvr Heavy Fabrication and Water Turbine 

manufacture. 

Block II for manufacture of industrial and Traction motors 
and heavy rotating plant. 

76. A statement showing the target dates of commencement and 
eompletion of factory buUdinp is given at Appendix n. 
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Tr. It will be seen that construction of all the Blocks exceptinc· 

Block VI which is for manufacture of Steam Turbines, has been 
completed. Block VI (for SteaIIll turbines) according to schedule 
given in the supplementary Project Report should have been com-
pleted by June, 1004. According to the assessment made in the year 
1964-65, the civil engineering work of the block was expected to be 
completed by July, 1966. None of the Blocks i.e. I to VI has thus; 
been completed according to the time schedule. 

78. The reasons given for non-completion of the project accord-
ing to time schedule were: (i) difficulty in procurement of raw steel, 
(il) difficulty in getting matching steel in time, (iii) limited capacity 
01. fabricators of steel in the country. 

79. Ever since the construction of this project started, there have 
been frequent changes in the programme and construction schedule 
of this project. In the year 1958-59, as a result of review of the pro-
duction programme, it was decided to implement phases II and III of 
the project together. 

8 •. The Committee leamt that it is not only IIEIL but other pro-
jeets also in the public sector e.g. Heavy EngineeriDg Corporatioa 
Ltd. and Bharat Heavy Electriea.ls Ltd. which have suffered on ae-
coant of DOD-availability of steel in time and in required quantities. 
Slace delay in the construction of the project, inevitably, adds to the 
COBt of the project, it is absolutely essential that the projects are 
completed aecording to the schedule initiaDy laid down. In vi~ of 
dais, while sanetioaing such big projects, Government should ensure 
by advanee planning that the pl'Ojects get the required type aDd 
.... tit,. of steel for construction in time. 

8L The Committee also feel that when there are only five or six 
We ftnns in the COUIltry which can undertake fabrication work, the 
_dertakiDp espedally those which comprise manufacturing ind .. 
...., IhouJd wulertake departmental fabrication whenever these be 
... eanet eope with the load of fabrication work. 
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PLANT AND MACHINERY COMPONENTS AND RAW 

MATERIALS 

A. Plant & Maehinery 

82. The estimated value of plant and machinery requiTed. fer ·the 
project as given in the project report was Rs. 35.16 crores. The value 
.r plant and machinery purchased up to 31st March. 1967 was 
Rs. 27.72 crores. 

83. In the post-evidence information, however, it was stated that 
as on 31st March, 1967, the fixed capital cost of Plant and machinery 
including incidental expenses during construction, erection charges 
etc. amoIDlted to Rs. 30.01 crores. On the basis of a broad and quick 
assessment the split up between Imported and Indigenous is as 
Jollows:-

I. Imported 

2. Indigenous 
3. Training school item5 (m1jority of the 

item'l are indigenoU'l. b~ing machine, 
tools like lathes, milling machines etc. 
for training purposes) 

TOTAL 

Rs. 
23·53 crores (includes rupee 

cOSt of customs duty, 
erection charge:; etc.) 

5.85 crores 

0·63 crore 

30.01 crores 

84. Thus, it would be seen that only 21 per cent of the plant anti 
-..chiDery was obtained from the indigenous ~~. The Commit-
tee would recommend that effort should be made to procure more 
eI. these plant and mtichinery for the public UJUIertakings .from the 
iIIldigenous sources, in the context of national efterts required to-
wvcIs import substitution and self-reliance in the industrial field and 
tIr.e scarcity of foreign exchange. 

B. Heavy Rotating Test Plant 

85. It has been stated that the Plant and Equipment for the Heavy 
Rotating Test Plant, ordered on the AEI, was not delivered in time. 
R"OIl-delivery of this machinery in time, however, did not affect pro-

27 



28 

duction, as the construction of Block II itself where the plant was 
to be erected was delayed du~ to shortage of steel required for the 
buildings and structures. • 

86. During evidence, theChairm.an of the Company stated that 
he could not give reasons as to VI'hy it was delayed. He ~lso stated. 
that the AEI never agree to a penalty cl.ause being incorporated in 
the contracts or the Agreements. In regard to Heavy Rotating 
Plant, in .petticu •• he Bald that tIu!se were de$igned for the exclu-
ave purpose of testing ,pI\eratars az.ld since tbese were designed /.y 
1he COIlsultaBts, the Company had to depend upon them and thus 
were at a disadvantage. 

81. In this partiealar- ease, die c..J~ thfJlDlle1vu ",·~tC Nked 
to ...,., tile Test Plant, The AD aN the Te~" ~tants W 
the PI!oject. It ~ ex ........ __ --. ,..a;e placed AID ~ 

for equiPmeRt. tiaey ..... aupply it ill tinle. 'l'Iaat HElL 4id .-
bow tIM ......... -7 .. d,"'ul14,of Ute :ttMDt wu .a.. 
show" that the attitude of the authorities was one of eompiaeeaqr tUI-
.aNa tJae obIiptions ,., the cODSuitaDt$. The Committee feel that 
at the time of signing the main Consultaney Agreement the Govem-
mat 1IIlouW qve eDMlrM that there were firm and lIDequivoeal sti-
JMdatieM, coapIecI with penalty clauses, in the Agreement to eftStlre 
that 8I'tIer~ pIaftICl 011 them were honoured and th~ equipment 'RIp_ 
plied in time. 

C.C~ 

88. There are abolrt 81000 components which go ~to the products 
of the Company. A few major categories of components which were 
being imported as well as purchased indigenously are given below: 

r..-fiqgs, 
'OaSM:ags. 
'ft.orcelain ' • 
..Metel:$, Relays and Instrument'! 
~ 
Bakelite cylinders 
Ring cores. 
Thenno couples. (Imported) 
CQOler~, 

S6aiR.l,ess steel ~es ~p~.) 
l'urbine electrical controls (imported). 

. .. 
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. turboviS6Ty Equipment, (imported). 

Heat Exchangers, 
Tubes for Condensers (imported). 
Test Equiprnents etc. (itnported). 

89. The Committee were informed that as far as possihl.~ effart~ 
_ere made to procut'e the components from within the country it.c 
self but the Company's experience has revealed that th~ supplv 
from indigenous sources in certain cases was not consistent in quality 
and delivery. Consequently, the Company had to resort to import~ 
to maintain production schedules. Also, wherever feasible the' 
manufacture of components was being taken up within the factory 
itself. 

to. The import content as a percentage of sale value in the pro-
ducts that are fairl, edablished is given below: 

Product Percentage 
of 

sale value 

--------------------------------------------------------
Switchgear 
Controlgear 
TransfUrtner 
ClpIldtor 
TrAction Motor 
Industrial Motor 
Hydro Turbines 
Hydro g=nerators 
SteiLtll Turbines 
Steam Turbo-alternator 

11% 
19% 
39% 
17% 
23% 
27% 
47% 
1°% 
84% 
75~~ 

91. The imported components/raw materials vari~ from product 
to product. It has been stated that the import content was high in 
the eadt~t stages of manufactu.re and progressively came down as 
the marl1ifae1u~ got fUrly fStablishecl. In the case of Hydro 1\tr-
bih~, Hydro Generators, Steam Turbines and Steam Turbo-Alter-
nator, the import cmtt!!lt .a.high because the manufacture of these 
items was in the initial stages. It has also been stated that the pricl 
Dl indigenous components is higher than that of the importM f)nM 
due to raw materlalsbeDtg ~ atid high OWT headcharg~ 
~des initial costs for esublitbtng lopIWIticatl!d products. 
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92. The Committee are glad tbat over the years BElL have ..... 
able to reduce the import canient of the components of its vari01l5 
equipments. It is. however. essential that HElL gets its component. 
at reasonable price. which should be lower than that of the im~ 
eel components and also should be of high qualit~. It appears that 
the indigenous suppliers are neither able to maintain quality . of 
compolltlmts nor are able to sell them at !reasonable price. Also, 
these eomponents have to be procured by HElL from far off places. 
In view of this the Committee would recommend that BElL shoulld 
8S8ist in the .,,;tabIishment and promotion of ancillary industries .. 
support the plant. 

D. Ancillary Industries 

93. The undertaking had made efforts to establish some ancillary 
industries. Orders worth Rs.20. 5 lakhs have been placed durin, 
the current financial year (1967-6q) o~· the' ancillary units. The 
orders comprise supply of timber, packing cases, raw material or 
components for HElL's production. Quality of goods manufactured 
and supplied to the undertaking is also fairly comparable to the speci· 
fications laid down by HElL. The development of these ancillary 
units around HElL were either for the manufacture of special raw 
materials or to undertake manufacture of components to be oft loaded 
from HElL. 

94. The value of orders placed on the ancillary units during 1967-
68 works out to only 2% of the Company's total annual requirements 
of components and material and the total savings, in tenns of foreign 
exchange would be negligible. 

95. That only 2 per cent of its requirements of components collkl 
be procured from the andUary industries shows that they requi1'eII 
further encouragement to develop especially when the quality 01 
the itl'm~ (\btained from them is in accordance with the specifiea-
tion~ hlrl down by HElL.. Since there r,,; wide scope for import 
substitution it is es5l'ntial that IImL should assist in the promotioa 
of these Industries t~hnical1y and finanf"ially. 11 need M.. 

96. It has been stated that the Ancillary Industries have to fa~ 
considerable difticulties in their establishment in order to undertake 
to manufacture virtually every component, except items of proprie-
tary value and certa1n special raw material Some of the major diftl-
eulties are:-

(l) Majority of the items for which orders can be placed. OIl 
thf'Se units are tradlt:kma11y bought out items for 'FttIL. 
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Diversion of the same to the ancillary units, creates ·pnr 
blems for the units to procure raw material because. of . 
absence of adequate market in Bhopal and very oitea 
they have to procure material from Bombay and other 
places. Such difficulty is not only for raw material but 
also for the purchase of cutting tools and tooling aids. 

(2) From the view point of HEIL, facilities available withiB 
the company have been planned as per the project report 
of the Consultants to undertake manufacture of virtually 
every component except items of Foprietary nature and 
certain special raw material 

97. It has also been stated that off loading of work which is being 
-done by HEIL to the ancillary units is at the expense of creating 
.surplus capacity within HElL. This limits the growth of these units. 
Wherever the work is to be off loaded it is guided either by the 
increase in demand or when HElL takes up expansion programme 
wherein the existing capacities within HElL can be diverted to di1ft.,. 
cult jobs;' 

98. From the above, it is apparent that the project report bad 
envisaged, that all the manufacturing work pertaining to various 
equipments would be done within the factory premises and· accord-
ingly facilities have heen created for manufacture of all the com-
ponents within the factor)". The Committee cansider that at the 
time of preparation of project reports or at the time of their approval, 
it should also be suutinised to see what items could be mann-
factured by ancillary industries rather than within the fador,. 
premises.. In the caSe of HElL, obviously, it has not been done~ Ttie 
Committee would not like an undertaking to manufacture ordiJiary 
romponents within its premises which could with advantage be 
framed out to ancillary industries. They hope that the capacity of 
HElL would be utilised more {or the sophisticated and heavy elce-
trical equipment for which it is designed· rather than utilise its 
l'e5Ourees and capacity for the manufacture of items, which eouId 
with some help, be manufactured by ancUlary industries, with ~m
PBratively lesser investment. 
E. Import Duty [Section vn, Paragraph 1 of Andit Report (Commer-

cial), 1966] 
99. The Government of India, Ministry of Finance by their Noti-

fication ,No. 82 dated the 6th August, 1960 exempted component paris 
Of anv machinery im:oortp.d for the initial settlnf" up of that rn"'lchin-
ery or for its assembly or manufactu~e, to the extent of the cllstom 
duty leviable thereon as was in excess of the rate applicable to th!'" 
said ma·chinery when imported complete, For this concession it w:u 
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l1ee_atty, U) obtain; pJ'imr to impbl'tatioat of· geods a, certificate from 
*.'DIItIf~IIetIf· WMK 00 ~ Minis1I!y of, C1)IDlft81'Ce ,to the efteet 
~'the compoJltBllts Uz-qW!stIoI1, ~ 01' would be reqW!Fed ,for the-
plJlllMfle !fP1II!ift_is' 1fier,notItmatioD. The· Company could not, boIw'-
evielf; o"*- t1re nfteJJSItJ.T certiticate' ft'oDf the Development Wing,. 
with t~' result" that it cOuld- not a-Mil itself" of the concession. 

100. On the 18th AugUst; 196!J', the Mkhagernent approachoo the 
Centtal BOa!-d' of Revenue for the gratit of re1fef on' pa-st' irriports and 
,eberal exemption' for {utbte' imports. Th"e Ci:Mt'tai'Boat'd of.'Revenue 
etated on tile 3rd september, 1963 ttrat, as" th~' ~ertificate about the-
components being within the scope of'l'fot'ifteatfun hltd' not'been ob-
~' trt>r11' ~ r.;~lbpment Wing' pMot' to' thell' irri~rtat'imt, the-
reltefoh' thct p8Sf 'c~ Wbuld not be admisSib'h!. ThEfBoat'dalsi't did' 
ndt tt~ tb' #heral ~ptton' on tth~ gr'OU!ldi that' eriCh seti~· of! 'im'-
pot't"hacito' be' Itni'etiLVf!itti the' n\1:ll\ttfactd!re of a' partkulat 1'lt9Cliilte-
duty st1~ l:ir a'- cer8ft"cat" trOtfl the D#Ve1optt\erit Wing.- The 
~, tfiereitfti!r, tc'}dk U1" the-case rib"the' MiniStry f()r n~ 
.ary relief. The Ministry of Finance issued a Notification on tt\~-18fh 
N~.utMt'; 1988>felf' ~,exemption' whereby tke Chai:m\eJI Mld 
o-n.t" MenafM'S' of' the Companie' were authorised to issue the 
n~ajy certtfteat\!lt;- in t~rtlt of the' Notification of the 6th, August, 
J980: 

101. The concessiona} rate of customs duty worked out to about 
15% or 2010 IIIl valorem, 86 against the rate of, 22% to 112%. actuaBy 
paid. by the Company. The- fallure of the Company in obtaining tlils-
coneession resulted· in paymenb of additiortal, customs duty of Rs. 28.62 
lakha during the period from NGVember, 196-1 to November, 1963. 

102. The Chainri8n of the Company statal in eVid'eftce that duriilg, 
the period' of 3 yeats re~ to above the matter was bl!fng pu~ 
from HItrL side, but the Kiaa} decision was delayed' by t1\e Govern-
ment as several Miru"'Stties were concerned. 

1 03. Th~ ~at sec~ry of the Mmi~tty stated tNit th~ UTlclter-
taking did take up the matter at the instance 01 ~'MA\1t1tt'y '#itb the! 
De.elGIpn1ettt Willi bbt o\9ing ,to tlle Odmprexity of' the transtomaer" 
manufacturing scheme. the ~ Wing found it difficult to 
gi,ve certifieate·to the effect that SYeh and--such component had- gone-
into the manufacture of a particular equipment. So. ultimately t~ 
Govemment decided that since it concerned a public sector under-
taking, the powe-r to give certificate was given to the General Manager 
of the public undertaking. Ite. however. stated that probably thilr 
could have been done much earlier and quicker. It is also seen from 
• note furnished by the Company that information regarding the list 
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of components· was' fumi'She~t by them to the' Ministry on 9th' Nov-
~; l_~ rf·i.k'-~t lattWf'n· to the Company as to wh'at aetic;1t the 
Ministry took b~~i:!n ]'q'ovember, 1961 and August, 1963. The Com-
pany also- dittnnrreminttthe' Govetnmentaboutit; In Augast; 1989; 
the Chairman of HEIL, of his own accord, took this u:p' Wit1\:·· the-
Chairman, Centr.al Boa~d of Revenue asking for general exemption to, 
be given. to :agyt., TheCen:b:al Board of Revenue did not agree and, 
said' that no' general relief as such could be admissible, unless indi-
vidual certificate fi'ortl' tRel Development Wing were furnished. The 
Commerce and Industry Mh\'istry replied on 7th SeptmYlber; 1963 
(alter twc5' y~a'tg')1 that Heavy mfectricals (1) Ltd., maY' discUss direCt-. 
ly with t1i~' DeV'elopl11ent Wihg. The Company took up the matter 
with the Development Wing and the latter changed the procedure 
by their notification dated the 18th November, 1963 which em 'pOWer-
ed the Chairman of the Heavy Electricals (1) Ltd., to grant the re-
quisite certificate. The procedure was being folMwe<t since then·; 

104. The Committee learn that besides Heavy Electricals (I) Ltd.,. 
similar procedural difficulties were faced by other public under-
takings as Chairmen of. a few other public undertakings were also. 
authorised to issue the requisite certificate. Whatever mig .. have 
been the procedural dimcultles, the fact remaias that the Company 
has suftered a loss of over RS. 28 lakhs during the period from No,'-
ember, 1961 to November, 1963. For an undertakiDg which has been 
i:ac;wiJ'" hefty hIB!ieS< Oftl' t8~ years it is too- bigt "* amemat; Thlft 
beftveen: 1M and' 1M ~ was done by the Company to secure 
tile concession shows a eei'tMn degree of indifference on the part of 
tbe eom ...... y after itU~ aotion in the matter. 

F: ltaw Materials 

105. The raw materials reqUired for the manufacture of varinus· 
types- of eqWpntenUt irt the undertakmgi can; ~ claR1iad, illt'o ftve' 
broad categories. The details regarding their availabilflly eltht!or ffom 
imported or indigenous sources are indicated below against each:-

Raw materials 

(1) Ferrous 
(a) Electrical Sheet Steel 
(b)~Al1oy Steel (Stainless steel, Tool 

Steel, High tensile steel etc.) 

Available whether indigenous ly 
nr importer'! 

Imported. 
Hitherto imported. MIs. Hindus-

tatt'S~1 Ltd., Durgaput' and 
Mahtndm Ugine S-reel Co., 
Bombay have just commenced 
suptt1Y'· 

(c) Plain C'lrbon Steel in the form of Mostly indigenou~ but special 
sheets, plates, sections etc. type and sections not yet 

!nude'in' India' a~' itttported. 



Raw Materials 

('..opper 

Aluminium 
Brass & bronze 

Tin, Lead' . 
Zinc, Nickel etc. 

(3) Insulating Materialt 

(0) Electrical Gr. Paper 
(b) Press Boards 

(,.) Glass insulation 
(d) Asbe!;tos Insulation 
(e) Oil 

(4) Conductors, Cables, ,u. 

Available whether indigenoualy 
orimponed 

Virigin Copper in. billets or ia 
wire bars are imported and 
then fabricated into Sections 
indirenously.' , 

Indigenous. ' 
Virigin metals imported and 

Brass fabricated ind~genously. 
procured. 

Imported. 
Imported. 

Imported. 
Solid-indigenous ; 

laminated-imported. , 
Imported. 
Imported. 
Imported. 

Majority of conductors imponed 
some cables available . indi-
genously. 

Majority available inpegenously--
specially hardware Imported. 

106. These raw materials may be classified in the following three 
broad categories:-

1. Non ferrous 
Copper 
Brass 
Aluminium 

2. Insu.lating Materia" 
Electrical Grade Papers 
Glass Insulation 
Asbestos Insulation 
lDaulating Oils and Vamiahea. 

, , 

: r 
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3. Ferr0'U.8 

C.R.G.O. Sheet Steel 
Alloy Steel-Castings & forgings 
Plain Carbon Steel-castings & forgings and boiler qualit,. 

plates. 

107. Efforts are being made to develop indigenous· sources for 
producing these items as early as possible. The prospects for getting 
these materials indigenously may be summarised as foIlows:-;-

Copper 

As there are neither sufficient deposits of copper ore nor sufficient 
smelting capacity, the company will have to keep on importing this 
material for a long time. In most cases it is not technically and eco-
nomically feasible to replace copper by aluminium. 

Brass 

Copper and Zinc ores are not available indigenously in abundance 
and hence brass is in short supply. However, most of the parts made 
by brass can be conveniently and economically substituted by those 
of aluminium alloys. A number of research and development projects 
are in hand. The Company hopes that most of these can be sorted 
()ut in 4-5 years time. 

Aluminium 

Although there are a number of firms producing aluminium indi-
genously, they are producing mostly grades other than electrolytic 
grades. 

Electrical Grade Papers 

At present there is not a single firm which is producing electrical 
grade paper i.n.digenously. Efforts are being m .. : Ie with a few finns 
to develop at least 2 or 3 types of papers which are· used in large 
~uantities. It is hoped that this matter will be sorted out in about 
3-4 years time and thereafter the Company may have to import 
suitable grades of pulps only. Regarding development of suitable 
pulps, various regional laboratories and Forest Research Institute, 
Dehradun have also been contacted. 

Glass Insu.ltation 

A glass yarn of E grade is now being produced indigenously and 
the weavers of cloth and tapes have also developed the technique 



36 

satisfactorily. it should be possible to procure all t~ of glass: 
iRsulation within next 2 Or 3 years. 

Asbestos Insulation 

At present there is riot a single industry in India which can pro-
duce asbestos insulation of electrical grade. Moreover, indigenous, 
atl!es.'awi1able hal'short fibres and isr the~ctre, weak.. n~, 
1ia'8t-l the~C()mpany will }fave ttl keep on importing this material for 
many )fHt's-. 

C.R.G.O. Sheet Steel 

This m9terial is used in the manufacture of Transformers and 
tHere is no substitUte- felr it: T'o-dat~ ti'kl'e is' lto p~n to produce, 
!!ifS' maf'el1al' witllih tHe country'. 

Alloy Steels 

Two of the alloy steel re-rolling mills have recently gone into ' 
production. It is felt that within next 3 or 4 years the Company 
woutir be a~ to get" at' fea'St" 9O'pe'r cent' of itS' reqllire1n~t't('iifdi
gen()UslY. '1"fte' I1!ln:a1:hing 20 per cent consisttng of allb-ystee-r platl!S 
ahd' otHer heaVier sections will nave to 1)e irilported for next' 4-5' 
years at lent: 

Plain Carbon Steels 

At present the Company is importing plain carbon steel plfitets of' 
thickness beyond 75 mm. For the, time being, Mis. Hindustan Steel 
Ltd, (JlOw.kela) and Mis. Tata Iron and S"teer Co. have expressed 
tneir inability to supply this. The C()mpany may be able to persuade 
them to produce these in the next 2-3 years. 

lOa. The value of orders for raw materials placed on indigenous I 
foreign suppliers during the last 3 yQrs is- as-gi~nb~w:-

I ndiger1<'>Us 

Foreign 

(Rs. in lakhs) 

153'0) 

32 '4S 

85' I4 312-.81}"' 

96'45 S6I·~. 

ij, 

109. It will be seen that among the items of raw materials whiL'!h 
ate· being imported at preent are also special ty~ of steel alid 
AliMtitrlum. It has' betm stated that large quantities of stainless' 
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;$iecl. ,p~t~ ,ar~ ~~ §Iol.d,$~ all ,tb~ J:~~ I#-q::~qt ~t 
!rDW ing~~~r~, ~e hav~ :,w 'Pe ~~. lJlp~~ 
the C~ pf .~ .CQm~n¥ ~ tb.at ~ .~ J;~p" 
aJld other ~l iP~ ~e.D.Qt.~ tOPfO~ ~ ~ ~f~l 
theyr~uir.ed.. bi~~y,the Und~ ,had ,to 1IP.,tp Uw J~t 
Plant Committee who made an allocation but, .j.n ~ .p.r~tice, 
the material was not received because Rourkela Steel Plant i5 not 
able to·JJiIIIjIet tb,e'iuJlplawiwd/,prosramme of HElL, and when the need 
was pressing, impol"tshadto be r.esorted to. He further saidtbat 
his .experience was that even today the .ootput fromRoUDkelaSt~l 
Plant was not adequate to meet the plannedpr~. 

110. From. the abov~, it .w.iU, be ,seen that the \lnde~g 1ul~ ~8 
import .so~e of its raw materials w,h~eh w~re aVllil~le ~11ti!¥eI1QUSl,1J 
because indigenous production was not sufficient to meet their 
requirements. The Committee would expect that all the require-
ments of steel of the public undertakings would nonnally be met 
by the steel plants, by including in their production programme the 
types of steel required by them. It is learnt that the stainless steel 
plates required by BElL are generally above !" thickness (viz. 
13 mm to 75 mm) while the present plan to produce this item in 
the country is upto 12 mm only. In the circumstances unless the 
Indian steel mills take up rolling of heavier plates also. HElL will 
have to continue to resort to imports. It is an anomalous simation 
to which the Committee hope, Government would give seriOUi 

thought, and have this item, which is a drain on the ForeigB 
Exchange resourt:es, manufactured within the country. 

111. It is learnt that projects are eoming up in the public secWr 
for manufacturing Aluminium. HElL's demand of this metal would 
be sizeable. The Committee hope that the type of Almninium 'which 
HElL required would be included in the manufacturing progr3mme 
of these projects bemuse the exiSting plants in the private ~or are 
1IAab1e to meet the requirements of HElL. 

112. The need for copper for the manufacture of electrical equip-
ment is great. There is limited scope for finding a substitute for 
this metal in the electrical equipment. There is at present acute 

. shortage in the country-in fact there is world shortage of this metal. 
-With the present target of production, the annual requirements of 
HEIL would be 'about 2,000 tonnes which is likely to rise further 
.as the various units reach the optimum production stage. Other 
on.l)lic undertakings like Bharat Heavy Electricals Ltd., at Hydera-
bad and Hardwar are also going to be the major consumers of 
copper in addition to the cable industry whose very existence- is 
dependent upon the availability of cooper. It is estimated tllat 



3. 
hMtia eaa hardly meet 5-10 per cent of the demand of theindu8trial 
eouu.mers from its own production. In view of the above and th8" 
faet that the prospects of becoming self-sufficient in copper in the-
aear future are remote, the Committee recommend that the Gov-
ernment should consider implementing the following suggestion madt~ 
by the undertaking. 

''Till we are self-sufficient in producing indigenous copper it is 
doubtful whether We. will be able to do without imports specially 
in view of the requirements of Heavy Electrical Industry and the 
need of stepping up industrialisation in the cOUDtry. In view 01 
the above, it is suggested that Government may channelise the-
import of copper in such a way that at the time the copper is cheap-
in the international market India buy" in large quantity." 
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PRODUCTION 

A. Product mix as given in DetaUed Projed Report 

113. The Statement at Appendix ill shows the product-mix as 
given in the original project report, supplementary project report 
and that planned by the Company. It gives an idea of the changes 
made in the product-mix, in as mQch as, the individual sizes of the 
equipments have been changed and few items like Traction equip-
Jnents which were not originally included in the project report have 
been included in the production scheme of the project. 

B. Phasing of the Production Proi,"I'amme 

114. In the Detailed Project Report submitted by the Consultant.." 
in th~ year 1956, an annual output of Rs. 12·5 crores in single shift 
was envisaged. Owing to deterioration in the foreign e¥change 
position, the Consultants, in response to Company's request rephascd 
the production programme. The revised programme contemplated 
1be production of the equipment in three stages M follows:-

Phase I 

1. Production schedule 
to start in the latter 
part of 1960 
(i) Switchgear 

(iJ) Transformers 
(iiJ) Controlgear 
(it'}) Capacitors 

Phase II Phase III 

Production schedule to Production schedule tc) 
start in July 1<)63 on start in July, 1966 on 

(i) Industrial Motors (i) Hydraulic Turbi-
nes 

(iinTraction Motors·' (ii) Rectifiers 
(iii) Heavy Electrical 

Rotating plant. 

2. Full production to be Full production to be Full production 
achieved by January, achieved by January, achieved by 

to b(" 
July, 

1<)65· 1<)67. 1970. 

3· Annual output value Annual output value Annual output value 
lb. 5.21 crores. Rs. 4.16 crores. Rs. 2' 12 crores. 

----------------------------.----------
39 



40 

115. In pursuance of the recommendation of the Planning Com-
miBBion in February, 1960 that the requirements of Heavy Eleetri-
'Cal Equipmel1t would be of the order of Rs. 100 cro:res per annum 
by the end of the Fourth Five Year Plan, it was decided to explon 
the possibility of expandW,g tbe~~~ of HEn. to Rs. 50 crores 
output per annum. The Consultants were, accordingly, asked to 
submit .a.~P~ .Pr~ject ~rt for the .~on of the 
project at Bhopal. 

116. The S~ppleIneI;ltary Project Report ,Prepared qy the C9ll-
sultants ~visaged expan,sion of the out output of th.e facto:t;Yto 
Rs. 52.5 crore$ a,nd included proposals for expansion O,f ~~cities 
for the ear1J~ prQduct .1ines V;iz., Switchgear,· T.ransfQl'IIlers, 'Uydro 
Turbin~ and Genera.tors etc., and a1J9··for "taking up the JP.~uf~e 
of Steam turbines and Associat~d Gener~tors. ".After .examining thitI 
report, the Government sanctioned only the manufacture of Steam 
turbines with the Consultants help. The eJq>al)Sion of the earlier 
product lines was to be undertaken in due course without the help 
Of Ule Couultants. 

C.-Present &eheme 
117. The .Q1:igj.J)al~ject ~.POrtof the ~t;ul.tsH.e.~llD.
~ ~TuJ:b~ ~ ~r.atQ~ hl,8.~.~ b'.QJP. 1~ 
to time. l'4e. scbeme ~tly .. ~~~.is ,fw .an _-
mated expenditure of Rs. 5,847 lakhs (including the township) 
sanctioned in April, 1966, which was expected to give an annual out-
put of Rs. :3,365 lakhs all fQl.1ows: 

Items Expected annual 
.Qutput 

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

Conuolgear 
Transformm 
C'.apacitors . 
Traction Equipment 
IndIJstr.\al Mo.tQr.I 
.Uqavy RQtatillg;PJllOt 
Water Turbinel' . 

(Rs. in tuhs) 
,620 
ISO 
700 

25 
~ 

·1.90 
~30 

370 

~.~-; 
(Excbidis ::Sttam 

Turbines) 
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118. According to the time-schedule given in the Detailed Project 
.Report switchgear output was to reach rated capacity in the year 
1969, capacitors in the year 1967, Traction Motors and Transfonners 
in the .year 1965, and others viz., Controlgear, Industrial Motors 
Heavy Rotating Plant, Water Turbines and Rectifiers by the year 
1968. 

D. Shortfall in Production targets 

119. The Company went into nominal production in July, 1960. 
During the year 1960-61 switchgear and controlgear components of 
the value of Rs. 17 '34 lakhs (not envisaged in the original Project 
Report) were manufactured as against the finished output of 
Rs. 47.88 lakhs of Transformers and Traction Motor envisaged jn 
the original Project Report, and Rs. 45 lakhs as per phased pro-
gramme. 

120. The targets prescribed in the Project Reports and also those 
laid down under the phased programme based on single shift could 
not be achieved by the company even with double shift. The 
targets fixed by the Company for the years 1963-64, 1964-'65 and 
1965-66 (which were far below those given in the Project Report, 
except in the case of capacitors for the year r964-65 'and 1965-66) 
could not be achieved in almost all the items of production. 

121. A statement showing the value of production vis-a-vis the 
targets fixed for the years 1962-63 to 1966-67 is given below: 
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122. The targets of production originally fixed f.or the years 
1962-.63, ·1963-64 and 1964-65 were considerably higher than those 
shown above. They were, however, subsequenqy revised down-
wards to the figures shown above. These revised targets could also 
not been achieved. 

E. ReasollS for the shortfall 

123. The reasons given for the shortfall are as follows:-

(i) The products being custom-built sophisticated and . of 
high quality standards, acquisition of the required skill 
takes long. 

(ii) Indigenous development of materials and components ~s 
a slow process. 

(iii) Some of the suppliers of materials and components, parti-
cularly the consultants who are a major supplier of com-
ponents failed to keep their delivery commitments. 

(iv) Inadequacy of experienced supervisory staff. 

124. Explaining the reasons for the shortfall in production, the 
Chairman of the Company stated during evidence that there were 
external causes like the conflict with China and Pakistan and closure 
of the Suez, and some internal causes like the inexperience of the 
staff and the teething troubles which were inherent in . a plant like 
HElL at the initial stage. Here the machines were made, adjusted 
and insulated with materials which were easily affected by moisture 
and these had to be checked at high valtage. 

125. Leaving aside the external causes the Committee are not 
convinced of the other reasons attributed for the shQrtfall in pm. 
duction; because these reasons coufd have been foresoon at the time 
of fixing of targets. Unfortunately there is no yardstick now in the 
light of whic:h the perfonnance of· the Undertaking in regard to 
production c:ould be judged. The fi~res given in the proj~t report 
cannot be the basis now for such an assessment as the product-mix 
as originally laid down in it. has undergone considerable change. 
The Committee would recommend that the undertaking should pre-
pare and lay down targets· ina realistic m8Jlller, and once those 
targets-are laid down; every· effort should be made to achieve them. 

126. From the information supplied, th~ Committee found a- few 
rpDr~e . r~asons ~hich' acc~unted' for the ~elay iShortfalI in produCtion. 
For·ex~le, though· some factory. biOcks were·.constructed and con::' 
lnissioned ahead of· schedule, . more than 9 months were lost in 
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6rdering machine tools and raw materials due to delay in operating 
the Purchasing Agency Agreement. Consequently, there was no 
production worth the name in 1960-61, though the factory had been 
fonnally commissioned in July, 1960. 

127. The Committee do not consider that delay in operation of 
the Purchasing Agency Agreement should have stood in the way of 
the undertaking ordering machine tools and raw materials. The 
signing of the PurchasiDg Agency Agreement had not precluded the 
a.,eration of the provisions of the main Consultancy Agreement. In 
terms of clause III (iv), the consultants were to "state the delivery 
requirements of all plant, machinery and equipment and production 
materials in accordance with the general programme, progress the 
delivery of such items as are ordered by them on behalf of tht" Gov-
emment, and carry out similar duties for equipment ordered by the 
Government. if requested to do so, ", and clause XVI (b) prc-
scribes the method of payment for it. The Committee, therefore, are 
not convinced by the plea that the orders for the production mate-
rial could not be placed on aceount of delay in operation of the 
Purchasing Agency Agreement. In case of delay, the provisions ot 
the main Agreement could have been invoked. 

128. The Committee learn. that the actual production for the years 
1964-65 and 1965-66 had been lower than planned because of failures 
of supplies by the AEr. When such failures occurred they had to 
be made good by greater volume of manufacture in the factory. 
This resulted in unplanned emergent work which cost more to do 
than planned work with the help of imported components. Also, 
if materials have to be obtained from the indigenous market, higher 
prices have to be paid in addition to the problems involved in deve-
loping a new item. 

129. During evidence the Chairman of the company also conceded 
that the delay in the import of the foreign components was one of 
the major reasons for not achieving the targets and that in this 
regard the AEI were responsible to a large extent. He said that 
various components were delayed by 6 to 8 months and the delay 
of even 1 or 2 components prevented a complete machine to be 
made. He said that the project was having constant difficulty in 
this respect. He also stated that for supply of components the Con-
sultants did not undertake an4 kind of penalty contract. Their 
view always had been that so far as components were concerned 
they undertook to supply these subject to availability of capacity 
m their shops. So. if the Company asked them to supply the com-
ponents, they agreed to supply these provided there was spare 
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capacity in their factory shops. He said that the matter was taken 
up with them several times but they were not able to keep to their 
promise. 

130. It is seen from the original time-schedule of the Project 
th'at the time for placing of orders for components on the AEI had 
also been laid down. It is not known whether this time-schedule 
was a part of the DetaUed Project Report but knowing that the 
AEI were the Consultants and wer·e intimately connected with the 
planning and execution of the project right from its inception, the 
time-schedule must have been laid down in consultation with them, 
and they must have 'agreed to it also. It has been brought out in 
the schedule that for the production prog':."amme upto 1968, the 
orders should be placed on the Consultants two years in advance. 
Since the production programme was given in the Project Report 
and the time-schedule had also been prepared by the year 1957-58, 
the components could not have been received in time either because 
the undertaking did not place the orders on the Consultants in time 
or because they did not carry out their obligations according to the 
schedule. 

131. The C~mmittee feel that it shoufd have been ensured at 
the outset by inclusion of firm provisions in the agreements, that 
as far as supply of components was cOBcemed, the Consultants would 
supply these according to the time schedule agreed to between the 
undertaking and the Consultants. There are stipUlations in the 
agreements regarding components and other production materials 
in regard to which the services of the Consultants would be availed 
of. There are also provisions regarding the rate of payments which 
will have to be made 1011 those services; but, surprisingly, there alf'e 
no provisions to safeguard the interests of the Company in case of 
default by the Consultants. 

132. The Committee learn that in the caSe of the projects of the 
Rharat Heavy Eleetricals Ltd. which! were originall~ part of HElL 
there are separate agreements containing clear and unequivocal 
term~ regarding the supply of spares and components by the Con-
sultants. Perhaps, for the project at Bhopal, those who carried out 
the I'legotiations at the initial stage did not or could not foresee 
difficulties on this account, and so the undertaking is faced with 
this problem now. 

133. Some other reasons for the shortfall in production which 
the Committee have been able to glean from the periodical reports 
submitted by the Consultants are as follows: 
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In their report Sllbmitted in April 1965, the CQnsultant;;. gave the 
following reasons for sbo~all of produ~io~:-:-

"TTansformeT Department 

The output of 67· per cent of target and 37. per cent of shop 
capacity is· disappointing even in making allowance for the 
labour troubles which retarded production in" the early 
part of the year as ample production oapacity and labour 
is available. 

It appears that the main causes of low production lie outside the 
main Transformer department and need inun.ediate attention:-

1. Failure of the fabrication department to supply tanks, cool-
ers etc. to meet progra.mme requirements. 

2. Failure of purchasing organizatioo to ensure materials and 
components being available when required. 

3. Poor quality and high l'ejection rate of certain indigenous 
supplies. 

4. Poor output from the Transformer department machine 
shop. 

CapacitoT DepaTtment 

The output achievement of 81 per cent of target is creditable but 
there is no insuperable reason why the full target should not ha \'e 
been reached in spite of labour trouble in the early part of the year, 
and difficulty with the quality of certain materials. 
SWitchgear Department 

The production of Switch2eBr and ContrGlgear at over 90 per cent 
of target is good, but the facilities available are capable of higher 
production. 

ThE' limiting factors to faster growth in this department are:-

(i) Late ordering and late delivery of materials purchased 
outside. 

(2) Poor quality and high rejection rate of materials from 
Indigenous sources. 

(3) Low operator productivity. 
Traction Department 

Growth of output from this department has heen hampered by 
the dela~s in completing the shop where it is to be accommodated 
permanenUy. 
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This shop is now fi!lished and equipped and there should be no 
reason why output should not expand rapidly to the 'present capacity 
of 820 motors per year. 

The main reason for failure to meet even the m.'odest target set 
for last year was late delivery of bought out items lind materials and 
the poor quality and high rejection rate of indigenous supplies. 

The current year's programme cannot be achieved unless urgent 
attention is given to these matters. 

Industrial MOtOTS 

This departmlent started production late in the past year and has· 
so far successfully built 6 motors. There is no apparent r~ason why 
production should not grow at a satisfactory rate, or why the current 
year's targets should not be met. 

Fabrication Department 

There can be no doubt that the failure of other departm.ents not-
ably the Transformer department to achieve their target~ can . be· 
attributed to the failure of the Fabrication department to deliver 
tanks and other sub-assemblies to programme. 

This department is a bottleneck and will cripple production in 
the Water turbine, Heavy Rotating Plant, Steam turbine and Trans-
former departments unless its shortcomings ar.e correctf!d at Qnce. 
There is adequate manufactring space and equipment for a longer 
output than is at present obtained." 

Similarly in one of their latest reports submitted in April, 1967, 
the Consultants had follOWing to say: 

"The chief products which failed to reach the targets were 
transformers where production was only 72 per cent of 
the target due partly to the failure of a number of Trans-
formers on test, and partly to delay in the procurement 
of materials. 

The other major items where output failed to reach targets 
were the Water turbine and Steam turbine generating 
plant, where completion of the first sets planned for the 
year 1966-67 will now be in the earliest part of the year 
1967-68. ' 

Switchgear department substantially fulfilled its target and 
would probably have done so completely had suffic-ient. 
orders been available". 
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In another report submitted in February, 1964, they had stated' 
that "The work measurement system now partially installed as a 
preliminary to the introduction of an incentive payment scheme 
indicates that in many areas the workers are operating at about 2& 
per cent of an estimated reasonable rate of production." 

134. During evidence. the Cornm:ittee discussed. some of the above 
points with the representatives of HEn.. In regard to the Transfor-
mtars shop, it has been stated that the limitations there were lack 
of matching capacity in the Fabrication shop, lack of maturity, lack 
of raw materials, etc. and that action on all these items was being 
taken. 

135. Regarding the efficiency of the workers, the Chairman of the 
Company stated that in the initial stages of every new type of 
machine building, the efficiency was low and that with a little more 
time given, the efficiency would improve. He said that there were 
still the English Engineers and demonstrators who were helping the 
worken to pick up the skill in the various shops of the factory. 

136. The Committee, however, note that the report of the Con-
sultants was made in early 1964 and production started in the fac-
tory in the year 1960. 

137. As regards the cumbersome and ineftlcient system of internal 
procurement and purchasing procedure, he conceded that the pr~ 
duction was slowed down because of purchase procedure and non-
availability of material of required quality and specifications. 

138. In a written information submitted to the Committee after 
the evidence it was conveyed to the Committee that efforts were 
constantly being made to improve the functioning of the Purchase 
Department and to establish efficient system of material procure-
ment. Some steps towards organisational and procedural improve-
ments had also been taken. 

139. 'From the reports of the Consultants and the evidence tender-
ed before the Committee it win be seen that there are numberous 
Internal causes which. have contributed to low production. The 
Manapment, after this loag experieace, should be able to foresee 
and aUdpate the diftlculties' so that the areas likely to provide a 
WtIeaeek for pndaetlon are Ioeated ... remediRl action taken bit 
time. 
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140. The Committee feel that one of the major causes which coul., 
be attributed to the fall in production was the purchasing procedure-
followed by HElL. The Committee are glad to learn that now the 
position in the Purchasing Department had improved and the average 
time taken to convert a requisition into a purchase order had come-
down. However, the latest report- of the Consultants says. ''While 
there has been SODlie improvement in the operations of the Purchase 
Department, there is still a too great a tendency to consider purchas-
ing as an end in itself, rather than as an essential service to the ma-
nufacturing departments." Thus it appears that the purchaSe depart. 
ment requires further improvement. 

141. The Chairman of the Company stated during evidence that 
in his present capacity he was able to function just like a person in-
private sector with least constrains. In view of this, there should not 
be any dipiculty in removing any procedural difficulty. During evi-
dence, the Committee also gathered the impression that there were 
still some ~vernmental rules and rgulations which the purchase 
department had to follow in making purchases, and these stood in, 
the way of arranging quick purchases. 

142. The Committee cannot reconcile to a situation in which there 
is shortfall in production because the undertaking cannot overcome 
procedural difficulties in the system of procurement of production 
material. They recommend that the purchase procedure should be 
rationalised and simplified so that delays at various stages are 
avoided. 

143. Some of the steps introduced by the undertaking to ensure 
fulfilment of annual targets are: standardisation, production incen-
tives, suggestion scheme, application of net work techniques and im-
provement in procedures. 

144. The Committee hope that the above steps would bear fruit 
but other factors which have hitherto been hampering achievement 
of production targets, as stated above, were the difficulty in the in-
digenous development of materials and components and inadequacy 
of experienced. supervisory staff. The undertaking should also take-
eoncrete steps to overcome these difficulties as speedily as possible .. 
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F. UtiUsation of 11IStaUed Capaefty 

,. 145. The statement below gives the installed, capacity together 
-with percentage utilisation of each item of equipment by HEIL:-. 

Product Tnnalled Target for % utilisa-
capacity 1967-68 tion .of 

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

T Switchgear 

Y. II KVBVP3&BVP4 Nos. 1500 1200 80% 
2. nKV Isolators " ISO 60 40% 
3. I IKV Type GPC ., 350 ISO 43% 
4. 33KV type LGI " 400 400 100% 
S. 66KV Type LG3 " 100 10~ 100% 
6. 13~KV Airblast MX . " ~S 8 3~% 
7. 220KV Airblast GAX , " 25 
8. Control & Relay Panels " 600 400 67% 

, 

• Control gears 
9. Industrial Controlgear " 400 300 75% 

10. Traction Controlgear for 
DC, AC & Diesel system " 160 99 62% 

'II. Transformers 

II. Power Transformers 
(MVA) MVA 300:> 1800 ,60% 

12. Welding Transformer Nos. 200 110 55.% 
] 3. Traction trlmformer EMU " 50 44 88% 
14. Traction rectifier EMU " 50 44 88% 
15. Traction tramformer for 

freight loco . )I 100 45 45% 
16. Instrumet'lt transformers " 400 150 37'5% 

III. Capacitors KVAR 108000 100000 92'4% 

IV. Traction Motors (for AC, 
DC and Diesel System Nos. 800 6SS 82% 

V. Industrial M'lchine (AC,DC) Nos. 600 200 33% 

VI. Large Electrical M3cbine HPfNos 30000{IS 19600/17. 85% 

VIt. Water Turbines & Genera-
tors M/No,. 500/7 81(3) 42 '8% 

VIII. St'.!:lm turbine & Gene-
rators . " 6o!2 30(1) 60(2) 100% 
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146. Reasons for the non-untilisation of the full capacity are stated 

io be as: follows:-
IlKV Switchgears types BVP3 IBy and G.P.C. 

The order position for these switchgears is falling mainly due 
to miOre manufacturers having . come in the field. This 
has resulted in inadequate orders for utilising the capa-
city. The available capacity is being utilised for the 
m'anufacture of other products. 

132 KV & 220 KV Air Blast Circuit Breakers 

The manufacture of 132KV Air .Blast was disconti!J.ued since 
1964-65 as. there was no demapd than. This has been 
again taken up and is in process of being re-established. 
The manufacture of 220 KV Breaker is also being taken 
up for the first time and will take some more time before 
the capacity could be fully utilised. 

-Control Panels 

These are manufactured to suit Switchgears, Motors and other 
electrical equipment. Owing to the demand going down 
for associated Switch gears, and then Sompetition from 
other manufacturers there are not enough orders to utilise 
the capacity. 

Controlgear 

For Industrial Controlgear the order position is not satisfac-
tory. However with the manufacture of controlgear for 
Cement Mills, Rolling Mills etc. the capacity is expected 
to be met by value, whereas for controlgears, for Traction 
equipment (viz., AC, DC and Diesel) their manufacture is 
being gradually established. In addition the indigenous 
supplies have also not come upto the requi!"ed quality 
and delivery. 

Power Tr.an.sjormer 

The present installed capacity of 3000 MV A is not yet fully 
established for want of certain balancing of facilities such 
as Annealing and Drying Plants, papel' tenSioning device, 
sine wave generator etc. Further, the installed capacity 
indicated is in tenns of transfonners of average rating 
about 40 MVA. Presently the demand in the country is 
such that the average size is around 20 MV A only. The 
production was thus restricted to smaller rating Trans-
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fonners only, but orders for larger sizes are now being: 
received. 

Traction Transformers, Rectifiers & Freight Loco. 

Due to delay in establishinsC the manufacture of these the-
capacity could not be fully utUised. 

Inltrument Transformers. 

The production in the initial stages was restricted to lower 
voltage range i.e. 33 KV and 66 KV only. Recently manu-
facture of 133 KV has been established and efforts are in 
hand to step this to 220 KV range. Having established 
this there will be better utilisation of the capacity. 

Capacitor 

There is marginal shortfall which will be met witlt manufac-
ture of high voltage capacitors. 

Traction Motors 

The menufacture of DC EMU and AC EMU Motors was estab-
lished earlier but the bulk of the demand has now shifted 
to the Diesel Loco Motors and Generators which is a com-
paratively new product line, the development time for this 
product line has affected the attainment of full capacity 
production, but it will be reached by middle of 1969. 

Industrial Machines (AC & DC) 

There has been considerable diftlculty in obtaining adequate 
quality castings within our country as well as from our 
Foundry. In addition due to high competition in this 
field enouih orders are not forth coming to fill the 
capacity. 

Large electrical Motors. 

The manufacture of these has been established this year only 
and with higher HP range the capacity would be· fully 
utilised next year onwards. 

W «ter Turbine & Generators. 

Though we have installed full capacity to manufacture these 
units the requisite skill and technique of their znanufac-
ture takes much longer time as envisaged by the consul-
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tants, i.e. 5-6 years before regular prod.uction could be 
achieved. The manufacturing cycle is 24 to 36 months 
and the work load is now on the increase. 

"Steam Turbine & Generator. 

The Construction of Steam Turbine block No. VI is still in 
progress and the capacity of 60 MW is being met from the 
spare capacity available in other manufacturing ~ivisions, 
particularly water turbine. 

147. It has been stated that an industry like Heavy Electricals 
takes 7 to 10 years to develop manufacture of its products to install-
'ed capacity. The long gestation period is inevitable because of the 
highly complex and sophisticated nature of the products concerned 
and the fact that they are being produced in the country for the first 
time. Another feature which limits the output is the availability of 
orders which naturally depend on the rate of power development in 
the country as the equipments are directly or indirectly related to 
the electric power generation and distribution programme in the 
{:ountry. Utilisation of installed capacity also depends upon the 
provision of staff and maturing of skill at all stages. 

148. The Consultants in their project report have indicated that 
it would take at least 5 years to establish manufacture of anyone 
prod~ct and since it was not possible to commence manufacture of 
the dozen or so products involved simultaneously, the learning period 
would extend to at least 5 years. In actual practice, the portions 
of the factory set up for the manufacture of Traction Motors, Heavy 
Plant, Water Turbines and Steam Turbines were completed some 3 
:years later than the original schedule proposed by the Consultants. 

G. Order Position 
149. During evidence, the Chairm:an of the Company confirmed 

that the order position in respect of Switchgear was lower than 
the capacity for 1967.Q and that the factory in this respect has come 

-down froml two shifts to one. Similarly, the original programme to 
"produce 10 Nos. 120 MW Steam turbine sets in the Fourth 
Five Year Plan period has been reduced to 5 sets. Regarding Steam 
turbines, he stated that the factory portion was nearing completion 
and so nothing could be done except to go ahead with the project 
with the hope that the recessionary period would end soon. He also 
stated that all this would affect the earning capacity of the project. 

150. As early as 1965, the Committee note that the consultants 
bad also reported that the orders for Transformers were insufficient 
'to maintain the present rate of production. 
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151. Even now it is held that -the present-annual capacity of the-

factory is of the order of Rs. 30 cr{)res output but the planned 
1967-68 target programme is of Rs. 18 crores which represents 60: 
per cent utilisation of the plant and equipment. 

152. The Chairman of the Company informed the committee-
<.luring evidence that the production during 1968-69 would be worth 
Rs. 24 crores, based on the realistic orders in hand. 

153. The undtlrtaking, it will be seen, is faced with a _ paradoxical 
situation. On tbp one hand its productioll targets are not being_ 
achieved while on the other, it has not got suflkient orders to reach 
rated capacity, in spite of the fact that at present there is complete 
ban on tbe import of equipment which HElL is producing and there-
nre very few competitors for some of its products. This situation 
would, inevitably, affect the earning capacity of the project. The 
prospect for tbe undertaking, in this respect would seem to be bleak 
os tbe Governmental expenditure on power generation is going 
down and consequently the order position for HElL would further 
deteriorate. 

154. The Committee note that there was shortage of orders for 
11 KV SWitchgears, types BVP 3. IB 4 and GPe, 132 KV and 220KV 
Air Blast Circuit Breake Control Panels; Control Gear and Power 
Transformer of above 40 MVA rating and Steam turbines. The· 
Chairman of the Company attributed this fall in order position to 
the recessionary tendencies which have overtaken the national 
economy. Reganiing the earning prospects of the undertaking, he-
said, uIt is always contingent on the order position being satisfactory; 
It is a general calamity which will affect us as much as many other-
industries." 

155. In view of the above, finding market for the Company's pro~ 
duds at p~nt is no less importaat than the utilisation of its 
instldled capacity. In the present cireumstances even if the installed' 
~aparity could be utilised, tbere will not be market to sell the pro-
dutts. The undertaking,theftfore, shaD --have' to tHe -en_etic-
elloris to explore markets abroad for its established products like-
Switchgear aDd fi81lsformers. 

H. E1eetricai Equipment for -Railways 

156. According to the Audit Report (Railways) 1967, the Ministry· 
of Railways -decided to enter into an' agreement with a -foreign firm 
for manufal!ture of some electrical equipments. - The -collaboration-
agreement was signed in November, 1962. -It -was expected that 
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- some of the components of these equipmetlts would be manufactur--
ed indigenously .. There have, however, been delays in the develop--
ment of indigenous manufacture of these components. In this con-· 
nection it was decided by the Ministry of Railways in June 1964 that 
the manufacture of transformers should be entrusted to HElL. 
According to the original anticipations the indigenous manufacture· 
of transformers. VIas to commence from April, 1965. The first trans-
formar was; however, produced- in December, 1966. Due" to delayed 
developrt;lent of indigenous manufacture of components (induding 
transf()rmer) eqilipment wort1't:Rs:· 3.21 crores . were imported from 
the firm up to the end of March, 1966. 

157. Again, it is learnt that effort to develop the manufacture of 
certain major components for diesel locomotives being manufac-
tured at the Diesel Locomotive Work, Varanasi had not been quite 
successful and a shortfall, had, therefore, to be met mainly by 

. imports. HElL undertook in July, 1962 to supply a good portion· 
of traction equipment, including Traction motors, Generators and 
Control equipment required for the locomotives constituting ·3bout 
30 per cent of the total cost of a locomotive. A letter of intent was 
issued to them in September, 1962 for the supply of 120 sets of 
complete traction equipment during 1964-65 and 1965-66. It was, 
however, subsequently found in. November, 1962 that only traction 
motors would be manufactured at. Bhopal of which 60 sets were 
expected to be delivered by March; 1966. Actually no deliveries 
were made till March, 1966. The actual requirements of traction 
eqUipment obtained by imports for the 54 locomotives produced· 
upto March, 1966, is estimated to have cost 4'48 million dollars. 

158. The Committee addressed HElL and the Railway Board for 
their comments on the above facts brought out in the Audit Report. 
From the letters which HEIL have sent to the Ministry of Indus-
trial Development and Company Affairs in this regard (copiec; of 
which h~e been supplied to the Committee), it is seen that the 
reasons which were responsible for the delayed deliY'ery of com-
ponents are as follows:-

(a) Delay in the release of foreign exchange required. 
(b) Frequent changes called for by the Railways both in the· 

scope of supply and the specifications for the eqUipment. 
(c) The delay on the part of the suppliers of HElL despatch-· 

ing certain tools and components for the equipment. 

159. Unfortunately Railway Board did not furnish their comments 
to the Committee. However, it was explained to the Audit in Feb-
ruary, 1967 that the deliveries could not be adhered to by HElL for" 
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1IeVeral reasons, namely, unavoidably long time r.equireo for finalis-
ing the design of the electrical equipment, considerable delay in the 
procurement of imIported machinery and raw materials and delays 
on the part of HElL's suppliers in supplying tools and components 
according to schedule. 

.. 160. It appeul to the Committee that bad the designs and the 
spedflcatio- been pven to HElL in time, perhaps, they would have 
manufactured and supplied the equipment to the Railways in time. 
It seems that the badec1llon on the part of railwayS delayed the 
timely action being taken by the undertaking to manufacture these 
eqwpmleDts. 

161. That after the r~eipt of designs and specifications the factors 
whic~ delayed it further were non-availability (»f foreign exchange 
and tools and equipments from the suppliers of HEll. is very unfor-
tunate. The Committee realise that there are difticulties in the allo-
cation of foreign exchange but at the same time there is DO wisdom 
iJJ, not making it available in time since delay only leads to import 
of whole equipment which is costlier and retards the development of 
the know how in the country. 

162. Reearding the failure of suppliers of HElL in regard to com,-
ponents, tools and equipments, the Committee have already com-
mented in a previous parqraph. 
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EXPANSION SCHEMES 

163. Details regarding various expansion schemes, projects under 
implementatiol'l; as envisaged in the Supplementary Projeet Report 
'or otherwise,· are as follows:-

A. Expansions envisaged in the Suppl~tary Project Report 

(i) Steam turbine Project for an output comprising of a mix 
of 7 s~ts aggregating to 600 M.W./annum. 

(li) Power Transformer Expansion Project for increasing the 
output of Power. Tran~omers from 3000 MV A to 6000 
MVA/annum. 

(iii) Augmentation of Telephone Facilities-doubling the capa· 
city of the existing communication facilities. 

B. Expansions not envisaged in the Supplementary Project Report 

(i) Traction Transformer Project:-

This project is for manufacturing Transformers for 25 KV 
A.C. freight locomotives being made in Chittaranjan to 
the designs of the Continental Group. 

(ii) Traction Equipment Expansion Project: 

The interi:{~ expansion of the original project (from Rs. 25 to 
33.65 crores output) provided for expansion of Traction 
Equipment from about 400 pieces to about 800 pieces per 
annum. The suppleIm!ntary Project Report" did not pro-
vide for any further expansion. However, the railways 
advised that their requirement of traction machines from 
H.E. (I) Ltd., Bhopal will reach about 1800 pieces towards 
the beginning of the Fifth Five Year Plan. Hence an ex-
pansion project initially (phase I)· for increasing the C'ut-
put to about 1400 machines was proposed, approved and 
has been taken up for implenJlentation. The position will 
be reviewed after 2 or 3 years whether further expansion 
Wi11-be required vis-a-vis the Railway demand' then pre-
t"ailing. . 

57 
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(iii) CapacitoT Project:-
The expansion of this product was also not covered by the' 

Supplementary Project Report, However, the demand in' 
the country is not only considerably in excess of what the 
Company can produce with its present facilities but also 
for a new and a better type of capacitor with a non-in,.. 
ftamable liquid dielectric, Hence this expansion was put 
up, approved and taken up for converting the existing 
facilities to undertake manufacture of the new type of 
capacitors and also for increasing the output to meet the' 
Increased demand. 

C. Details re: Schemes 
164. Details regarding these expansion are given below:-

(1) Expansion Projects, sanctioned by Government and under' 
various stages of implementation. 

Name of the Project Capital EstimateS Sales value of 
(sanctioned) output on full 
RS.lakhs production 

1 2 3 

1. Manufacture of 
Steam turbine and 
Turbo Alternators. 

2. Manufacture of 
Transformen for' 
the 25 XV Fre~ht 
locomoti'fes. 

998 
(pre-devaluation) 

1400 
(post-devalua-
tion) 

(The Project Es-
timates are now 
under revision 
to increase its 
scope to include 
cenain ancillary 
facilities. During 
re\;sion the effect 
of devaluation 
as well as other 
increase in prices 
,..-ill be taken into 
account. The 
revised estimate 
is expected to be 
of the order of 
Ri. 1750 lacs). 

-40 '46 
(pre-devaluation) 

58 '18 
(post-de\-alua-
tion) 

1600 
(can be increased 
to 2000 by mar-
ginal addition to 
the production 
facilities) 

2CO 

Target date for 
completion 

4 

October, 1969 

December, 1965 
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3, Manufacture· of 
capacitors using 
non-inflammable 
liquid dielectric 

59 

2 

7'92 
(pre-devaluation) 

14'00 
(post-devalua-
tion) 

3 4 

27 August, 1969 

480 4. Establishment of 
additional facilities 
for Power Trans-
formers from 3000 
MVA output to 
6000 MV A output 
per year. 

278 
(pre-devaluation) 

366 
(post-devalua-
tion) 

(This is additional 
to the sale value 
of output from 
existing frcilities) 

This Project has 
been phased out 
to be implemen-
ted in 3 phases, 
each for the ad-
dition of capacity 
of 1000 MVA. 
First phase at 
the estimated 
cost of Rs. 160 
lacs (pre-deva-
luation) or Rs. 
184 lacs (post-
devaluation) is 
currently under 
implementation. 

5. Augmentation of 20'3 
Telephone facilities (post-devaluation) 

February, 1969 

(ii) Expansions projects for which project Reports and Estimates 
have been prepared and are being processed for sanction 

Name of the Project 

1 

Capital estimates 
Rs. lakhs 

2 

I, Expansion of facilities' 288 
for the manufacture of (post-devaluation) 
Railway Traction Equip-
ment. (The Project has been 

phased out in :2 phases. 
The fim phase to 
reach an output level 
of about 400 machines 
per year. The capi-
tal investment ofJJ7 

Sales value of out-put 
on full production 

3 

An additional Rs. 648 
lakhs worth of Trac-
tion equipment. 
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2. Establishment of per-
manent factory, main 
stores and warehouse. 

60 

2 

laths (post devaluation) 
has been approvedfby 
the Board and sub-
mitted to the Govern-
ment for sanction. 
The Project is based 
on the demand of the 
Railways which is 
expected to stabilise 
at a figure of IOO:> to 
2000 machines per 
year). 

71 
(post devaluation) 

3 

(iii) Expansion Projects for which Project Reports are under 
various stages of preparation. 

(1) Expansion of Coils and Insulation Division: 
Approximate assessment of capital requirement is about 

Rs. 125 lakhs. This is feeder facility which has to expand 
to meet the demand of the product expansion. 

(U) Augmentation of service Plant and Services: 
Approximate assessment of capital requirement is Rs. 60 

lakhs. The augmentation of service plants would be 
necessary when the expansion envisaged reach full pro-
duction. 

165. The Committee, during eVidence, discussed the expansion 
whieh had been undertaken since the construction of the Project 
started; particularly, the justification for resorting to expansion 
when the original capacity was not being utilised fully. The Chair-
man of the Company stated that so far as Switchgear was concern-
ed for which there was shortfall in orders, no expansion was being 
undertaken. Expansions were being undertaken in the transformers 
and Traction motors sections for which the order position waS good. 
In regard to Steam turbine, although originally 10 sets were being 
planned to produce, presently there was finn demand for 2 sets 
only. He informed the Committee that as the factory portion f01' 
this scheme was nearing completion there was no alternative but 
to go ahead with the project in the hope that the demand for these 
turbines would revive. 
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166. The special Secretary of the Ministry stated that some of the 
expansions which had recently been taken up were with a view 
to ,improving the earning capacity of the project. He said that for 
the increase in the size of the Transformers, additional investment 
would be Rs. 4t crores roughly but the additional v,alue of the out-
put would be Rs. 8.65 crores; for the Steam turbine manufacturing 
scheme, the additional investment would be about Rs. 14.65 crores, 
the value of the output would be Rs. 12t crores; in the case of 
Traction Transformers, the additional investment would be Rs. 0.58 
crore, whereas additional output would he Rs. 1.86 crores, for 
CapaCitors, investment would be Rs. 14 lakhs, the additional output 
would be Rs. 27 lakhs; for the expansion of Power Transformers 
(from 3 MKV A to 6 MKV A) as against an investment of Rs. 3.66 
crores, the output would be Rs. 4.8 crores. 

167. The Committee understand that the expansions which are 
under way or which wiD be taken up later on are being resorted to 
with a view to improving the earning capacity of the project. 
The project, as originally conceived, was not going to be an eco-
nomic proposition and these expansions were a compulsive neces-
sity in order to make the project viable. 

168. Apart mom the fact that these expansions have delayed the 
completion of the project, the Committee feel concerned about some 
of the demand projections going wrong. As stated earlier, already 
there is a fall in the order position of some of its equipment includ-
ing the Steam turbines. The revised estimate of this expansion 
scheme (Steam-turbineS) is about Rs. 17 crores. The actual expendi~ 
ture ineurred on this project up to 31-3-1967 was Rs. 321.65 lakhs 
and for the balance commitments have already been made. It is, 
however, learnt that those who had placed orders on this project 
seem to be backing out. Generally, for most of its products, State 
Electricity Boards are the customers and since most of these Boards 
do not have enough funds at their disposal, the Committee Me 
apprehensive about the future prospects. In fact, this projed was' 
proceeded ,with only on the basis of the expected demand of electri-
cal equipments in the country and the savings on foreign exchange-
the economic aspect was either not thoroughly examined or, it was 
given secondary importance. It Will be seen that fOT all the expan-
sions and diversifications of its product-mix there now seems to be 
some uncertainty aoout the demand. Added to this the undertak-
ing its,elf is not sure that the expansions would improve the profit-
ability of the projeet because it is, according to them based on 
" ' too many assumptions". 

169. The Undertaking should place an embargo, except on a 
margiDal basis, on all further expansions tm the resources already 
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eatabliahecl are made fully productive. Whatever micht have been 
the plans, produetion prop'ammes and the sanctions, the undertak-
iDe should eoneentrate on utilising the present installed c:apacity 
rather than aoament it. 

D. Profitability of the Expansion Sehemes 

170. The Committee asked for information whether the profit-
ability or otherwise of these expansions had been worked out before 
launching on them. In this connection following information was 
furnished:-

"1. Steam Turbine Project (as sanctioned) 

This is a project covered in the supplementary project report 
of the Consultants. No profitability figures have been 
worked out in this report. 

2. Traction Transformer PToject 

Profitability was not worked out, but the savings in foreign 
exchange were worked out and exhibited in the Project 
Report. 

3. Traction Equipment ExpansiOn Project 

Profitability figures have been worked out for the whole pro-
ject and are as follows:-

Fixed Capital 
Turn overfTotal capital 
Net Profit/turn over 
Return on capital employed 

4. Power Capacitors Expansion Pro;ect 

175% 
84% 
12% 
10% 

Profitability figures not worked out but the savings in foreign 
exchange worked out and exhibited in the project report. 

5. PotDe'r Trcmsfonn.era Expansion Pro;ect. 

Profitability figures are worked out in the project report and 
are as follows:-

Turn over!fixed capital 
Turn over.'total capital 
Net Profit/tum over 
Return on capital employed 

133% 
72% 
6% 

4%" 
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171. The Committee would recommend that whenever expansioD 
-of a project during construction stage or otherwise is undertaken it 
is absolutely necessary that the undertaking and the Government 
should thoroughly examine the profitability of the expansion scheme 
as well its repercussion on the execution of the entire project, parti· 
cular\lYt its effect on the economics of it. In the case of HElL, as 
will be seen from the above, some of the expansions had been 
undertaken merely on the basis of the expected. savings in foreign 
exchange. The Committee are surprised. that in the case of Steam 
Turbine Project, whose revised estimated cost is about Rs. 17 crores, 
no profitability figures had been wOll"ked out in the supplementary 
Project Report which covered this scheme. The Committee hope 
that in future whenever expansions are to be undertaken Govern. 
ment would not proceed on such meagre data, but provide a yard-
stick with which to measure the achievements of the undertaking. 

172. The Committee would also stress that in public undertakings 
like HElL where continuous expansions are taking place profit. 
ability and economy of the working of the plant should be tested 
from time to time. The cost of production of the established items 
should be worked out separately. An appropriate percentage of 
the overhead accounts should notionally be attributed to the work-
ing of the plants where these established items are being produced. 
The profitability of the working of the project should then be exa· 
mined. Unless this is done the Committee feel that the project 
management will not be on their toes. 



;,·vm 
::>RGANISATION 

A. Board of Directors. 

i :~ 

173. The Board of Directors of the Company comprises 11 ~em
bers, including the Chairman-cum-Managing Director. Of these, 4 
have experience of Heavy Electrical Industry ~ varying extent. 
The Chairman-cum-Managing Director is the only full time Director. 

174. The Committee notice that on the Board Q{.:Directors of the 
Compaay are two members, one of whom is serving on 28 and the 
other on 15 other Corporations/Companies/Bodies. There is no 
doubt of the advantage in associating with a pu.blie undertaking 
persons having wide and varied experience in business. The Com-
mittee, however, feel that by and large holding of directorship in 
a large number of companies may not enable a person to find sum-
cient time to attend to the busineS$ of an undertaking and to make '. 
effective contribution in its progreSs. They would.,: therefore, re-
commend that at the time of making nominations on the Board of 
Directors, Government should bear in mind that only such persons 
as are able to devote suMcient time to the affairs of the undertaking-' 
are appointed. 

175. Under the Articles of Association of the Company, the 
Directors may del~gate any of the powers to its sub-committee. 
Accordingly, a standing Sub-Committee of the Boara consisting of 
the Chairman and two other Directors has been formed to deal with 
urgent matters. No specific powers have been delegated to the Sub-
Committee and it functions as per the directions of the Board while 
remitting any item to the Sub-Committee. 

176. The Committee consider the constitution of a standing sub-
Committee of the Board a good IU'Il'IlIlgement but it is hoped that 
only urgent matters which cannot await the conveniDg of a meet-
ing of the Board would be considered by the Su~mmittee. The 
Committee notice that at present the Sub-Committee is constituted 
of only the offtcial members of the Board. The Committee would 
recommend that a non-otllcial member of the Board should also be 
associated with the Sub-Committee. 

177. The Committee also notice that at present one memberl on 
the Board Is from the U.P. Electricity Board. Since, for most of its 
products State Electricity Boards are the customers, the Committee· 
would reeommend that representatives of Electricity Boards of the 
States should be nonlinated in rotation. 
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B. Personnel Matters 

178. A strengt h of 8487 men was recommended in the Detailed 
Project Report for an output level of Rs. 12.5 croreson sin.gle shift. 
The factory is now working on double shift and certain changes in 
the product-mix have also taken place. Further, steam Turbines 
and Alternators have also been taken up as a new product line. 

179. A statement showing the staff in '"position as on 31-3-1967 is 
given below:-

1. Unskilled 

in the scale of Rs. 70,........g5/-

2. Artisan 'A' Gr. 
(Industrial Workers in the scale of Rs. 2°5-280) 

3. Artisan 'B' Gr. 
(Industrial Workers in the scale of Rs. 150-205) 

4. Artisan 'c' Gr. 
(Industrial Workers in the Scale ofRs. 125-1551- Rs. IIO-

143 /- Rs. 8S-IIO/-). . . . . . . 

5. Jr. Supervisory Staff 
in the scale of Rs. 350--900 to 4oo~501-

6. Sr. Supervisory Staff 
in the scale of Rs. 700-1250/- & above 

7. (a) DJman 
in the scale of Rs. 150-250 to 400-680 

(b) Tracer 
8. Engineers (Design) 
9. Sr. En~eers (Design) 
10. Conunercial Engineers 
II. Sr. Com;nercial Engineers 
12. Clerical & Misc. 
13. Secretaries & Typists 

::- . 
,. 

TOTAL 

2070 

2712· 

457 

201 

604 
15 

172 

81 
41 

6 

4753 
351 

180. The Consultants have in their Supplementary Project Report~ 
. estimated that for an output of Rs. 50 crores a staff strength of 
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about 26,000 persons would be required. This, however, relates only 
to the factory departments and no estimates have been made by 
them for certain services like construction and erection, township 
maintenance, Secretariat, Medical Services, training etc. But the 
undertaking feels that these estimates are too high and the actual 
strength required may not exceed 20,000 for the ultimate capacity 
of well over Rs. 50 crores after 1971-72. 

181. wttatever might be- the futUre plan of the undertaking re-
garding the staff strength, from the infonnation supplied, the Com-
mittee have gathered the impression that this project had been over 
;staffed. 

182. AJ? early as 1963, the Company Auditors in their special 
report on the Accounts of HElL had reported on the basis of the 
infonnation made available to them that the labour strength was 
in excess of the requirements by about 400 trainees andlor artisans. 

183. The following extract from the minutes of one of the sittings 
of the Board of Directors, held in 1964 would also show that there 
was surplus staff in the Civil Engineering Department:-

"As for action to reduce the stat! in the Civil Engineering 
Department at Bhopal, the Chairman explained that 60 
employees of various categories had already been declar-
ed surplus. List of Civil Engineers in employment at all 
the four projects have been received. They will be scru-
tinised with a view to utilising the Bhopal surplus staff 
at the other Projects." 

184. According to Para VII of Audit Report (Commercial), 19k 
. The Project Report envisaged the total strength of factory sta1f for 
an annual output of Rs. 12.5 crores at 8487, as against the actual 
strength of 9,336 on the 1st January, 1963 for a planned output of 

. only RI. 3.5 crores and actual output of Rs. 3.1 crores (including 
work-in-progress and civil engineering components). 

According to the Project Report the incidence of the administra-
tive staff to the factory personnel should be in the ratio of 1: 12. 
The present ratio is, however, I: 6." 

lB? The Technical Consultants in their report submitted in 
Febniary, 1963 had stated, "All factory departments are fully staffed 
?xcept the Tool room and manufacturing services department and 
lndeed most of them are well over-staffed for their present level of 
output.-
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186. Again, in their report submitted in April, 1965, they have 
stated as follows: 

'The Estimated surplus of 1500 Il')len still exists in the factory 
and the situation may well be aggravated as the introduc-
tion of the incentive system increases the productivity of 
individual workmen and so reduces the numbers needed 
for a given output". 

187. In October, 1966, the Consultants have again reported which 
the Committee find very revealing. They have stated:-

-The amount of waiting time booked has been as high as 70% 
of the total available hours. In other words, as much as 
70% of the shop labour is standing around doing nothing 
at anyone time. Apart from less production this cannot 
but have an adverse effect upon shop discipline. It also 
minimises the benefit which might have been obtained 
from the incentive scheme." 

And, as late as April, 1967, they have stated that "There are far too 
many people wandering around the factory site at all hours of the 
day." 

188. The Committee have also been informed that apprentices 
numl?ering 462 who were trained by the undertaking could not be 
absorbed. An amount of Rs. 23.55 lakhs was spent on the training 
of these apprentices. Their employment was, however, arranged 
with various other public undertakings; also, an amount of Rs. 9.06' 
lakhs towards the training expenses of 188 apprentices absorbed by 
the sister undertaking viz., Bharat Heavy Electricals Ltd. waa 
:recovered from them. 

189. From the 8b&ve facts, and the views expressed by the Con-
sultants, the Committee feel that. up till now the undertaking had 
been carrying more staff on its strength than required. It has not 
been possible for the Committee to ~ss the monetary losS to the 
undertaking on this aCCOUDt, but judging from the fact that the loss 
which the under.taking had to suffer on account of surplus traineeS 
alone would be more than Rs. 14 Iakhs, the total less on aceotmt of 
over-staffing in the project as a whole would be quite substantial. 

1.90. The Committee feel that the asSessment of the requirements 
of staff which has been made in the original Project Report and the 
supplemtentary Project Report caDDOt be very helpful to the under-
taking DOW in determining the staft streagth because frequent ex-
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~ns60ns of the original schemes and the new lines of prodUction-
have rendered many assumptions of the project report, unrealistic in. 
the present circumstanees. The Committee would, therefore, recom-
mead that the undertaking should make reassessment of staft reo-
quiremllmts strictly in accordance with the anticipated manufactur-
ing prog'l'amme. The Committee expect that it would also be pos-
sible to economise on administrative and establishment charges. 

C. Recruitment and Promotion Policy 

191. The Company has framed rules regarding the recruitment 
and promotion of staff in the undertaking. All recruitments and 
promotions in the Company are governed by these rules. 

192. The Committee looked into some of the promotions given to 
the staft' of the undertaking during the last few years. They noticed 
that a good number of persons appointed by the Com.pany got pro-
motions within two years, some of them even in a shorter period. In 
one case a promotion giving benefit of over Rs. 400 was given to a 
senior ofticer within a period of about one year. 

193. The Committee discussed this question during evidence. The 
Chainnan of the Company stated that in early stages when merit 
was the criteria for promotion to higher stages it was possible that 
a person working in a lower grade moved to a higher grade where 
the di1ference could be from Rs. 300 to Rs. 400 p.m. But such cases 
were applicable to specialists category. He informed the Committee 
that various Selection Committees had been formed for screening-
the candidates and determining their suitability for promotion. 

1M. The Committee's findings reveal that accelerated promotions 
referred to above have not been given only to the specialists or tech-
nical categories but also to non-technical per5OIlDeI. The Committee 
feel that rapid promotions given to certain personS and denied. to 
others, briDg about disconteD.t amongst the employees, which is not 
conduclftl to smooth nmni1lg of a f&dory. The Committee would, 
therefore, recommend that the Company's promotion polley should 
be. so ~ that tJ.1ere is no room for favoured treatment. 

195. The Committee would also recommend. that tbe present rules' 
ia tb1S reprd may be revised to. include ~c proviSions whereby 
sum ac:telerated promotiCIIDS are not giV"ell without cogent reasons. 
As at present the rules framed are too general to enSure such a 
poIky. 



"IX '\ 

LABOUR MANAGEMENT RELATIONS 
"", 

196., ThisU,nder:taking hqs: beeY. Jleverely :~~~iea" by strained 
labour"' manage;nent'·re.iatioris: From 1962 onwards, almost every 
year there has been strike; and stoppage of work'I'n factory as a re-
sult of which the Undertaking had to suffer a \085 of'libout Rs. 4 
erores in production value. 

197. The Company has attributed the labour unrest in the factory 
largely to inter-union rivalry. It has been stated that recently on 
19th November, 1967 an agitation was started by the Joint Council 
of all the Unions functioning in the undertaking. Main demands of 
the Unions are as follows:-

(i) Equal leave facilities to Industrial and non-Industrial 
Employees. 

(ii) Reduction in working hours. 

(iii) Free House Accommodation to Fire, Security and Medical 
staff. 

(iv) Payment of Bonus. 

(v) Uniforml Promotion Policy. 

198. The Committee have been informed that the first three de-
mands have all-India repercussions and as such cannot be decided 
by the management in isolation. The matter has, therefore, been 
referred to appropriate authority for a policy decision. Regarding 
payment of bonus, the management has announced jts decision to 
pay bonus to the employees in accordance with the provisions of the 
Payment of Bonus Act, 1965, and the first bonus will be paid before 
the end of November, 1968 in respect of Company's working results 
for the year 1967-68. As regards uniform promotion policy, there is 
requisite mandatory provision in the Standing Orders and Service 
Rules in force in the Company and these are being followed by the 
management. 

199. Labour unrest and strained labour-management relations are 
a problem with which many public undertakings are afflicted. HElL 
has also suffered from this notice. The Committee cannot too 
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stroualy stress that for an undertaking like HElL which is D~ able-
to aehieve its produetoiD targets ever since it has gODe into produc-
tion and is incurring heavy losses over the years, cordial relations 
between the workers and the management are of paramount impor-
tance. 'rhat maintenance of good labour relations is necessary for 
IAlltaiDed hiP level of produetioD needs no emphasiS. The Com-
mittee would urge both the employees and the employers to recog-
De their IDfltual rights and duties towards this national undertak-
in, and help it in showing better results in future. The Committee 
hope that the demands of the workers which have been referred to-
other authorities would be decided speedily. 



x 
TOWNSHIP 

200. When the Estimates Committee last examined this project· 
in the year 1962-63, estimates of the expenditure on township were 
Rs. 9 crores. According to the revised estimates the township with 
15,440 quarters was to cost Rs. 16.4Q crores. It was expected that 
the cost might go up to 19 crores, if the expansion of the project to 
Rs. 50 crores output was sanctioned. The present estimates are that 
it would cost Rs. 10.50 crores for 10647 quarters. According to the 
annual report of the undertaking for the year 1966-67 the Gross 
Block of Funds applied for township is Rs. 11.15 crores. It will be 
seen that the expenditure on township has exceeded the estimated 
cost. Revised estimates of the Project approved by the Government 
in April, 1966 was Rs. 58.47 crores. The expe'llditure on township· 
would thus come to over 19 per cent of the cost of the project. 

201. The Committee had in thier 8th Report (Third Lok Sabha) 
examined the expenditure on townships of public undertakings. 
The findings revealed that in most cases the expenditure varied fcom 
7.4 per cent to 17 per cent (para 51 of 8th Report). 

202. In the post-evidence information supplied to the Committee, 
it has been stated that during 1966-67 the total expenditure on town-
ship excluding interest, amounted to Rs. 87 lakhs against a corres-
ponding receipt by way of rent, electricity charges and ather 
miscellaneous income of Rs. 31 lakhs, leaving an Wlcovered sum of 
Rs. 56 lakhs representing the subsidy provided by the Company in 
this regard. To this has to be added a sum of Rs. 39 lakhs towards 
interest on capital which is borne by the Company. The loss for the 
year on the Company's working therefore includes this sum of 
Rs. 95 lakhs towards the shortfall on township maintenance and 
other allied amenities to the employees. 

203. The Committee consider the expenditure on township 
vi.. 19 per cent of the cost of the project as much on the high side-
more so, when the return from the township is hardly enough t. 
meet the expeuSes on its maintenance leaving aside the ChargM 
towards interest and depreciation amounting to approximately Rs. 3i 
lakh. per year uncovered. The Committee feel that the expenditureo 
- township would be • e~tant dralr on the ecoDOmic work~ of thi5 
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project. It is apperat that expenditure on toWDShip is being iDA!'lll'-
reel without taJdaa 881' aeeount of its repercussion on the projeet. 
The Committee would &tress that utmost eeonomy should be observed 
ill this direction. 

204. The Committee appreciate that labour housing is not an 
economic proposition from the point of view of public undertakings. 
Even in the private sector, the Government has a scheme of subsi-
dised industrial housing. The Committee learn that sometime back 
Government was thinking of setting up a Housing Corporation for 
th'e Public Sector Projects to which al Ithe township of the projects 
would be transferred, with a view to relieving the projects of the 
ra1her heavy burden of expenditure on townships. During evidence, 
the representative of the Ministry of Finance said that so far no 
decision had been taken in this regard, but he promiSed to furnish 
a note regarding this aspect later on. It was, however, not received 
till the time of ftnalisation of this Report. The Committee realise 
that most of the publk undertakings are located in out of the way 
and inactesSible places and, therefore, the provision 'of a township 
is essential. But, at the same time .. many projects eannot bear the 
heavy burden of expenditure on this account because ultimately the 
Consumption. of electricity in the township (Section XVI of Audit 
will have to be home by the products of the company, in terms of 
Increased prices. The Committee, therefore, suggest that Govern-
ment should examine the economic and administrative aspects of set-
ting up • Housing Corporation for the pUblic sector projects and taken 
an early decision in this regard. 

Consumption of electlicity in the township [Section XVI of Audit 

Report (commercial), 1967] 

- 205. Out of 3,82,95,557 units of electricity purchased by the· Com-
pany during the period from 1961-62 to 1963-64 from the Madhya 
Pradesh Electricity Board, 93.30,722 units were consUl'Il'8d in the 
township (lJlon-revenue earning units 47,95,828 and .revenue earning 
units 45,34,894). As against a sum of Rs. 13' 35 lakhs recoverable on 
account of consumption of revenue earning units and meter rent 
the actual recovery amoU'.ated to Rs. 9: 12 lakhs only, the loss of 
revenue being Rs. 4: 23 lakbs. The shortfall represented 14 t)'er 
cent of the total consumption of the township. 

206. 'l'he shortfall was attributed. to the following reasons: '-
(J) About 1 peT cent of the loss is due to the following 

faetoTS:-
Ca) losses during the testing of domestic installations, sub-

station equipment, etc.; 
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~) assessment of supply at a flat rate of Rs. 2' 25 per month 
during 1961-62 and a part of 1962-63 as house energy 
meters were not available; and 

(c) Bon-existence of facilities for testmg and calibrating 
energy meters before installation in initial stage. 

(ii) The remaining 13 per cent of the loss may be treated as 
unaccoun!l;ed for and the possibility· of tampering witk 
the metres cannot be ruled out. 

206. The Committee learn that the loss of revenue during the 
years 1964-65 and 1965-66 amounted to Rs. 2'66 lakhs and Rs. 0'94 
lakhs respectively • 

. 207. During evidence the Chairman of the Company stated that 
there were some normal losses when current passes through the 
wire and transformer. A certain percentage, by way of allowance 
was given; but any excess over and above that was pilferage or 
some leakage. He assured the Committee that whenever there was 
pilferage, regulation were being tightened to prevent it. The Com-
·mittee hope that effective steps would be taken to minimise the loss 
<of revenue on account of pilferage and leakage of electricity. 



XI 

FINANCE AND .A.CCOt.JNm 

A. Project EsUmatee 

208. 1be Estimated costs ¢ the projects as originally given in the-
Detailed Project R6port and subsequently revised are as given. 
below:-

(i) Total etrtimated cost 
(November, 1956): Rs. 3534' 95 lakhs as per Project Report.. 

(il) First Revised estimates, 
(March, 1960): Rs. 471§' 92 lakhs. 

(Ui) Second Revised estimates, 
(June, 1962--and amendments received th'ereafter) 

lakhs. 

(iv) Revised Estimates approved by the Government April •. 
1966: Rs. 5847' 41 lakhs. 

In addition, the following expansion projects have been sanction-· 
ed by the Government:-

Manufacture of Steam turbines 
Manufacture of Transformers for 25 KV 

freight locomotives 
Manufacture of Capacitors using non-

imflammable liquid dielectric. 
Establishment of additional facilities for 

increasing the output capacity of power 
transformers. 

Expansion of facilities for the manufac-
ture of Railway Traction Equipment 
(from 800 motors to 1400 motors). 

Augmentation of telephone facilities in 
factory and township. 
Augmentation of filtered water supply-
Phase III 
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(Ra. in lakhs) •. 
998'00 

40'46 

279;00 

90 
(first phase) 

18'00 
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209. The Committee also learn that the estimates of Steam tur-
bines and Turbo-aIternators projects are under revision to provide 
for (1) price increases due to devaluation, (2) certain ancillary 
facilities like fabrication etc. not originally included and (3) a few 
balancing items, thereby increasing the installed capacity frem 600 
MW to 1,200 M,W. 

210. The Committee wanted to have detailed reasons for each of 
these revisions. Unfortunately these were not supposed. In the 
post evidence infonnation the following comparative statement 
showing the cost of the project as originally given in the Detailed 
Project Report and subsequent sanctm.ecI by Gavell"IlmleJllt tfrom 
time to time was supplied to the Committee: 

Sl. Description 
No. 

I 2 

I Factory Building and 
Works 

2 Factory Services ' 
3 Plant & Machinery 
4 Customs duty 
5 Purchasing Agency 

Agreement & Credit 
arrangement 

6 Lumpsum payments to 
consultants 

7 Cost of UK Training. 
8 Furniture & Mis. 

Equipment 
9 Township 

10 Administrative charges 
II Payment of interest 
12 Working capital 

TOTAL 

EstimatesPreli- Project 
as per minary sanction 
DPR sanction 12/62 
accepted 3/60 

by Govt. 

After Revised 
certain Estim:!t-

additions es san-
in 9163 ctiontd 

in 4'66 
(Rs. in lakhs) 

3 5 6 7 

1136 1436 1372 1342'60 1338 '60 

339 40 5 407'57 491·80 
1952 1851 1851 2082'75 2288·86 

90 100'57 .268'28 

II3 

53 54 53'32 60'02 
100 "00 lOO'~ 124'76 

45 45 45'41 48 '72 
9Co 8~9'92 836'41 

144'14 299'41 
5'27 90 '55 

1025 1875 

4550 5162 4930 5121'55 5847'41 



211. It is learnt that the revision of the project estimates to 
RI. 58' 47 crores was necessitated because of the following reasons: 

(1) Increase in the cost of factory services to provide for: 

<a) Additional transformer capacity to meet the increased 
electricity load due to additions to space and plant 
capacity in certain blocks; 

(b) Construction of a separate Electric sub-section for 
Block I-A; 

(e) Increase in the prices of plant over 1956 level; and 

(d) Additional telephone facilities etc. 

(ii) Increase in the cost of plant and equipment,s due to: 

<a> Increase in the prices of these items over 1956 level 
when the Project Report was prepared. 

(b) Higher size of equipments necessitated by the decision 
to build bigger Transformers and motor Turbines than 
originally planned. 

<iii) Increase in administration expenses to be capitalised. 

(iv) Increase in the rates of customs duty; 

(v) New Works on Hydrogen, Nitrogen plants and Industrial 
BIta\e; aDd 

(vi) Provision for interest (Capital, which was not provided 
!D the eetimatea orlgJna11y). 

212. In the written replies supplied to the Committee earlier the 
break-up of the original and revised sanction estimates in regard to 
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the original scheme is· as given below:-

I. Factory Buildings &. Works 
2. Factory service 
3· Machine Tools & Equipment 
4· Townc;hip 
5· Furniture & Misc. Equipments 
6. Lumpsum payment to Consultants . 
7· Training in UK 
8, Administrative chlfges 
9· Cu~oms duty 

10. New items -
(i) Hydrogen Plant 
(ii) Industrial Estate 

(iii) Nitrogen Mlins 
(l?) Interest charges 

(c) (i) M'lchine tools & Equipm'!nts 
(ii) Customs duty 

(Rs. in lakhs) 

Original 
sanctioned 
estimates 

1338 '60 
4°7' 57 

2082'75 . 
839'92 
45'41 
53'32 

100'00 

144' 14 
100'57 

5112 '28 

Revised 
sanctioned 
estimates 

1338 '60 
485'00 

21 59'47 
836 '41 

48'72 
60'02 

124'76 
299'41 
250 '67 

3'09 
3' 15 
0'56 

90'55 
129'39 

17. 61 

5847'41 

213, It is also learnt that the capital outlay excluding working 
capital amounted to Rs, 62' 31 crores as on 31st March, 1967, During 
evidence the Additional Secretary of the Ministry of Industrial 
Development informed the Committee that Project cost might go to 
over Rs, 80 crores finally, 

214. It will be seen that the project cost of about Ks, 35 crores as 
per Project Report has risen to Us. 62 erores. Thus the project cost 
has risen by about 77 per cent. The i.nereased cost can partly be 
explained by the various· expansions which have been undertaken 
during the course of construction since the estimates as given in the 
Project Report were approved. From the table above which gives 
inJonnation about the latest revision, it will also be seen that 
~t the items which have necessitated major revisions are the 
Administrative charges and interest chal-ges---:the former account-



iDe for ... iDerease by aboat a.. It crores, i.e. 100 per cent increase, 
ADd the latter over Bs. to Iakhs whieh bad not been sbowu in the 
origiaal estimates. The ~ are surprised that such a bee"" 
mere..e should have oceurred in a short period on account of atImiD-
istntive charges. Similarly the Committee feel that the 'Interest 
Chug_ are Dot aD item whieh eould have been entirely imfou~eeD 
at the time of framiDc the original estimates. 

Z15. The eoa.,mttee would recommend that tbe estimates should 
be prepared realistically in as detailed a manDeI' as possible cover-
IDe all. the items of expeDditare to give a clear idea of the total 
outlay OD a Project. 

B. WorkiDc Capital 

216. HElL 18 faced with di1Bculty in regard to meeti'Ag its work-
ing capital requirements. In March, 1960 the Government had agreed 
to provide Rs. 18' 75 crores as working capital. In January, 1961, 
however, Ministry of Finance, decided that Public sector undertak-
ings should meet their revenue expenditure out of over-draft faci~ 
ties from the State Bank of India. 

217. In consonance with the above deciSion, the Company had tiU 
the 31st March, 1966 arranged credit facilities with the State Bank 
of India to the b:tent of: 

Clean Cash Credit facilities from 14-6-1<)62 Rso 1 0 00 crores 
On the hyp"thccation of inventoric'i 

from 19-10-J963 

from 17-2-1965 0 

Rso 6 0 00 crores 
Re;o 2050 crores 

TOTAL Rso 9050 crores 
The: year-wise working capital requirements ofHEIL are indicated 

below~-

Working C1ritai 
(Rso in Inkhs) 

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

31 -3-1\)63 
31 -3- 1')64 
31-3-H}6S 
31-3-1966 
31 -3-1967 

960 0 42 
979 01 7 
637 0 33 

1387005 
201 3'74 
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219. Since the amount arranged for is quite insufficient for the 
needs of the company it has heen negotiating with the State Bank! 
·of India for more loans. The Bank has been insisting on collateral 
security by way of Government guarantee, which the Government 
is not pre~ to give. 

220. The CoIrnpany had also diverted about Rs. 10 crores from 
'the capital fundS to WorkingCap~tal requirements which is ap.. 
l>rently not in accordance with the normal comme~a1 practice. 

221. The Committee discussed during evidence the question of 
-reqUirements of working capital. The representative of the Minis-
try of Finance stated before the Committee· that though, at times, 
funds released by th~ GQ!Vernm~t fur capital investment were 
utilised' for working capital requirements, no particular directive on 
the subject had" been' issued to the Company. He said that the 
Government -leltthat' at the initial. stage it was expected that the 
undertakings would require some funds for their Working Capital 
when the normal line of availabiUty of funds i.e. banks, on the basis 
of hypothecatian of stores would not· be available. 

222. The Ministry of Finance have, iill a communication dated the 
16th March, 1967 addressed to all Ministries of the Government of 
India laid down the following guidelines which may assist the pro-
jects in assessing and meeting their Working Capital requirementS. 

(a) The Board of Directors in case of each undertaking should 
determine the reasQIlable level of the working capital 
and review the position from time to time to ensure that 
the total investment in Working Capital is kept as low 
as possible. 

(b) In the first instance, the enterprises concerned should 
approach the State Bank of India for the cash-credit ar-
rangements to meet the requirements of their Working 
Capital on the security of their current assets ineluding 
stocks of stores, spare parts, raw-materials etc. Accord-
ing to the normal bank practices, the State Bank of India 
may ask for a certain margin while fixing the cash~edit 
limits. 

(c) It would be necessary for the undertaking to find ways 
and means of raising margin money. The State Bank of 
India should be requested to provide for the entire work-



ing capital needs. If necessary the excess over the margin 
money could be covered by a guarantee from the Central 
Government. 

(d) Whenever the total requirements of Working Capital can-
not be met by the cash-credit arrangements with the State 
Bank of India, the enterprises may approach the Govern-
ment for shorl-tenn Joaris. Such requests would have t~ 
be examined ~ the position of internal resources 
of the undertaking. 

(e) So far as the use of internal resources and in particular-
depreciation fund is concerned, this should in the first 
instance be utilised for meeting capital expenditure. 
While making a demand for additlonal funds for capital 
expendirturethe internal resources including depreciation 
fund will, invariably, be taken into account. 

(f) Where the undertakings are making losses, the amount of 
the 10sa sustained will also be met from internal resour-
ces in the first instance. 

223. The contention of the undertaking is that all the guidelines-
mdicated above have already been acted upon. It has been stated' 
that in undertalrttngs like HElL, where the manufacturing cycles 
range from 6 to 36 months the working capital requirements do not 
come in a steady flow. Till such time as the project reaches its 
qptimum level of production, the requirements of funds will in-
crease from year to year and, according to HEIL, it will not be pos-
sible to meet the same from either the sales or the additional cash 
credit facilities from the State Bank of India. The undertaking a1~ 
feels that the Bank may also not be prepared to afford cash credit 
facilities beyond a limit even with Government guarantee. 

ZU. The Committee learn that many undertakings like HElL 
are faced with dlfBculty in regard to their Working Capital require-
meDts. When the projects are lIDIlble to obtain funds for them 
Working Capital requirements, they often utilise the funds made 
available by the Govermnent fw Capital Works. This is improper 
but in view of the diflieulties faced by the undertakings a rational 
and pradkaI solution needs to be evolved.. The Committee have-
dealt with this matter in their Report on Financial Management in. 
Publfl: tJadertaldngs. 
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C. Sundry Debtors aDd I'ul'llOver 

225. The following table indicates the volume of book debts and' 
sales for the last three years:-

(Rs. in lakhs) 

Total book debts 
As on 

considered considered Sales Percentage 
good doubtful of debtors 

to sales -----------------------------------._----------
31 -3-1965 
31 -3-1g66 
31 -3-1967 

211·97 
27°·27 
424.71 

1·28 
3.58 
3·37 

600· 14 35·5% 
77°·39 35·5% 

1,134· 22 37·7% 

The following table indicates the details of debts outstanding for more-
than one year as on the 31st March, 1967 : 

(i) Debts outstanding for more than I year 
but less than 2 years 

(ii) Debts outstanding for 2 years and more-
but less than 3 years 

(iii) Debts outstanding for 3 years and above 

Govt. 
Deptt. 

(Rs. in lakhs)-

Private 
Parties 

1·73 

1·°3 
6·01 

226. The Committee also learn that in 1966, a sum of Rs. 10. SO 
lakhs had been written off or provided for in respect of bad and 
irrecoverable debts, advances, loss of assets etc. 

227. The main reasons far the non·recovery of these dues were-
certain procedural difficulties experienced by the State Electricity 
Boards, delivery being not in accordance with the dates indicated-
in the contract, and misplaeement of bills by the customers. 

228. During evidence the Chairman of the Company also stated 
that these outstandings were rising over the years owing to the 
increased sales. In regard to the old arrears, he said, recovery' 
was being made but about current' despatcl1es there were also some 
difficulties. 

229. It is seen that bulk of the oustandings of the undertaking 
are mostly against Government Departments, S~te Electricity 
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Boards and GoveftlDleat~. BElL _mentioned earlier 
.. faeed with tlilieuJty in reprd to funds for its workiDg Capital 
Deeds. A fortiori it is esseatial that prompt recovery of all dues 
should be made. The Committee are DOt happy to leam that pro-
eedural dUIlculties stood in the way of recovery of dues :&om! the 
Govemmeat Departmeats aDd State UndertakingS. They hope that 
.-erretie Itepa would, henceforth, be taken to make the recoveries. 

D. Inventory 
230. The followilng table indicates the comparative position of 

the inventory and its distribution at the ~lose of the last three 
years: 

(Rs, in lakhs) 

1964-65 1965-66 1966-67 

(a) Raw materials 565'82 67°'32 920'90 
(ii) Stores and Splre pam (pro-

duction an:! misc::lhn'!ou~) 187'92 202'69 261' 41 
(iii) Work-in-progress (including 

Work-in-progress. of training 
school) 242 '42 397'94 865'24 

(iv) Finic;hed goo:h , 189'56 273'38 413'94 
(tl) Others (el(cludin~ scra!'l and 

materials in-transit) ," 43'78" 41. 0 3 24' 19 

1,229' 50 1,585'36 2,485,68 

231. The stock of Itores and spates and raw materials was. 
equivalent to 14' 4 months' consumption for production require-
ments in 1966-67 as compared with 17' 7 months' in 1965-66 and 22' 3 
months' in 1964-65, Finished goods represented 4' 4 months' sales 
in 1966-67 as compared with 4'3 months' in 1965-66 and 3'8 months' in 1964-65, 

232, The Committee learn that plant and machinery valued at 
Its. 34' 12 lakhs, production and training stores valued at Rs, 28: 31 
lakhs and construction and erection stores valued at Rs, 25' 03 lakhs 
were found surplus to the requirement of the company on the 31st 
March, 196'1. It t. alao learnt that out of the total surplus stock of. 
Rs, 55' 20 lakhs as on 31st March, 1965, the slow moving stores held 
by the various production stores amounted to Rs, 31-48 lakhs. The 
(lverage annual rate of consum~tion of these slow moving items 
eonstltuted about 20 per cent of the total. 
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233. It has been stated that an analysis of the inventory of raw 
materials, stores and spare parts has been made and these have 
been classified according to A, B, C, method. On the basis of these, 
maximum and minimum ordering levels of each of these items have 
been determined. Phased deliveries for A & B items for .. keeping 
minimum possible inventories consistent with production require-
ments and safety margins were being asked for. 

234. As on 31st March, 1967 surplus items worth Rs. 25 lakhs, in-
-eluding about Rs. 12 lakhsduring 19~7, had bee'Jl disposed of. 
During evidence, the Chainnan of the Company, explaining th-e 
difficulty in disposing of the surplus items, stated that for a large 
numlber of small machines like lathes, drilliJlgi machines which had 
been used for training the apprentices, it was difficult to find 
-customers. Also, he said, most of these machines were not in good 
condition. Regardi~g production stores, he contended that it was 
bound to happen in a small way as certain stores became redundant 
because orders were not received according to expectatiC)'DS. 

235. The Committee feel that as the actual production from 
. -year to year has fallen short of targets, it is likely that over-stocking 

1lad taken place in the abSence of corresponding restriction in the 
proc4urement programme. For instance, the Committee are not 
convinced of the justification of accumulating B.S. 31.481akhs of slow 
moving stores when its annual rate of consum,ption was ooly ~ per 
cent. Some specific cases of sUrplus and sub-standard stock of 
goods had also come to the notice ().f the Com.mitt~, e.g., paints and 
varnishes valued about Rs. 8 lakhs had accumulated for which 
efforts were made to dispose of. It is alsO learnt that up tm 1965 
the maximum and minimum stock holdlng' limits for common stock 
items had not been determined. That the sto~k of st()rcs and spares 
and raw-materials was equivalent to only 14.4 months' consumption 
in 1966-67 in comparison to 17.7 months' in 1965-66 and 22.3 months' 
in 1965-65 although production is rising shows that.up till now the 
undertaking was carrying excessive inventory. 

236. The Committee would, therefore reco~~ that as high 
inventories block. capital, and increase the oooratio-nal cost of the 
project, minimum and maximum stock hold.iDg limits should be 
fixed as f8ll' as practicable after having r.egard to production cycle, 
time taken for importation of compoaents, normal requi.rements of 
indigenous mate.ria1s, based on current level of productiMl etc. It 
looks anomalous that for 1964-65, sales were Rs.. 600.14 lakhs and 
inventory, Rs. 1,229.50 lakhs; similarly, for 1965-66, sales were 

B& 770.39 lakhs and inventory Rs. 1,585.36 Iakhs, and for 19',;6-67, 
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.... were 86. 1,1M.Z2 lakhs and inventory Rs. 2,485.68 lakhs. The 
Committee leam that the inventory turnover ratio in private in-
dustry ranges ,eaera1ly from 1: 3 to 1: 6 (e.g. G.E. and WestiDg-
boule of Ameriea aDd ASEA of Sweden. are all operating with a 
ratio of betweea 1: 4.5 and 1: 5.5). The Committee hope that with 
ued for imported eoIIJIPOIleDts goiDg down, it would be possible for 
BElL to manare with lower inventory level 

E. PriciDg Policy 

.237. The pricing policy followed by he undertaking is governed 
by three basic conditions, namely: 

(a> Establishing and mai'Ataining competitive price for the 
range of products for which there is competition within 
the country. 

(b) Charging realK1mlble prices for monopoly products. 

(c) Earning a profit of about 10 per cent dA sale value where-
ver possible, leo in cases where indigenous competition 
permits and where the addition of this margin does not 
result in unreasonably high prices for tire company's 
monopoly items. 

There i8 keen Indigenous competition for the following products: 

<a> Power transfonners upo 50 MV A and 132 KV. 

(b) 11.132 and 220 KV Switchgear. 

(c) Static Capadto1'8. 

(d) Instrument transformers--all ranges upto 132 KV. 

(e) Industrial motors and Controlgear upto 500 HP and 440 
volta. 

(f) All ranges of Control panels. 

(g) Rectifters. 

238. So far there is no competition within the C011Atry for the 
Power generating plant, i.e. Water turbines and Generators, Steam 
turbines and Gmerators, Power Transformers above 50 MV A and 
132 KV, Traction eqUipment (ie. Motors and Controlgear), Large 
moto~i.e. above 500 H.P. 

239. The sales value of the products for which keen competition 
exists within the country will amount to Rs. 11.2 crores out of the 
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total targeted output sales value of Rs. 14.34 crores for 1~67 i.e . 
.about 76 per cent. Ultimately when production on Heavy Rotating 
Plant reaches full capacity, it is expected that the value of competi-
tive range will go down to 40 per cent of the total output. 

240. The ~ of a product is determind on the basis of actuals 
of material and labour cost plus overhead charges at predetermi'ned 
rates. This also detennines the prices. 

241. The method of pricing of products for which there is no 
indigenous competition is the same as for the competitive rate. 
Such products are power transformers, large motors 33 and 66 KV 
Switchgear, Water turbines and Generators. Prices so calculated 
are compared with the la!llded cost of similar imported U.K. equip-
ment. Where such information is available, prices are kepts down 
,to roughly 25 per cent above the pre-devaluation landed cost. 

242. By the above method of pricing the company is ablE' 
silind in the competitive market and earn some profit in respect 
of its established products like SWitchgear and Capacitor. Steam 
turbines and generators together with their associated equipment, 
which are not in the competitive range, are not yet designed in 
the country and so estimates of direct costs have not been made. 
Selling prices have, therefore, been calculated on the assumption 
that Bhopal ma'nufacturing costi; will be 50 per cent more than 
U.K. costs. On. this basis, for the 30 MW T.G. sets the total! price 
to customers has worked out at 126 per cent of the landed cost of 
.completely imported machines. 

243. For Electric Traction eqUipment for the Railways the Pric-
ing policy bas not yet been. finalised. The Railways are suggesting 
that the Company should provisionally accept landed cost basis for 
the imported. porions only and f.o.b. cost and freight plus 25 per cent 
for the Bhopal manufactured porti'Ons. The Company is insisting on 
the landed cost basis for the complete equipment. 

244. A customer of the Company, the veracity of whose state-
ment it is difficult for the Committee to doubt, had /brought to the 
notiC'e of the Committee that: 'It has been generally found tha1:t 
the prices quoted. by Heavy Elecetricals, Bhopal, are substantially 
higher than landed cost of similar equipment manufactured abroad. 
The recent example has been in quotation received for 22 KV 
capacitor where the imported equipment would have cost Rs. 20.14 
lakhs (F.O.R. Bombay) whereas the quotation from Heavy Electri.-
cals was Rs. 114.00 lakhs (F.O.R. Bombay)." 
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245. Explainjng the reasons, the Chairman of the Company 

cC14Ceded during evidence that in the case of Capacitors the price 
quoted by Heavy Electricals (1) Ltd. was three times the imported 
price, the reason being tlhat it contained a special kind of paper on 
which the import duty charged was 110 per cent while on the com-
plete imported unit it was only 20 per cent. He informed the 
Committee that within two years he hoped to bring down its price 
to the level of Imported equipme'n.t. 

246. The following statement indicates the comparison between' 
the cost of production (Factory Cost) and sale value of the product 
groups shown therein: 

Product Gro.p 

I. Switchgear & Controlgear 
2, Transf,) ,mer 
3· Capacitor 

4· Traction MotoN & Industrial 
Motors 

5· Steam tuf'hin~~ 
6, "'ater turbine. 

Sale 
value 

Fecrory 
cost 

(Ro;, in lakhs) 
Il2 '19 87'51 

III'D I 11'1':) 

13'82 8'02 

70'83 7°'83 
1 '4 3'33 

7,80 16'3° 

Percentage 
of Factory 
cost to 
sdc value 

78% 
100% 

58% 

100% 

203% 
208% 

K7. It ma)', however, be !Itated that the c:est of production of eada 
of the ead preducta has not been worked out in the Detailed Project 
Report. In the abamce of aD.y aor:ms it is diiBcult for the Commit-
tee to judge the reuoDableoess of these costS. The Committee con-
sider that taIess ....... etes of cost as would prevaU on attaimnent of 
.......t ~ are made out to &Dd a nenn for judging the rea-
_b .... of the cost of produetioD, DO ratiODal pricing policy can 
be nol,,"_ The Committee would, therefare recommend that the 
uad~ should work out such costs of production in respect of 
tIHh eI Its products. 

248. As mentioned earlier, the present method of determining the 
pric:e is to add up the direct material and labour costs and Factory 
expenses besides other items which go in the cost of production.. 
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The Committee learn that the Company Auditors in one of their 
reports have made the .following observation: 

"The Direct labour cost involved in production for the year 
1965-66 amounted to Rs. 51.40 lakhs. As against this, the 
factory expenditure incurrred by way of salaries and al-
lowances to Managerial, Supervisory and other staff em-
ployed in the factory were as follows:-

Salaries & Allowances 
Do. 
Do. 
Do. 
Do. 

Managerial 
Sr. Supervisory 
Jr. Supervisory 
Non-Supervisory 
Others 

Rs. 
1,97,279 

16,86,420 

99,1',769 
39A5,935 
4,33,997 

Out of the above, the salaries paid for the Engineering De-
pa.rtrnent amounted to Rs. 59,41,560, of which Rs. 15 lakhs 
has been booked directly to the particular jobs undertaken 
during the year. The balance of expenditure under this' 
head has been treated as overhead of the Engineering De-
partment. 

The reasonableness of the Engineering and Supervisory estab-
lishments of this magnitude in relation to the total estab-
lishment charges required to be looked into." 

249. From ihe bls'tance of the capacitor quoted earlier, and accord-
ing to the calculation that in respect of Steam turbines the price to 
customer is about l.26 per ceDt of the landed cost of completely im-
ported machines whatever might be the justification from! the point 
of view of the Company for these apparently high prices it can realise 
the high prices from its customers only becausie of the restrictive-
efteet of exchange control. HElL for some of its products, will be-
trading in monopoly conditions. It is, therefore, necessary that con-
sumer's interest is also protected. The Comtmittee have a feeling 
that the high prices of equipment of HElL are due to high opera-
tional costs of the factory, as will be seen from. the Committee'S 
findings in earlier chapters and what company Auditors have said' 
about the direct labour cost involved in production for the year 
1965-66. The Committee recommend that the undertaking should 
reduce its operational cost as much as possible, otherwise, even after 
reaching full production, the prices of its products wiD continue t& 
rule bigh. 
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250. Whatever priciDg policy the madertaking IQight adopt, whe-
ther it is cost-plus basiS for the Bailway Traction Equipment, or com-
petitive price for the competitive range of products of :reasonable 
prices for its ~y goods, ultima~y what is of essence is that 
the prices should compare favourably with the international prices 
aad. in any ease sboaId not be above the landed pmes of similar 
equlpmeat. 

251. In this connection, the Committee realise that HElL has some 
initial diftieu1ties. Most of the products of the undertaking Ilre high-
ly specialised, sophisticated and also custom-buill For designing the 
flnt product, considerable BDlO1Dlt has to be spent on developing 
design, although there may not be much demand for that product 
later. Similarly there is expenditure on training and initial setting 
up of the production capacity. In such cases, should the customer 
pay the cost of designing etc. in the shape of high price? This pro-
blem is not peeuliar to HElL but also to other public undertakings 
which have been set up with a view to producing things which were 
not earlier produeed in the COlDltry. It is a national problem. The 
Committee rec:oIDlQ8D.d that the Government might give serious 
thought to this problem SO that the consumers do not have to pay 
high price. 

F. Operational Results 

252. The following statement gives output and the losses as en-
visaged in the project report and the actuals. 

(Rs. in lakhs) 

Year Output Loss 

First year of production 1960 63'84 225'33 

Sec\mJ Do. . 1961 146·87 313'62 

Third !ro. 1962 249. 64 385'07 

Fourth Do, . 1963 404. 81 43';'0(; 

Fifth Do. 1964 627'56 362 . 80 
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Actual Year Output Loss 
at realisable for the Total 

value year 
----

First year of production 1961-62 107'52 106'78 II7'37 
Second Do. 1962-63 310.60 433'57 458'74 
Third Do. 1963-64 529'72 568 '75 588 '81 
Fourth .Do. 1964-65 610'97 747'61 754'50 
Fifth Do. 1965-66 1019'30 674'80 634' II 

253, The net loss incurred by the Company in 1966-67 was 
Rs. 676.57 lakhs. The cumulative loSs incurred by the company 
upto 1966-67 amounted to Rs. 3,309.52 lakhs as against the paid-up 
Capital of Rs. 5,000 lakhs. The cumulative losses represented 66.2 
per cent of the paid-up capital of the Company. 
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255. The factory went into regular production in 1961-62. The 
product-mix anticipated in the Project Report has undergone a con-
siderable charge. The following table shows the annual output of 
each type of equipment as originally planned and as now being im-
plemented: 

Comparative Annual Output Valves-

Turbine (Hydraulic) 
Generators & 1\lotors 
Transformers 
Switchge'lr 
Traction Equip:n~nt 
Indu<;tri 11 C )nt,oig:1r 
C Ipacit,j's 

TOTAL-Rs. Crores 

(Rupees Crore;) 

Original Project 

full full 
project project 
(I shift) (2 shifts) 

being imple-
mented 

Rs. Rs. 
1'85 3'70 

3' 10 6'20 

2' 15 7'00 
3' 10 6'20 
1'30 8,80 
0'75 1'50 
0'25 0'25 

----- ----
12'5° 33'65 

256. It was estimated by the Consultants in the Project Report 
that locating the factory at Bhopal would result' in the inveptory 
level being increased by 10 to 20 per cent. The U'1ldertakings own 
experience after a number of years of working is that the inventory 
level has to be at least 33 per cent higher than it would have been 
had this factory been located in an industrial area. This increase in 
inventory levels blocks up more money and involves additional in-
terest charges. 

257. It has also been stated that due to licensing of other fac-
tories in the private sector as well as public sector for manufacturing 
similar items for which HEIL has been design'ed and .built up a'ad 
·due to slowing down of plan projects generally a recession in the 
inflow of orders has recently set in. ,The Committee learn that in 
regard to a particular type of Switchgear which HElL is manufac-
turing, there are 10 other manufacturers licensed for this ~ge of 
breakers and the total capacity is already beyond thecouritry's 
-demand. So competition of a nature not contemplated, at the time 
'the project was conceived is being experienced now. . 
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268. Apart from the high level of inventory and lack of sufficient 

orders, other factors which have contributed to the mounting losses 
are: the assumptions made by the Consultants m respect of the cost 
of plant and equipment, scales of pay of staff, and other related 
items proving unduly optimistic. Costs of the project have also gone 
up considerably during its implementation. Labour situation Ms. 
been none too happy. 

259. All the above factors have resulted in delay in the build up-
of the factory and production therein. Output was lost to the extent 
delays took place which in tum had a cumulative effect on profit-
ability as interest had to be paid on the capital locked up. 

260. The following is the cumulative position (Till 31.3.1967) in. 
respect of each element of expense in the operating result:-

261. The operating results of the consultants did not take into. 
account the to~p expenses. The receipts from the township bY' 
way of rent etc. cover the maintenance etc. costs. leaving the-
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charges towards interest and depreciation uncovered. To this 
extent there is an extra charge of approximately Rs. 35 lakhs per 
year to the operating expenses. 

262. During evidence the Special Secretary of the Ministry in-
formed the Committee that the undertaking would stop making 
losses by 1970-71 and that it was expected that in the year 1971-72 
for the first time the undejtaking would make a profit of about 
Rs. 1.7 crores. He said that rt would take a little more time, to dec-
lare a sizeable dividend because the losses incurred till 1970-71 shall 
have to be wiped off first. 

263. The C(unm(ittee realise that in any new industry the initial 
years during which development of production is taking place a:re 
bound to be period of high production costs. The Committee are 
constrained to observe that some of the reasons which have contri-
buted to the mounting loss were not such which the nGDagement 
could not have controlled by better planning of its production and 
personnel management. The Committee's findings in previous 
chapters have revealed that over the years the undertaking ha,d been 
carrying higher inventory, surplus staff, surplus' plant and 
machinery etc. All these have cumulatively added to the cost of 
production. The Committee feel that the most potent cause of the 
large build-up of losses by HElL is its exceedingly poor utilisation 
-of resources. Another reason is that capital expenditure on new 
schemes and expansions has been undertaken hefo:.-e giving a 
chance to the previously invested capital to become productive. The 
CoDUIlittee have made some observations and recommendations 
touching on each of these aspects in the previous chapters, and hope 
that the undertaking will, by husbanding its resources and better 
planning, would be able to' reduce its losses appreciably. 

264. The Committee in this connection cannot but deprecate the 
licensing of other units for production of items which HElL is also 
designed to produce especially when licensing of such units has the 
effect of creating surplus capacity in the country. ]n the case of 
Switchgear, production is in excess of demand. The Committee 
recommend that whenever fresh licenses for establishment of new 
factories for production of items of equipment which HElL or other 
undertakings in the private or public sector prodace are granted it 
should be invariably ensured that. excess capacity is not created. 
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CONCLUSION 

265. Heavy Electricals (India) Ltd. wheLl last examined by the 
Estimates Committee in 1962-63 had barely gone into production. 
Since then, the project has undergone sU:bstantial changes andexpan-
sion. Not only individual sizes of equtpment have been enlarged but 
new items of manufacture which were not contemplated at the out-
set have been taken up, necessitating bigger investment, and also 
some delay in the completion of the project. At the operational 
phase of the project it win face some of the followil1g problems and 
diftlcultiE>s:- . 

(8) As Consultancy fees has been fixed at about 10% of the 
estimated cost of the project, the project which would now 
cost about Rs. 80 crores, will involve substantial payment 
by way of consultancy fees. For the rest of the consultancy 
peHod, economy should be exercised in availing of the ser-
vices of the consultants. 

(b) The actual execution of the project is much at variance 
with the assumptions made in the project Report. 

(c) The principal reason for the delay in the completion of 
the project was the non-ava.i:lability of required type and 
quantity of steel. While sanctioning such big projects, 
Government should ensure by advance planning that the 
projects get the required type and quantity of steel in 
time. 

(d) There have been delays in the timely supply of plant and 
machinery-even consultants have defaulted. It was obvi-
ously due to lack of firm provisions in the Agreements with 
the consultants in this regard. 

(e) The undertaking is importing raw materials like special 
types of steel and aluminium because these have not been 
included in the production programme of other public 
undertakings. 

(f) Annual production targets of the undertaking, ever since 
it has ~one into production, have not been achieved. 

94 
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(g) Installed capacity of the undertaking is under utilised; 
there is also shortfall of orders in respect of certain pr0.-
ducts. 

(h) The undertaking had been carrying surplus staff, higher 
inventory, surplus plant and machinery which had affected 
the earning capacity of the project. 

ZG6. The Committee have made recommendations and observa-
tiOllS on the above points and others. It is hoped that these would 
help the anderaking in aehieving better results. 

267. The Committee would, however, like to highlight one 
aspect whieh at the present stage affects the undertaking vitally. A 
number of Committees had preceded the setting up of this under-
taking to determine the need for an Electrical Factory and the 
product-mix that was to be produced therein. Several project re-
ports were prepared and even after taking the decision to proceed 
with one of the project reports the scope of the project was en-
larged and produet-mix diversified to include new items. As late 
as 1965 another Technical Committee was appointed to determine the 
requirements of electrical equipments in the country. In spite of 
several investigations, demand projects are not assured. In respect 
of 9OJD.e of the equipments there is surplus capacity in the country 
whereas for. some other products the undertaking does not hal'e 
enough orders. It is a peculiar situation about which the Commit-
tee feel concerned. 

268. The Committee during· evidence of the representativC5 of 
the Ministry of Industrial Development and Company Affairs aDd 
tile mulertaking had desired C'ertain infonnation to be furnished to 
the Committee in writing within ten days. Complete information 
was, however, not furnished to the Committee till the time of finali-
sation of this report. The Committee cannot but deprecate the delay. 

Nft Da.m; 
April 3, 1968. 
CIIGitt"ii 14, 1890 (8). 

D. N. TIWARY, 
Chairm4n~ 

Committee on Public Undertakings. 



APPENDIX I 

(Vide Para 67) 

Statement showing the aspects covered under Detailed Project Report 
(Original). 

(i) A detailed manufacturing schedule showing the sizes, types 
and approximate quantities of each item of equipment to be pro-
duced in the factory and the extent to which other sizes and types 
within AEI range of manufacture can be covered. 

(ii) A site plan with reference to the exact location of the factory. 
(iii) general layout of the factory buildings and other design in-

formation, including such drawings, plans and specifications of the 
main and aUXiliary buildings (including the training institute and 
the administrative offices) . as are necessary to enable the Architects 
(a) to prepare detailed building drawings and estimates and (b) to 
call for tenders for construction, 

(iv) a statement of requirements of transport and other external 
services such as power, water supply, effiuent drainage, etc., neces-
sary for the satisfactory operation of the factory. 

(v) schemes for the internal services of the factory such as power. 
lighting, heating, air-conditioning, steam compressed air, gas, water 
and other similar items with appropriate colour codes, and with the 
characteristics and performances of the equ~pment required, also thtl 
systems of distribution of these services, the points where they 9Tf.'> 

required and the eqUipment necessary to bring the services to thp.se 
points. 

(vi) the leading dimensions, full characteristics and lists of equi-p-
ment and such other technical details including purchasing specifiea-
tions for itemised machine tools as would enable invitations to tender 
being issued on a global basis, 

Provided that in cases in which the Consultants are required to 
produce designs and detailed drawing of machinery, service plant of 
service equipment and associated purchasing specifications for issu-
ing tender on II global basis, they shall be paid in accordance' with 
Article XVI(e) (Agreement 1955). 

96 
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(vii) advice on the guarantees to be furnished by suppUers of 

machinery and equipment for their due performance, 
(viii) the main time-schedule estimated for the different stages of 

the project, including: 
(a) the supply of drawings and specifications, 
(b) calling of quotations, 
(c) time allowed to receive quotations, 
(d) acceptance of quotations, 
(e) delivery of the machinery and eqUipment at site, 
(f) construction of buildings, and 
(g) erection and commissioning of the factory, 

(ix) a time schedule showing the various stages in which-

(a) the manufacture of each item will be undertaken. 

(b) full production will be attained, and 
(c) the percentage of imported components to the total pro-

duction will be progressively reduced. 

(x) an estimate of the fixed capital investment and also of the 
working capital required at different stages, 

(xi) quantitive estimates and costs of the raw materials required, 
with the likely sources and countries of origin, and the purchasing 
specifications of the principal raw materials, 

(xli) an estimate of the various categories of personnel required 
at the different stages of development and also an organisation chart 
for the factory, 

(xiii) a training scheme for the personnel required for the opera-
tion of the factory including initial training centres, 

(xiv) cost and profit calculations for the end products, and assess-
ment of the general economy of the project during the period of this 
Agrement, 

(xv) a memorandum on establishing research and testing labora-
tories,' and 

(xvi) advice regarding the use of the Mysore Government factory 
. at Bangalore or other suitable units for the development of the manu-
facture of heavy transformers, and also regarding the inclusion, in 
the programme of the factory to be set up, of the manufacture of (i) 
steam. turbines and acillary equipment, (ii) switchboard instruments, 
meters and relays and (iii) insulating materials .. 
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APPENDIX JV 
Summary of Conclusions / Recommendatiom 

S. No. Reference to para 
No. of the 

Report 

Summary of Conclusions/ 
Recommenda~ions 

--------- ------------------ -- --
I 2 

1. 18. 

2. 29. 

3. 30. 

3 

The Committee desired to be informed of the 
payments made to the AEI unde~ various clauses 
of the Agreements, as the infonnation could not 
be gathered from the written replies though the 
Chairman of the Company promised during 
evidence to compile the figures and furnish them 
to the Committee later on. The argument that 
the amounts were negligible and hence no 
acwunts of these payments were kept separate-
ly is not convincing. In terms of sub-dause (e) 
of Clause XVI the payment could be upto Rs. 12 
lakhs of rupees and under sub-clause (g) 
Rs. 11' 64 lakhs have been paid to the Consul-
tants. The Committee cons~der that whenever 
public undertakings engage foreign consultants, 
it is necessary that proper accounts of the pay-
ments made to the Consultants under various 
clauses of the Agreements are maintained. 

The Committee consider that the provisions in 
the subsidiary agreements regarding payments 
to be made by HElL or the Government to the 
AEI for reimbursement to the subsidiary con-
sultants have no basis in the provisions of the 
main consultancy Agreement entered into with 
the AEI; more so, as the Consultants had given 
an undertaking in their letter dated the 19th 
June, 1955 that the lumpsum payments to them 
would not be exceeded on account of their hav-
ing to engage subsidiary consultant. 

The Committee regret the further payments 
made to the AEI after they had been adversely 

104 



1 2 

4. 37. 

:.1;. 39. 

105 

3 

commented upon !by a Parliamentary Committee 
specially without referring the matter to the 
Parliamentary Committee. The Committee hope 
that Government would examine the issue ex-
peditiously; particularly, the possibility of 
recovery of the amounts already paid to the AEI 
for reimbursement to the subsidiary Consultants. 
The question of recovery of the amounts from 
t;he persons who authorised such payments may 
Also be explored.. 

The Committee consider that some of the pro-
visions of the Purchasing Agency Agreement 
cannot be considered as conducive to the be-st 
interests of the undertaking. From the infor-
mation furnished, it will be noticed that pay-
ments had been made to the consultants under 
this agreement for plant and machinery valued 
over £12,00,000 which either they or their sub-
sidiaries manufactured and supplied to HEIL. 
In other wo'rds consultants have acted both as 
agents and suppliers' of the equipment. The 
Comm·ttee are oot happy at this arrangement. 

The Committee are not happy over the agree-
ment according 10 the provisions of which pay-
ments, apparently, are made on certificate of 
auditors of the Consultants. By agreeing to such 
a provision, the undertaking, virtually bound 
itsc-lf to accept such a certificate as final in re-
gard to the fairness of the remuneration for the 
services rendered under the Agreement. The 
Committee consider that Government could and 
should have insisted on an examination of the 
accountsJdocuments of the consultants by Gov-
ernment or its nominee in order to satisfy itself 
about the fairness and reasonabless of payments 
Inade to them for agency work. 



106 
, .... __ .. _ ....... - ----

I 2 

6. 41. 

7. 44. 

8. 49. 

3 

"Cost to the AEI' (including a reasonable pro-
vision for overheads) of performing such servic-· 
es" is a crucial provision in this clause. It was. 
essential that such charges should have been. 
properly screened and separate figures maintain-
ed for them. The Committee are surprised that 
neither the Gwernment nor the Company had 
the means to check the claims of the consultants,.. 
noraJd they feel the necessity of doing it. 

The Committee feel concerned that purchases; 
of over £15 1akha in value were made through 
the AEI on single tender basis. It is surprising. 
to note that though Audit pointed out the defect. 
in the year 1964, .. the representatives of the 
undertaking were unable to explain why pur_. 
chases were made without calling ~nders. They . 
have only now offered to investigate and sub-
mit their findings. The Committee would ~ 
stress that where thea-e are Audit objections .. 
these should be attended to promptly as other--
wise their utility is lost. 

It will be seen that right from the beginning-
neither the Government nor the Company were· 
aware of the total amount which will have to be 
paid to the Consultants. Even now Government. 
are not sure as to what would be the totar. 
amount which would ultimately be paid to the· 
Consultants as the divergence between the 
Government's a:nd HEIL's estimates about the· 
total payment that will have to be. made to the 
Consultants is over one crore of rupees. Frome-
the rough figures which have been given to the 
Committee. the total figure is going to be over-
10 per cent of the estimated cost of the project. 
'nle Committee consider it high. The Commit-
tee hope that for the rest of the Consultancy 
period utmost economy would be exercised in 
availing of the services of the Consultants so-
that payments to them could be reduced to the-
minimum. 



1 2 

9. 52-53. 

10. M. 

107 

3 

Ait€T going through all the Agreements, the 
Committee have come to the conclusion that 
some provisions in the agreements overlap and 
some clauses of the subsidiary agreements seem 
to be repugnant to· the provisions of the main 
agreement. Also, as Audit have pointed out 
some of the provisions included in. the final 
agreement were at va.riance with the original 
proposals. It appears that various provisions in 
the agreements are being so construed that pay-
ments are being made to the consultants without 
any scrutiny or check by the undertaking. If 
to the estimated amount of Rs. 8 crores of fees 
likely to be paid tQ the Consultants is added the 
profit which they might have earned by sale of 
plant and machinery manufactured and supplied 
-to the undertaking, the amount the consultants 
would realise from HElL would be appreciably 
much more than the estimated figure of Rs. 8 
cx:ores. The Committee would, therefore, recom-
mend that Government should appoint a Depart-
mental Committee with legal and financial ex-
perts to go into the implications of the various 
provisions of the agreements and the payments 
which have been made to the Consultants under 
these agreements. The payment of £6,000 to the 
C'OIlSultants f'Or reimbursement !flo one of the 
subsidiary Consultants and subsequent payment 
of £20,000 for reimbursement to the other subsi-
diary Consultant should also be looked into. The 
Departmental Committee should also examine 
as to what extent the working of these Agree-
ments has been in accordance with the expec-
tations entertained at the time of the signing 
of the main Agreement. 

The Committee hope that future agreements to 
be entered into with foreign parties for the 
est1ablisbment of project& in the public sector 
will receive the utmost care and attention of 
Government. In this connection, the Commit-
tee would suggest that Government should also 
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11. 58. 

12. 68. 

108 

3 

examine the creation of a permanent agency in 
Itbe·Government to advise m the negotiations 
with foreign parties regardang amendments to 
be entered into with them for setting up pro-
jects in the public sector. 

The Committee regret that full de'tails regard-
ing the expenditure on London Office was not 
made available. It is, however, learnt that for 
seven months from September, 1958 to March, 
1959, the expenditure was £3,500. The Commit-
tee feel that the work of HEll.. at London has 
come down considerably and as such it does not 
warrant a separate organization for this under-
taking exclusively in -London. The Committee 
also learn that another undertaking viz., Hindus-
tan Steel Ltd. is maintaining an office in London 
for performing similar functions. The Com-
mittee feel that the work in London for both 
these organisations has dwindled considerably 
and there is no necessity of maintaining sepa-
rate offices with large number of personnel, and 
incurring huge expenditure yearly. Both the 
organizations are running separate offices while 
pu.rcllases for them are on the decline. The 
Committee feel that the work can be handled 
by India Purch.a,se MisSi'on, London without 
engaging additional staff. If necessary a man 
from each organization can be attached to India 
Purchase Mission to look after their interests. 
The Committee expect that considerable ec0-
nomy can be effeC'l:ed by this arrangement. 

It is seen that the original project report of 
the consultants had been changed from time to 
time either to meet the likely increase in the 
demand for the products or modified in view of 
the prevailing financial stringency. The conclu-
sion is inescapable that when the Government 
decided ~ proceed with this project it had. no 
precise idea of the items to be produced, their 
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13. 71. 

109 

3 

specifications, dimensions, quantity or cost. It 
does not speak well either of the various Com-
mittees or the persons who constituted those 
committees which were appointed. at the initial 
stages to amless the country's requirements ot 
electrical equipments on the basis of which this 
project was conceived. The result of wrong 
assessments was that the Government had to ask 
for three Projecrts Reports from several foreign 
parties which seen in retrospect, did not serve 
much useful purpose as even the one which was 
eventually accepted and on the basis of which 
this project was initiated had to be modified fre-
quently to suit changing circumstances. The 
latest revised estimates of the project which 
the Government have sanctioned is Rs. 5,847 
lakhs for an annual output of Rs. 3,365 lakhs. 
During evidence, the Additional Secretary of 
the Ministry of Industrial Development also 
staroed that by 1970 the estimated cost of the 
project would go up to Rs. 80 crores. This is a 
clear case of wrong assessment of demand, in-
adequate planning and frequent revisions of 
project reports. 

The Committee are not convinced by the argu-
ments advanced for not covering the cost and pro-
fit calculations of individual and products in the 
project Report. Firstly, when it was stipulated 
in the Agreement, it should have been ensured 
that such information was incorporated in the 
project Report; secondly, without having a clear 
idea about the estimated cost of individual pro-
ducts, the overall figures of profit, losses and the 
cost can only be a mere guess. That these as-
pects were not included. in the project report is 
manisfestly in violation of the provisions of the 
Agreement. In the absence of any such assess-
mentat the outset, the Committee are at a loss 
ItQ understand as to how the undertaking or the 
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1'-

15. 7'. 

16. 80. 

110 

3 

Government judge whether the production of 
individual items was profitable or not. 

TAe Committee consider that authough the 
Govern.mentand the undertaking had no ex-
perience of setting up such a project, the AEI, 
at any ralte had the requiSite experience and. 
knowledge of ~ting up such a factory and 
knew what formed the essential and basic parts 
of a project report. 

The Committee noted with regret the observa-
tions of the representatives of the Ministry and 
the undertaking that the projections m the ~ 
ject report do not hold good to any great extent 
due to the fact that the scope, product-mix and 
the time schedule have been materially altered. 
That the actual execution of the project should 
be so much at variance with the assumptions 
made in the project report, even during the 
course of construction of project is a reflection 
on those who eon~ived and decided to imple-
ment this project on unpr~ed data, inconclu-
sEve project report, and over-lapping agreements 
with the Consultants. 

The Committee learnt that it is not only HEIL 
but other projects also in the public sector e.g. 
Heavy Engineering Corporation Ltd.;md Bharat 
Heavy Electricals Ltd which have suftered on 
account of non-availability of steel in time and 
in required quantities. Since delay in the cons-
truction of the project, inevitably, adds to the 
cost of the projeet, it is absolutely essential that 
the projects are completed according to the sche-
dule initiaDy laid down. In view of this, while 
sanctioning such big projects, Government 
shOUld ensure by adV8JlCeplanning that the 
projects get the required type and quantity of 
SItee-l for construd:lon in time. 



1 2 

-1.7. 81. 

18. 84. 

19. 87. 

92. 

III 

3 

The Committee also feel that when there are 
only five or six big firms in the country which 
can undertake fabrication work, the undertakings 
~defr1jak~ ~abripatilon work;" \ ~ .un.der1iakings 
especially those which comprise manufacturing 
industry should undertake departmental fabrica-
tion whenever these big firms cannot cope with 
the lead of fabricaltion work. 

It would be seen that only 21 per cent of the 
Plant and Machinery was obtained from the 
indigenous sources. The Committee would 
recommend that effort should be made to pr0-
cure more of these plant and machinery for 
the public undertakings from the indigenous 
~urces, in the context of n~tional efforts requir-
ed towards import SUbstitution and self-reliance 
in the industrial field and the scarcity of foreign 
exchange. 

In the case of Heavy Rotating Test Plant 
the consultants themselves were asked to 
supply the Test Plant. The AEI are Techni-
cal Consultants for the Project. It was 
expected that when orders were placed on 
them for equipment, they would supply it in 
time. That HElL did not know the reasons as 
to why the delivery of the plant was delayed 
shows that the attitude of the authorities was 
one of complacency towards the obligations of 
the consultants. The Committee feel that at the 
time of signing the main Consultancy Agreement 
the Government should have ensured that there 
were firm and _llDequivocal stipulations, coupled 
with penalty clauses, in the Agreement to ensure 
that orders placed on them were honoured and 
the equipment supplied in time. 

The Committee are glad that over the years 
HElL have been able to reduce the import con-
tent of the com'(>Onents of its various equipments. 
It is however, essential that HElL gets its com-
ponents at reasonable· price, which should be 
lower than that of the imported. components and 
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21 95. 

22 98. 

lIS 
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also should be of high quality. It appears that.. 
the indigenous suppliers are neither able to 
maintain quality of components nor are able to· 
sell them at reasonable price. Also, these com-
ponents have to ·be procured by HElL from far off 
places. In view of this the Committee would. 
recommend that HEIL should assist in the estab-
lishment and promotion of industries to support. 
the plant. 

That only 2 per cent of its requirements of . 
components could be procured from the ancillary 
industries shows that they required further en-
couragement to develop especially when the· 
quality of the items obtained from them is in 
accordance with the specification laid down by 
HElL. Since there is wide scope for import sub-
stitution it is essential that HEIL should assist in 
the promotion of these industries technically and' 
financially, if need be. 

It is apparent that the project report had en-
visaged that all the manufacturing work per-
taining to various equipments would be done· 
within the factory premises and accordingly faci-
lities have been created for manufacture of all . 
the components within the factory. The Com-
mittee consider that at the time of preparation 
of project reports or at the time of their appro-
val, it should a1so be scrutinised to see what 
items could be manufactured by ancillary in- . 
dustries rather than within the factory premises. 
In the case of BElL, obviously, it has not been 
done. The Committee would not Uke an under-
taking to manufacture ordinary components 
within its premises which could with advantage--· 
be farmed out to ancillary industries. They hope 
that the capacity of HEn. would be utilised' 
more for the sophisticated and heavy electrical 
equipments for "Vhich it is designed rather than·· 
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utilise its resources and capacity for the manu-
facture of items, which could with some help, 
be manufactured by ancillary industries, with 
comparatively lesser investment. 

10'" Whatever might have been the procedural 

110. 

111. 

difficulties, the fact remains that the Company 
has suffered a loss of over Rs. 28 lakhs. For an 
undertaking which has been incurring heavy 
losses over the years it is two big an amount. 
That between 1961 and 1963 nothing was done 
by the Company to secure the concession shows. 
a certain degree of indifference on the part of-
the Company after initiating action in the 
matter. 

It is seen that the undertaking had to import 
some of its raw materials which were available, 
indigenously, because indigenous production was 
not sufficient to meet their requirements. The 
Committee would expect that all the require-
ments of steel of the public undertaking would 
nomally be met by the steel plants, by including 
in their production programme the types of steel 
required by them. It is learnt that the stainless 
steel plates required by HElL are generally 
above i" thickness (viz. 13 rom to 75 mm) while 
the present plan to produce this item in the 
country is upto 12 mm only. In the circums-
tances unless the Indian steel mfils take up roll-
ing of heavier plates also, HEn. will have to 
continue to resort to imports. It is an anomalous 
situation to which the Committee hope, Govern-
ment would give serious thought, and have this 
item. which is a drain on the foreign Exchange 
resources, manufactured within the country. 

It is learnt that projects are coming up in the 
public sector for manufacturing Aluminium. 
HEIL's demand of this metal would be sizeable. 
The Committee hope that the type of Aluminium 
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which HEIL required would be included in the 
manufacturing programme Of these projects be-
eause the existing plants in the private sector 
are unable to meet the requirements of HElL. 

It is estimated that India can hardly meet 
5-10 per cent of the demand of the industrial 
consumers from its own production. In view of 
the above and the fact that the prospects of be-
coming self sufficient in copper in the near future 
are remote, the Committee recommend that the 
Government should consider implementing the 
following suggestion made by the undertaking. 

"Till we are self-sufficient in producing indi-
genous copper it is doubtful whether we will be 
able to do without imports specially in view Of 
the requirements of Heavy Electrical Industry 
and the need of stepping up industrialisation in 
the country. In view of the above, it is suggest-
ed that Government may channelise the import 
of copper in such a way that at the time the 
copper is cheap in the international market India 
huys in large quantity." 

Leaving aside the external causes the Com-
mittee are not convinced of the other reasons 
attributed for the shortfall in production; because 
theM reeaons could have been foresoon at the 
time of ftxing of targets. Unfortunately there is 
no yardstidt now in the light of which the per-
fonnance of the Undertaking in regard to pr0-
duction could be judged. The figures given in 
the project report cannot be· the basis now for 
such an assesament as the product-mix as origi-
nally laid down in it has undergone considerable 
chan~. The Committee would recommend that 
the undertakin.i should. prepare and lay down 
targets in a realistic manner, and once those tar-
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gets are laid down, .every e1l'on shouIa 'be made 
. to achieve them. 

The Committee do not consider that delay in 
operation of the Purchasing Agency Agreement 
should have stood in the way of the undertak-
ing ordering machine tools and raw materials. 
The signing of the Purchasing Agency Agreement 
had not precluded the operation of the provisions 
of the main consultancy agreement. In terms of 
clause III (iv), the consulatnts were to " state 
the delivery requirements of all plant, machinery 
and equipment and production materials in ac-
cordance with the general programme, progress 
the delivery of such items as are ordered by 
them on behalf of the Government, and carry 
out similar duties for equipment ordered by the 
C'xOvernment, if requested to do so, ...... " and 
clause XVI (b) prescribes the method of payment 
for it. The Committee, therefore, are not con-
vinced by the -pfea that the orders for the pro-
duction material could not be placed on account 
of delay in operation of the Purchasing Agency 
Agreement. In cas of delay, the provisions -of 
the main A~ment could have been invoked. 

The Committee feel that it should have been 
ensured at the outset by inclusion of firm provi-
sions in the agreements, that as far as supply of 
components was concerned, the Consultants 
would supply these according to the time sche-
dule agreed to between the undertaking and the 
Consultants. There are stipulations in the Agree-
ments regarding components and other produc-
tion materials in regard to .which the services of 
Consultants would be availed of. There are also 
provisions regarding the rate of payments which 
will have to be made for those services but, sur-
prisingly, there are no provisions to safeguard the 
interests of the Company in case of default by 
the Consultants. 
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The Committee learn that .in the case of the-
projects of the Bharat Heavy Electricals Ltd., 
which were originally part of HElL there are 
separate agreements containing clear and un-
equivocal terms regarding the supply of spares 
and components by the Consultants. Perhaps, for 
the project at Bhopal, those who carried out the 
negotiations at the initial stage did not or could 
not foresee difficulties on this account and so the-
undertaking is faced with this problem now. 

From the reports ot the Consultants and the 
evidence tendered before the Committee it will 
be seen that there are numerous internal causes 
which have contributed to low production. The 
Management, after this long experience, should 
be able to forsee and anticipate the difficulties 
so that the areas likely to provide a bottleneck 
tor production are located and remedial action 
taken in time. 

The Conmiittee feel that one of the major 
causes which could be attributed to the fall in 
production was the purchasing procedure follow-
ed by HElL. The Commit~ are glad to learn 
that now the position in the Purchasing Depart-
ment had improved and the average time taken 
to convert a requisition into a purchase order had 
come down. However, the latest report of the 
Consultants says, Uwhile there has been some 
improVement in the operations of the Purchase 
Department, there is still a too great· a tendency 
to consider purchasing as an end in itself, rather-
than as essential service to the manufacturing 
departments." Thus it appears that the purchase 
department. il'equires further improvement. 

The Chairman of the Company stated during 
evidence that in his present capacity he was 
able to function just like a person in private sec-
tor with least constraints. In view of this, there 
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should not be any difficulty in removing any pro-
cedural difficulty. During evidence, the Com-
mittee also gathered the impression that there 
were stilI some Governmental rules and regula-
tiOns which the purchase department had to follow 
in making pnrchases, and these stood in the way 
of arranging quick purchases. The Committee 
cannot reconcile to a situation in which there is 
shortfall in production because the undertaking 
cannot overcome procedural difficulties jn the 
system of procurement of production material. 
They recommend that the purchase procedure 
should be rationalise and simplified so that de-
lays at various stages are avoided. 

Some of the steps introduced by the undertaking 
to ensure fulfilment of annual targets are: Stand-
ardisation, production incentives, suggestion 
scheme, application of net work techniques and 
improvement in procedures. The Committee 
hope that these steps would bear fruit but other 
factors which have hitherto been ~pering 
achievement of production targets were the diffi-
culty in the indigenous development of materials 
and components and inadequacy of experienced 
supervisory staff. The undertakings should also 
take concrete steps to overcome these difficulties 
as speedily as possible. 

The undertaking is faced with a paradoxical 
situation. On the one hand its production targets 
are not being achieved while on the other, it has 
not got sufficient orders to reach rated capacity, 
in spite of the fact that at present there is comp-
lete ban on the import of equipment which HElL 
is producing and there are very few competi-
tors for some of its products. This situation 
would, inevitably, affect the earning capacity of 
the project. The prospect for the undertaking, 
in this respect, would seem to be bleak as the 
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Governmental expenditure on power generation 
is going down and consequently the order posi-
tion for HElL would further deteriorate. 

l!'inding, Market for tn. Company's products 
at present is no less important than the ultilisa-
tion of its installed. capacity. In the present cir-
cumstances even if the installed capacity could 
be utilised., there will not be market to sell the-
products. The undertaking, therefore, shall have 
to take energetic efforts to explore markets ab-
road for its established products like Switchgear 
and Transfonners. 

It appears to the Committee that had the' 
designs the specifications been given to HElL in 
time" perhaps, they would have manufactured and 
supplif'd the equipment to the Railways in time. 
III seems that the indecision on the ~rt of 
railways delayed the timely action being taken 
by the undertaking to manufacture these equip--
ments. 

That after the receipt of designs and specifica-
tions the factors which delayed it further were 
non-availability of foreign exchange and tools 
and equipments from the suppliers of HElL is 
very unfortunate. The Committee realise that 
there are difficulties in the allocation of foreign 
exchange but at the same time there is no wis-
dom in not making it available in time since de-
lay only leads to import of whole equipment 
which is costlier and retards and development. 
of the know how in the country. 

The Committee understand that the expansions 
which are under way or which will be taken up' 
later on are being resorted to with a view to im-
proving the earning capacity of the project. The 
project, as originally conceived, was not going 
to be an economic proposition and these exp~ 
sions were a compulsive necessity in order to 
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make the project viable. Apart from the fact. 
that these expansions have delayed the comple-
tion of the project, the Committee feel concerned 
about some of the demand projections going, 
wrong. Already there is a fall in the order posi-
tion of some of its equipment including the Steam 
turbines. The revised estimate of this expansion 
scheme Steam-turbines is about Rs. 17 crores. 
The actual expenditure incurred on this project 
up to 31st March 1967 was Rs. 321.65 lakhs and 
for the balance commitments have already been 
made. It is, howeve-r, learnt that those who had 
placed orders on this project seem to be backing 
out. Generally, for most of its products, State-
Electricity Boards. are the customers and since 
most of these Boards do not have enough funds 
at their disposal, the Committee are apprehen-
sive about the future prospects. In fact, this·. 
project was proceeded with only on the basis of·· 
the e~ demand of electrical equipments in 
the country and the savings on foreign ex-
change-the economic aspect was either not 
thoroughl,y examined, or it was given secondary 
importance. It will be seen that for all the ~
pansions and diversifications of its productmix 
there now seems to be some uncertainty about 
the demand. Added· to this the undertaking it-· 
self is not sure that. the expansions would im-
prove the profitability of the project because it. 
is, according to them, based. on "too many assum-
ptions". 

169 The Undertaking should place an embargo, 
~cept on a marginal basis, on all further ex-
pansions till the resources already established. are 
made fully productive. Whatever might have 
been the plans, production. programmes and the 
sanctions, the undertaking should concentrate on 
utilising· the present installed capacity rather-
than augment it. 
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The Committee would reconunend that when-
ever expansion of a project during construction 
stage or otherwise - is undertaken it is 
absolutely necessary that the undertaking and 
the Government should thoroughly examine the 

- profitability of the expansion scheme as well lUI 
its repercussion on the execution of the entire 
project, particularly, its effect on the economics 
of it. In the case of HElL some of the expansi~ns 
had been undertaken merely on the basis of the 
expected savings in foreign exchange. The Com-
mittee are surprised that in the case of Steam 
Turbine. Project, whose revised estimated cost 
is about Rs. 17 crores, no profitability figures had 
been worked out in the supplementary Project 
Report which covered Uris scheme. The Com-
mittee hope that in future whenever expansions 
are to be undertaken Government would not pro-
ceed on such meagre data. but provide a yard-
stick with which to measure the achievements 
of the undertaking. 

The Committee would also stress that in public 
undertakings like HElL where continuous ex-
pansions are taking place profitability and 
economy of the working of the plant should be 
tested from time to time. The CClBt of produc-
tion of the established items should be worked 
out separately. An appropriate percentage of 
the overhead accounts should notionally be attri-
buted to the working of the plants where these 
established items are being produced. The pro-
fitability of the working of the project should 
then be examined. Unless this is done the Com-
mittee feel that the project management will not 
be on their toes. 

The Committee notiCe that on the Board of 
Directors of the Company are two members, one 
of whom is serVing on 28 and the other on 15 
other CorporationsICompanies!Bodies. There i8 
no doubt of the advanta~ in associating with 

_____ c __________________ _ 
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a public undertaking person having wide and 
varied experience in business. The Committee, 
however, feel that by and large holdi~~of Direc-
to~hip in a large number o~ ccmpanies may not 
enable' a person to find suflicient Lme to attend 
to the' business of an undertaking and to make 
effective C'Ontribu t: on in i ts pMgres~. They 
w-owd, therefore, recommend that at the time of 
making nominations on the Board of Directors, 
Government should bear in mind that only such 
persons as are able to devote sufficient time to 
the affairs of the undertakings are appointed. 

The Committee consider the constitution of a 
standing sub-Committee of the Board a good 
arra'ngement but it is hoped that only urgent 
matters which cannot await the convening of a 
meeting of the Board would be considered 'by the 
Sub-Committee. The Committee notice that at 
present the Sub-Committee is constituted of 
only the official members of the Board. The 
Committee would recommend that a 'Llon-official 
member of the Board should be associated with 
the Sub-Committee. 

The Committee also n)tice that at present one 
member on the Board is from the U.P. Electricity 
Board. Since, for most of its products State 
Electricity Boards are the customers, the Com-
mittee would recommend that representatives of 
Electricity Boards of the States should be no-
minated in rotation. 

The Committee feel that up till now the 
undertaking had been carryi'Llg more staff on its 
strength than required. It has not been possi-ble 
for the Committee to assess tbe monetary loss to 
the undertaking on this account. but judge 
from the fact that the loss which the undertak-
ing had to suffer on account of surplus trainees 
alone would be more than Rs. 14 lakhs, the total 
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loss on account of over-staffing in the project as 
a whole be quite substantial. 

The Committee feel that the assessme'llt of 
the requirements of staff which has been made in 
the original Project Report and the supplemen-
tary Project Report cannot be very helpful to 
the undertaking now in determining the staff 
strength ,because freque'llt expansions of the 
original schemes and the new lines of production 
have rendered many assumptions of the project 
report, unrealistic in the present circumsta'nces. 
The Committee would, therefore, recommend 
that the undertaking should make r~a:;..:;:ssment 
of staff requirements strictly in accordance with 
the anticipated manufacturing programme. The 
Committee 'expect that it would also be possible 
to economise on administrative and establish-
ment charges. 

The Committee's findings reveal that acce-
leratedpromotions have not been given only to 
the .lJ)eCialists or tecll'nical categories but also to 
n,op. .. technicalpersonnel. The Committee feel 
,.at rapid promotions given to certain persons 
and denied to others, bring about discontent 
amongst the employees, which is not conducive 
to smooth running of a factory. The Committee 
would, therefore, recommend that the Company's 
promotion policy should be so framed that there 
is no room for favoured treatment. 

The Committee would also recommend that· 
the present rules in this'regard may be revised 
to include specific priwisions whereby such ac-
celerated promotttms are not given without 
cogent reasons.~ASat present the rules framed 
are too general to ensUre such a policy. 

Labour unrest and strained labour-man 
geme.lt relations are a problem with which many 
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public undertakings are afflicted. HElL has also 
suffered from this malice. The Committee cannot 
too strongly stress that for an undertaking like 
HElL which is not able to achieve its production 
targets ever since it has gone into production 
and is incurring heavy losses over the years, 
cordial relations between the workers and the 
management are of paramount importance. That 
mai'ntenance of good labour relations is neces-
sary for sustained high level of production needc; 
no emphasis. The Committee would urRe b".th 
the employees and the employers to rpcoRl"i7:p 
their mutual rights and duties t-?wards +hio; 
national undertaking and help it in c:h()win£' 
hetter results in future. The Committee hope that 
the demands of the workers which hnve beenre-
fl'!tred to other authorities would be deciiien 
speedily. 

The Committee consider th-e expenditure on 
township 1nz. 19 mr cent of the cost of the 
project as muc'1 01'\ the hiRh Ride-more so. when 
the return from the township is hardly enough 
to me'et the exnenses on its maintenance leav-
ing aside the charges towards interest and de-
preciation amounting to approximately Rs. 35 
lakhs per year uncovered. The Committee feel 
that th-e expenditure on township would be a 
constant drag on the economic workin f! of this 
Project. It if! ~\Oparent that expenditure on 
toW'nship is being incrurred without taking any 
account of its repercussion on the project. The 
Committee would stress that utmost econnTT1V 
should .b"e observed in this direction. 

The:> Committee realise that most of the p!lf)lic 
undertakings are located in out of the way and 
tnaccesSI1>le places and, therefore, the provisiCln 
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of a townsh:ip is essential. But. at the same 
time, many projects cannot bear the heavy bur-
den of expenditure dtl this account because 
ultlimately the finished output has to bear its 
cost. ObviQusly, the cost of township will have 
to .be 'horne by the products of the company, in 
terms of increased priceS. The Committee, there.-
fore, suggest that Government should examin'e 
the economic and administrative aspects of ~'!t." 

ting up a Housing Corporation for the puhHc 
sector projects and tak~ an early decisio"l in ~his 
regard. 

The Committee hope that effective steps would 
be take-n to minimiS(> the loss of revenue on ac-
C'Ount of pilferage and leakage of electricity. 

It is seen that the project cost of about Rs. 35 
crores as per Project Report has risen to :R~. 6? 
crore-s. ThUs the project cost has risen by :lhrlllt 
77 per cent. The increased cost can partly M 
explained by the various expansions which h~vc 
been 'undertaken during the course of construc-
tiOnsince the estimates as given in the Proiect 
Report were approved. Tt will also be Sf'en that 
amongst the items which have necessitated major 
revisions are the Administrative char~es and 
interest charges-the former accounting for an 
inct'C8se by about Rs. 11 crores, i.e .. 100 per cent 
increase, and the latter over Rs. 90 lakhs which 
had not been shown in the original estimat~. 
't'h", Committee are surprised that such :1 hf.IWv 
increase should have occurred in a short oeriod 
on account of administrative char~es. Similarl,' 
thp. Committee feel that the 'Interest Char~es' at'e 
not an item whieh could have been entit'elv un-
fnresef"n at th':' tfme of framin~ the:<lrigina1 (>sti" 
mates. 

The C9mmittee would recommend that the 
~imate should be prepared realistically in as 
detailed a manner as possible covering all the 
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items for expenditure to give a clear idea of the 
total outlay on a Project. 

It is seen that bulk of the outstandings of the 
undertaking are mostly against Government 
Department, State Electricity Boards and Gov-
ernment undertakings. HElL as mentioned ear-
lier is faced with difficulty in regard to funds 
for its working Capital needs. A fortiori it is 
essential that prompt recovery of all dues 
should be made. The Committee are not happy 
to learn that procedural difficult'es stood in the 
way of recovery of dues from the Government 
Departments and 'State Undertltaings. ,They 
hope that energetic step:; would, henceforth, he 
taken to make th€ recoveries. 

The Committee feel that as the actual produc-
tion from year to year has fallen stort of targets, 
it is likely that overstocking had taken place in 
the absence of corresponding restriction in the 
procurement programme. For instance, the 
Committee are not conv'nced of the justification 
of accumulating Rs. 31.48 lakhs of slow moving 
stores when its annual rate of consumption was 
only 20' peT cent. Some specific cases of surplus 
and sub-standard stock of goods had also come to 
the notice of the Committee, e.g., paints and var-
nishes valued about Rs. 8 lakhs had accumulated 
for which efforts were made to dispose off. It is 
also -learnt that up till 1965 the maximum and 
min;mum stock holding limits for common stock 
items had not been· determined. That the stock 
of stores and spares and raw-materials was equi-
valent to only 14A months' consumption in 1966-
67 in comparison to 17.7 months' ;n 196&-66 and 
22.3 months' in 1-984-65 althoul!h production is 
rising shows that up till now the undertaking 
was earrying excessive iJWoentory. 

The Committee. WOUld, therefore, recommend 
that as high fnventories block capital, and in-
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crease the operational cost of the project, mini-
mum and maximum stock holding limits should 
be fixed as far as practicable after having regard 
to production cycle, time taken for importation 
of components, normal requirements of indige-
neous materials, based on current level of pro-
duction etc. It looks anomalous that for 1964-65, 
sales were Rs. 600.14 lakhs and inventory, Rs. 
1,229: 50 lakhs; similarly, for 1965-66, sales were 
Rs. 770.39 lalclls and inventory Rs. 1,585.36 lakhs, 
and for 1966-67, sales were Rs. 1,134.22 lakhs and 
inventory Rs. 2,485.68 lakhs. The Committee 
learn that the inventory turnover ratio in pri-
vate industry ranges generally from 1.3 to 1.6 
(e.g., G.E. and Westinghouse of America and 
ASEA of Sweden are all operating with a ratio 
of between 1:4.5 and 1:5.5). The Committee 
hope that with nred for imported components 
going down. it would be possible for HElL to 
manage with lower inventory level. 

It is learnt that the cost of production of each 
of the end products has not been worked out in 

.. the Detaikd Project Report. In the absence of 
any norms it is difficult for the Committee to 
judge the reasonableness of these costs. The 
Committee considE'r that unless estimates of cost 
as would prevail on attainment of normal pro-
duction are made out to find a norm for judging 
the reasonableness of the cost of production, no 
rational pricing policy can be evolved. The 
Committee would, therefore recommend that the 
undertakmg should work out such costs of pro-
duction in respect of each of its products. 

From the instance of the Capacitor, and aecord-
ing to the calculation that In respect of Steam 
turbines the priee to customf'r is about 126 per 
cent of thE" landed cost of completely imported 
machines, whatever might be? the justification from 

~- .. --_ ... ~~--.--~.-----~ ..... - .. -. ---
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the point of view of the Company for these ap· 
parently high prices, it c~ realise the high prices 
from its customers only because of the restrictive 
effect of exchange control. HElL for some of its 
products, will be trading in monopoly conditions. 
It is, therefore, necessary that consumer's inter-
est is also protected. The Committee have a 
feeling that the high prices of equipment of 
HElL are due to high operational costs of the 
factory as will be seen from the Committee's 
findings in this Report and what company Audi-
tors have said about the direct labour cost in-
volved in production for the year 1965-66. The 
Committee recommend that the undertaking 
should reduce its operations cost as much as pos-
sible. otherwise, even after reaching full produc-
tion, the prices of its products will continue to 
rule high. 

Whatever prIcmg policy the undertaking might 
adopt, whether it is cost-plus basis for the Railway 
Traction equipment, or competitive price for the 
competitive range of products or reasonable prices for 
its monopoly goods, ultimately what is of essence is 
that the prices should compare favourably with the in-
ternational prices and in any case should not be above 
the landed prices of similar equipment. 

In this connection, the Committee realise that 
HElL has some initial difficulties. Most of the pro-
ducts of the undertaking are highly specialised, sophis-
ticated and also custom-built. For designing the first 
product, considerable amount has to be spent on deve-
loping design, although there may not be much demand 
for that product later. Similarly, there is expenditure 
on training and initial setting up Qf the production 
capacity. In such cases, should the customer pay the 
cost of desiging etc. in the shape of high price? This 
problem is not peculiar to HElL but also to other 
public undertakings which have been set up with a 
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view to producing things which were not earlier pro-
duced in the country. It is a national problem. The 
Committee recommend that the Government might 
give se~ous thought to this problem so that the con-
sumers do not have LO pay high price. 

The Committee realise that in any new industry 
the initial years during which development of produc-
tion is taking place are bound to be period of high 
production costs. The Committee are constrained to 
observe that some of the reasons which have contribut-
e9 to the mounting loss were not such which the 
management could not have controlled by better plan-
ning of its production and personnel management. 
The Committee's findings have revealed that over thl! 
years the undertaking had been carrying higher inven-
tory. surplus staff, surplus plant and machinery etc. 
All these have cumulatively added to the cost of 
production. The Committee feel that the most potent 
cause of the large build-up of losses by HElL is its 
exceedingly poor utilisation of resources. Another 
reason is that capital expenditure on new schemes and 
expansions has been undertaken before gtVlDg a 
chance to the previously invested capital to become 
productive. The Committee have made some obser-
vations and recommendations touching on each ot 
these aspects and hope that the undertaking will, by 
husbanding its resources and better planning, would 
be able to reduce its losses appreciably. 

The Committee cannot but deprecate the licensing 
of other units for production of items which HElL is 
also designed to produce especiafty when licensing of 
such units has the effect of creating surplus capacity in 
the country. In the case of Switchegear, production is 
in excess of demand. The Committee recommend that 
wheDever fresh licenses for establishment of new 
factories for production of items of equipment which 
HElL or other undertakings in the private or public 
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sector produce are granted it should be invariably en-
sured that excess capacity is not created. 

The Committee would like to highlight one 
aspect which at the present stage affects the under-
taking vitally. A number of Committees had preced-
ed the setting up of this undertaking to determine the 
need for an Electrical Factory and the product-mix 
that was to be produced therein. Several project reo 
ports were prepared and even after taking the decision 
to proceed with one of the project reports the scope 
of the project was enlarged and product-mix diversified 
to include new item~. As late as 1965 another Tech-
nical Committee was appointed to determine the 
requirements of electrical equipments in the country. 
In spite of several investigations, demand projections 
are not assured. In respect of some of the equipments 
there is surplus capacity in the country whereas for 
some other products the undertaking does not have 
enough orders. It is a peculiar situation about which 
the Committee feel concerned . 

. The Committee during evidence of the represen-
tatives of the Mini~try of Industrial Development and 
Company Affairs and the Undertaking had desired cer-
tain information to be furnished to the Committee in 
writing within ten days. Complete information was, 
however, not fumished to the Committee ti11 the time 
of finalisation of this report. The Committee cannot ... 
but deprecate the delay. 

--------------------------- -- - .. --

GMGIPND-LS 1-49 (Ali) LS-l~1300. 
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