
c. P. U. No.8' -

COMMITTEE OM PUBLIC UNDERTAKINCS 
(1967-68) 

FIFTEENTH REPORT 
(FOURTH LOK SABRA) 

FINANCIAL MANAGEMENT IN PUBL.C 
l,JND~~TAIgNG~ 

LOK SABHA SECRETARIAT 
NEW DELHI 

April 1968/Chditra 1890 (Saka) 

Price IRs. 1.6$ 



LiST OF AUTHORIsED AGENTS FOR THE SALE OF LOX SABHA 
SECRBTARIA l' PUBLICATIONS 

Serial Name of AJCDt Agency Serial Name of Agent Agency 
No. No. No. No. 

ANDHRA PRADESH 13 Deccan Book Stall, Fer-
guson College Road, 

I. Andhra University Gene- Poona-4. 65 
ral Cooperative 

RAJASTHAN Stores Ltd., Waltair 
(Visakhapatnam) 8 

14 Information Centre, Gov-
2. G. R. Lakshmipatby emment of Rajasthan, 

Chetty and SODS. Ge- Tripolia, Jaipur City. t 38 
oeral Merchants and 

UTI'AR PRADESH News Agents. Newpet, 
Chandragiri. Chittoor 

Swastik Industrial District. 94 IS 

ASSAM 
Works. 59. Holi Street. 
Meerut City. • t 

Western Book Depot, 16 Law Book Company, i 3 ~ 
Pan Bazar, Gauhati . 7 Sadar Patel Marg, ~ 

Allahabad-I. ~ BIHAR 

Amar Kitab Ghar, Post WEST BENGAL 
4 

Box 78, Diagonal Rd. J7 Granthaloka, Sll. Am-Jamshedpur 37 hies Mookberjee Road. 
GUJARAT Belgharia. 24 Parga-

nas. 1 , Vi~ Stores. Station 18 W. Newman & Company ,Anand. . 3S Ltd., 3, Old Court 
6 The New Order Book House Street, Cal· 

Company,Ellis Bridge, cotta 44 
Ahmedabad-6. . 63 19 Firma K. L. Multhopa-

MADHYA PRADESH 1 dbya~A, Banchba--
ram Lane, CaI-

Modern Book House, cutta-xz. 8l 7 
ShiV' Vllaa Palace. 
Indore City. • 13 DELHI 

MAHARASHTRA 

• Mia. Sunderdaa Qim.. ao Jain Book Agency, Con-
chand, 601. Girpum =t Place, New Road. Near Princ:eaa Del'. . . I Street, Bombay-a. 6 

21 SatNarain& Sons, 3141, 
9 The International Book Mood. Ali Bazar, Mori 

House (Private) Umi- Gate. Delhi. . 5 
~ Ash Lane. 

a Gandhi 22 Atma Ram & Sons, Ka-
Road. BombaY-I. shmere Gate,Delbi-6 9 

10 The InternatioDal Book a3 J. M. Jaina& Brothers, 
Service, Decc:anGym- Mori Gate. Delhi. • II khana. Poon ..... 26 -

Charles Lambert&: Com-
24 The Central News Asen-l 

II cy,231C)O. Connaught 
panY. 101. Mahatma Place, New Delhi • I, Gandhi Road, Oppo-
site Coc:It Tower, 2S TheBDgtishBook~ Fort. Bombay. 30 7-1., Connaugbt Cir-

cus, New DCIhi. • 20 la The CuneutBootHouae, 
Maruti Lane, R.tgbu- I 26 LabbmiBook~42 ~ 
Dath DIIdIIi Stnet, MUDic:ipal Mubt, BomtIQ-t. Japatb, New Delhi. 23 



eo
 ~
R
I
 GJ

3.n
 D

A 

F
j .

rt
~0

n.
tl
1-
~t
c;
::
 
~~

 
e,

P
 IU

, 
on

 
O

O
W

ia
J 

N
an

ag
em

en
t-

-i
n 

.E
ll-

'll
 c_

 .!I
\:l.

CJ
.er

 
lt

l 
• 

~
 

fa
t'a

 
lJ

.w
i 

(v
) 

1
4

 
5 

16
 

10
 

36
 

1.
39

 
5 

42
 

16
3 

8 

49
 

18
9 

49
 

19
1 

52
 

19
8 

53
 

20
3 

3 9 6 11
 

55
 

20
8 

55
 

21
0 

la
st

 b
u

t 
4 

56
 

21
0 

10
7 

S.
N

o.
8 

11
0 

S 
.N

o.
 J:3

 
11

2 
S.

N
o.

16
 

12
9 

S
.N

o.
71

 
13

0 
S.

N
o.

76
 

8 4 11
 2 7 6 

.!s
u:

 
~
 

O
la

nd
 ra

j e
e 

C
ll a

nd
ra

j e
et

· 
• 

d
el

et
e 

th
e 

we
 rd

s 
"a

nd
 b

e 
co

n 
si

d
er

a-
bl

y 
ex

pe
di

te
d 

if
 t

he
 C

hi
ef

 E
K

ec
ut

i v
e"

 
H

ea
vy

 
E

le
ct

ri
-

H
in

du
st

an
 S

te
el

 L
td

. 
ca

ls
 (I

n
d

ia
)L

td
. 

a
ft

e
t 

th
e 

w
o 

I'd
 

I 
H

in
i s

tr
ie

s 
I 

.aW
1 

th
e 

:f
ol

lo
w

in
g:

 
"h

av
e 

no
y!

 b
ee

n 
au

th
or

i s
ed

 
to

 
re

le
as

e 
:f

un
ds

 t
o 

th
e 

un
de

rt
ak

in
gs

 II 
ad

vi
se

 
ad

vi
ce

 
pr

ev
en

t 
p

re
se

n
t 

af
te

r 
'n

o
t t

 .
aM

 t
ha

d 
I 

af
te

 r'
 e

 f
fi

 c
i e

n c
l'

 A
O,

g, 
I 
au

di
 t 

' 
ha

ve
 t

o 
. 

" 
ne

ed
 n

o
t 

ly
1r

ig
 -,

 , 
.~ 

la
ti

n
g

' 
': -.

 
un

i:
fo

rm
s 

ra
te

 
un

if
or

m
 r

at
es

 
,
~
-

~
 

ad
va

nt
ag

es
 

ad
va

nt
ag

eo
us

 
ex

po
rt

 
ex

pe
rt

 
A

dv
is

e 
A

dv
is

er
 

~ :.p
;l'E

)v
1n

g 
-'p 

1'O
:v

id
 1

ng
 

re
co

m
m

en
de

d 
re

co
m

m
en

d 



CONTENTS 
PAOli 

<COMPOSITION Op THE COMMITTBI • (,,) 

"(;CMPOSITION OF THE STUDY GROUP (Yii) 

INTRODUCTION (ix) 

INTROOOCl"ORY J 

1. FINANCIAL DIVISION 3 

" • Time of setting up 3 

B. Organisational set up S 

.11. FINANCIAL ADVISER 7 

A. Appointing authority 7 

B. Financial Director ! 9' 

(a) Need for financial director; and 9 
(b) Functions of financial director II 

C. Role of Financial Adviser II 

D. Field of Selection 14 

E. Functions of Financial Adviser 16 
F. Management Accounting fUnctions 17 

G Training IS 

H. Financial' Adviser and meetings' of Board of 
Directors 19 

II. CONSULTATION WITH FINANCB 21 

A. Need for consultation ,. 
B. Sccpe for consultation 

C. Method of consultation 

nV. INVlISTMJlNT 

A. Approval of Parliament 

B. EqUity-debt ratio 
C. Capital cost 

(a) Revision of capital cost estimate; and 

(b) Ovefcapitalisation 

D. Working capital 

26 

26 

32 



( ii ) 

V. WOUINe RlluLft 

A. Rdum on Investment 
B. Projected pro1lt &: lost 8CCOunt IDd BaIIDce 

Sheet 
C. DivideDd 

VI. BtmoBT 

A. Preparatioo of budaet 
B. Govemmellt approval 

C. Release of fund., 

D. Appropriations withJn the ~ 

VII. COSTING 

VIII. PRICING POLICY 

IX. AUDIT 
A. Statutory audit • 
B. IOLerpal AUC#t • 

X. MJIaILI.ANIOUS.. 
A. Depredation 
B. Pinancial Powen 
C. Finmdal Rules 
D. Accouat Heads ,. 

MPINDICIS 

I. Lilt of PubUe UDdertatillP covere6 In the study 
n. Uaclerbkinp wblch do not haft·a separate Pinaucial 

DtviIloD 
nt. StatemeDt showiDa the Undertakin.,m which ~ 

Ad •• Is 'appolDted ~b1 Qv.cmmeut and tboae iD 
which he is IIPpolnted by the Boud ~ Direr:ton 

IV. S&atemcut abow .. the new. of t1ad.ut1Dlll ~ 
lO1IICe of aelec:tiaD of PiDaDcial Ad'ffler 

V. Statement IhowiDa tbe uaciercaJdDP:wbic:h haft laid 
down the fun «IoRl of FiJaaDcial Ad .. =- .. 
wbich have DOt 

VI. Lilt of t1IIdertaki lp which refer oaIy ~ t.afttriDt 
apeadjhuc to ilDlDCe . 

VII. Statement ~ahowin& the 1l1ldertakinp :wbJch haft DO 

objectice to the pteftiliDa Cquity-ckbt ratio of I : t 
8DCl ,tboac )mdertakmp which .do ~ ~ the 
ratio .. aul1able to them ~~ .. 

p .... r 

34:· 
34 

37 

37 

39 

39 
4°' 

41 

42 

«' 
46 

49 
49 
S3 

SS 
55 

:'7' 

~7 

61' 

~ . 64'· . 
6S-

61' 

~9' 

'iI, 



~ iii ) 

VIII. Statement showing the undertakings which are eamiDa 
profits, those which are running at a 1018 aDd those 
which are UDder construction . 

IX. List of undertakings which are going return but not a 
retum which they consider adequate 

X. List of undertakings which prepare projected profit and 
loss accounts and balance sheet 

XI. List of Undertakings which have declared dividend so 
far 

XII. List of undertakings which have not laid down the 
procedure for preparation 0·· budget 

lXIII. List of undertakings which get the budgeat of constituent 
Wlits prepared at Head Office 

XIV. List of undertakings which SUbmit their revenue 
budgets to Government for approval • 

XV. List of undertakings which do not have cost accounq 
system . 

XVI. Statement showing the time taken by the undertakings 
in compiling cost data 

XVII. List of undertakings having or in favour of having 
standard cost system • 

XVIII. List of mdertakings which enjoy freedom of determina 
pricing policy . 

XIX. Directions given by Comptroller & Auditor 
Gencral to statutory auditors undcr scction 619(3) 
of the Companies Act, 1956 

XX. List of undertakings which experienced some diffi-
culties on account of audit by two agencies 

XXI. Li,t of undertakinp which ha/c not organised internal 
audit. 

XXII. LIst of UDdertakinga which are following the reducina 
balauce method in providing for depreciation 

XXIII. List r ofUDdertakings which desire enhauc:aneDt of 
finaocial powers 

XXIV. Statcrne!lt showing the undertakings which hne Idopted 
Govcmmcnt Rules and thoK :which have their own 
Financial Rules 

XXV. List of UDdertUings which have same account heads 
in detailed project reports BDd account boob. 

X X VI. Summary of Concluai{J1lS/Rcco DJ1nendations • 

PA6I 

14 

79 

80 

81 

8z 

85 

87 

88 

97 

99 

100 

101 

103 

104 



COMMlTTEE ON PUBLIC UNDERTAKINGS 

(1967-68) 

CHAIRMAN 

Pandit D. N. Tiwary. 

MEMBERS 

2. Shri C. C. Desai 
3. Shri Surendranath Dwivedy 
4. Shri S. S. Kothari 
5. Shrimati T. Lakshmi Kautbamma 
6. Shri Krishnan Manoharan 
7. Shri Manubhai Patel 
8. Shri S. N. Shukla 
9. Shri Prem Chand Verma 

10. Shri Chandrajee Yadava 
11. Shri Arjon Arora 
12. Shri Vimalkumar M. Olordia· 
13. Shri Banta Behary Das 
14. Miss Mary Naidu 
15. Shri Awadheshwar Prasad Sinha 

SECRETARIAT 

Shri N. N. Mallya, Joint Secretary. 

Shri A. L. Rai, Deputy Secretary. 

Shri M. M. Mathur. Under Secretary. 

·Ceased to be a member w.e.f. the zoo April, 1968 cODSequent on his retrenchment 
from Rajya Sabha. 

v 



STUDY GROUP I 
ON 

iFINANCIAL MANAGEMENT IN PUBLIC UNDERTAKINGS 
(1967-68) 

CONVENER 

Shri S. S. Kothari 

MEMBERS 

2. SJui C. C. Desai. 
3. Shri Prem Oumd Verma 

·4. Shri Banka Behary Das 

SECRBTARIAT 

Shri A. L. Rai. Deputy Secretary . 

. Shri M. M. Mathur, Under Secretary. 

vi. 



INTRODUcrION 
I, the Chairman, Committee on Public Undertakings, having been autho-

rised by the Committee to submit the Report on their behalf, present this.. 
Fifteenth Report on 'Financial Management in Public Undertakings'. 

2. The Committee took the evidence of the representatives of eight. 
major undertakings on the 22nd, 23rd and 24th January, 1968 and ~e; 

officials of selected :Ministries on the 27th and 29th January, 1968. 

3. The material received from the various Ministries and public under-· 
takings was processed at various stages by the Study Group I of the Com-
mittee. The draft Report was considered by the Study Group at its sitting 
held on the 28th March, 1968. 

4. The Report was adopted by the Committee on the 11th April, 1968. 

5. The Committe.e wish to express their thanks to the various Ministries· 
and the public undertakings for placing before them the material and infor-
mation which they wanted in connection with the examination of the sub-· 
ject. They wish to thank in particular the representatives of the under-
takings and the officers of the Ministries who gave evide®e and placed their 
considered views before the Committee. They also wish to express their 
thanks to the Comptroller and Auditor General of India and the non-
official organisations/individuals who, on request from the Committee fur-
nished their views on the subject. 

D. N. TIWARY, 

Chairman, 

Committee on Public Undertakingsr 

NEW DELHI; 

April 22. 1968. 

Vaisakha 2, 1890 (S). 
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INTRODUcroRY 

This study on 'Financial Management in: Jlub1ic Ond'ertataD.gS· is the 
third- im die serieS of SlUdi6!f ~ difM~ ~ of ~otft· under-
taken by the Committee on Public tJ~. 'ThAt oa:r~ two studies 
were on 'Management and .. A.cImiIUstration in Public Undertakings (Plan-
ning of Projects), and Materials Management in Public Undertakings'. 

. .2. ~iali Mlillltgrnnml. lIa,eoIIIc' W' bo- recognised 39 tKd key tobl in 
madeDI JIl8D~e .... :1It faDt,i.'it' ea*J 1» sai1l. tlnit every decistolF of tile 
management has ultim3ll8ly its-i~!t OB 1Ito Balance: sheet or Profit 
and Loss statement of the undertaking. It is difficult therefore to define 
matters which would exclusively fall within the scope of a study of this 
nature. 

3. Proper financial management depends to a great extent on the effi-
ciency of the organisation set up for the purpose, the proper procedures 
and systems it adopt~, and an appreciation of the problems and difficulties 
experienced in the management of the public undertakings. The Committee, 
therefore, decided to take a closer look at the administrative machinery for 
financial management in public undertakings and to cover broadly the main 
issues relating to the management of funds. 

4. The Committee called for preliminary material and written replies 
to their questionnaire from all the public undertakings except a few estab-
lished recently. They received written replies from 67 undertakings men-
tioned in Appendix I. On the basis of the written replies received, the 
Committe took the evidence of the representatives of the following eight 
important undertakings: 

( 1) Air India. 

(2) Fertilizer Corporation of India Ltd. 

(3) Heavy Electricals (India) Ltd. 

( 4) Heavy Engineering Corporation Ltd. 

(5) Hindustan Machine Tools Ltd. 

(6) Hindustan Steel Ltd. 

(7) Indian Oil Corporation Ltd. 

(8) State Trading Corporation of India Ltd. 



S. This was followed by the evidence of the officials of the following 
Min~stries of the Government of lndia:-

(i) Ministry of Commerce; 
(ii) Ministry of Finance; 

(ill) Ministry of Industrial Development and Company Affairs; 
(iv) Department of Iron II: Steel; 
(v) Department of Mines Ie Metals; and 

(vi) Ministry of Petroleum II: Otemicals. 

6. The Committee have COrIsidered problems in financial ID8Il8gemcnt 
commoa to all the undertakings. Necessarily, therefore, tho treatment 0[ 
the subject by the Committee is general in ita nature. 
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A. Tune of settiDc up 

7. From the information supplied to the Committee. it is seen that 14 
undertakings (listed at Appendix II) do not have a separate Financial 

. Division. In some, the accounts department looked after the work of the 
Financial Division, while in others need for organising a separate Financial 
Division was not felt. 

8. The Committee noted that while a number of public undertakings 
bad set up their Financial Divisions along with the setting up of the projects, 
there were fourteen undertakings in which the Financial Divisions were set 
up much later. Tn the following undertakings the Fmancial Division was 
set up many years after the project was launched:-

(i) 
(ii) 

(iii) 
(iv) 
(v) 

Hini'lstan An+ibiotics Ltd. 
Indian Telephone Industries Ltd. 
Hin-iustan Salts Ltd. 

7 Years later. 
6 
4l " 

" Rehabilit.'ltion Iniustries CQrporation Ltd. 4 " 
A~hoka Hotels Ltd. About 3i years 

. later. 

9. The Committee enquired whether it was not desirable to set up the 
Financial Division or appoint a Financial Adviser in the early stages wheOi 
vital decisions relating to the Project, such as, size, location, collaboration 
arrangements, capital cost etc. were taken. All the undertakings agreed 
1I1at it would be very dei.irable to have the Fmancial Division rUrltt from 
the beginning and that the Financial Adviser should be in position along 
with the Chief Executive. 

10. During evidence, the Secretary, Ministry of Industrial Development 
& Company Affairs also agreed that he would not defend cases where Finan-
cial Divisions had been set up some years after the Project was launched. 

11. There is little douIK that lIS a general rule a separate ad "' .. 
organised FinandaI DivWoa is ab80Iutely e5SeIltiaI for a.e efIideat .... 
daI managemeut of a public 1IJlderta1dag. It is also aecesary CUt 
a FiDanclaI Dhisioa with a nucleus sCatI sbooId be ~ even from die 
time of protect Mage, so that its expert gahIance 01' advice ~ idle 
wrious proposals is available to the ...... 1 meat or the project admbtIs-
tnaIor at a staee wheo ho6 JIIOIley aad time have to be c:onservecI. 

3 



4 

12. On the question of associating the person to be appointed as Finan-
cial Adviser, at the time of taking decisions on vital matters referred to in 
para 9 above, the Secretary, Ministry of Fmance stated that the matters re-
ferred to were covered by techno-economic feasibility studie6 and detailed 
project reports. These studies required expertise which required necessary 
qualifications and experience jn the same industry. A new man like the 
Financial Adviser elect, Wa5 not likely to be in possession of. that expertise. 
It bad to be done by a techno-economic body or by epgaging some foreign 
conr.ulting firm. 

13. The Secretary. Ministry of Industrial Development & Company 
Affairs said that the question of associating at the initial stages a person who 
was to be appointed Financial Adviser should be considered a pragmatic 
one· If the volume of work in the intitial stages justified the appointment 
of a person, it should be done. U there was not sufficient worle, it would 
be waste of man-power. He added that normally the time for appointment 
of Financial Adviser was when the Project was ready to be launched and 
as soon as the preliminaries had been settled. The Secretary, Ministry of 
Finance stated that the time for appointment of Financial Adviser was after 
the project had been launched and the com any was registered. 

14. The C()IIIJIIIttM feel tbIIt tile preeeat system of the administrative 
MIDistry ... the Minmry of FiDaoce taking • whole ..... of basic de-
chlons which deet the ecoaomk 'fiabIlty of the project without assoclat-
... at ~ ..... owonUiidty the ~ ,,110 are to ~ ~ 
or operate tbIt ~jec( IS its ~ Exeqdivf ~ YID8DdaI Adviser ... 
BOt -..4- They ~nsicIer dIM these twp persons in aD projects of 
• ~ ~ _ least .... be ~ with it as SOOD 88 it is 00II-

cehted !IO that the), ..-e fuIb 1Pf~ of the ~ pl'QbIems, etc. 
COGQeded with it .... Jr;DoJv as tq w..- 18 eJ;peded of the project. At 
.r ... e.ey woalcl be able to point out pradbI ~to IJbe ft-
pec:tadou ad help .. laytag down reaIistk ~ ancI time schedules fOl' 
eo ...... .., ~. COIIl~ ~ produdioD, delays in ......... 
01 wWcb "ve ...... tIJe .. of public ... ~ MDKessarily. 
H • ., beea ~ .. tbe ....... iaelI, the)' eoaId aI!Io be .... 
squamy respoaslble for the ac......... of targets aad adItereace to the 
tiIae ••••• ' ....................... to .. __ .. eIiciePn. 

1S. 'I1Ie ComefHee ~ ..... ........... of teduto-ecollOlllk 
~ stacIIf:s .. ~ ~ reports -Y .... ~ ~, hlnre to 
_ ~ to • fonIp ('OR ......... dIb does BGt detract froaa the aeed 
to."e ~ ....... 01 tile CIIW ExfC!ldye and tile Y....cill 
A...... ne appoIatmeat 01 the ChIef Exeeiild.e .. the F' daI Addler 
.. the laldaJ state shou.Id Ite1p the timely ad ecotlOaak co..,tetioa of file 
~ 



It 

.. :16. As reprds the quneat that it would be • waste of ~-JMM'~ 
if there was DOt sufIkieat work at the beginning, die Connittte feel Blat __ ~ ......... _ r- to .this asped, JJecuse 4Iae 1MluI-
lUllS oldie tup euadftre aa ... ~, as ...... , 'A ' II, C8IQIOt .. 
IDeIIIIIrM ill __ of vobmte ef __ .. is __ ., lMIieaace· ... ... 
III8IIt 01. ............. es 8IId .cost -......... .'lIte ........ of .eo .... .. 
doa .ad ....... _ of detailed pmjeat ~ .. ~. of .... -
IIliDaries reIatiDK to ., seainR ap of • ..,.··fIIIIIliC muIu....,. whidI .. 
at present prob'a.eteIIwooid bel CODIIid:enllly expedited if the CIIiIf Eu-
cume aacI be eoasiderably ',equlliited lithe Chief Eucative andtbet 
Fip""';al Acivila are appoiDted ia 6e eadr ...... 

B. OrpaisationaJ set-up 
17. The Committee noticed that, except a few, most of the public 

undertakings had not undertaken any study rA. the organisationa1~t up of 
Financial Divisions in comparable enterprises before organising their FUi&n-
cial Divisions. The undertakings which undertook some sucl). study relied 
mostly on the org~tiOnlal set-up of some public und~~Pngs alr~acJy in-
existence as shown ~low: 

SI. 
No. 

Name of undertaking which carried 
out a study 

Name of the organisation wi- ose' 
set up was studied by the under-

taking. 

I Fertilizer Corpo ~lj(n d Jndj~ Ltd. 
(Sindri Unit) 

TI~CO and TELCO 

2 Bharat Heavey Electricals Ltd. . 
3 Bharat Heavy Plate & Vessels Ltd. 

4· Janpath Hotels Ltd. 
5· Hindustan Steel Ltd. 

6. Triveni Structurals Ltd. 

Heavy Electricals (India) Ltd. 
(i) High Pressure Boiler Plant 

of Bharat Heavy 'Electricals 
Ltd. 

(ii) Heavy Machine Tools Plant 
of Heavy Engineering COlpora-
ti(ln Ltd. 

Ashoka Hotels LtJ. 
Study carried out by Adminis-

trative Staff College, Hydera~ 
bad and set-up reorganised. 

Determined on the basis of ex-
perience of similar under-
takings in India and the ex-
perience of the collaborators 
viz. MiS. VOEST of Austria. 

18. During evidence the representatives of the important undertakings 
agreed that it was desirable to undertak a study in the beginning or • 
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.review later on if the line of business was new and there was no compara-
ble enterprise. 

19. The CoeueiUee feel that die Deed fOl' 8bId:yiag the orpni tk_ 
-. up, 01 .,........ Dh ...... in WiD(WabIe ealapriBes iii. ..... ... 
abroad .... aot .... glY_ the i1IIportaaee it deserves by the pIIIJIie ....... 
..... tro. hleepdoe. They ave beeII coateat to follow any set paUen 
w ......... ,..,.. to eYoIt'e • let up which would be IIIOIt sabbIe to tile ,.dcuIIIr ........ ,. It aeedI 1lO reitentioD that the e8ideIIt ftIIIBiIIg of 
• eommerdII eDterpriIe depeads greatly on the eflideaey of the orgaaia-
. donal teC up .. partkulady that of the Ymandal Divisioa .,bidt is ex-
pected to esamiae aD proposals, c:onec:tIy puge tile ecoaolllics of ditleftIIl 
adl.1da aDd feed the ......agemeut with basic data reqoked for takiag 
correct ded5ions. The Committee recommend that before organising their 
F'IuadII ~ tbe public 1IIIder1aIdap should carry out • systematic 
«udy to deCermiIIe the let up that would be most saitable to their 
, 0I'pIIiIatI0ns. 

20. In the ~ 01 evea those aDdertaIdnp whkh have already f1d up 
... FJnancW Dittsioas, abe ConunMtee recommead that • review OD the 
.. saaested above, could be DJlderfakea with beaefit to the ~. 
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FINANCIAL ADVISER 

A. Appointing authority. 

21. The mode of appointing Financial Adviser is .DOt uniform in the 
public undertakings. It will be seen from the statement at Appendix 
m that in 47 undertakings the Financial Adviser is appointed by Gov-
·emmerit, while in 12 undertakings the appointment is made by the Board 
of Directors. From the views expressed by the undertakings it is seen 
that [he smaller undertakings are in favour of the appointment being 
made by Government while the major ones prefer to make the appoint-
ment themselves. 

22. During evidence, representatives of majority of the undertakings 
put forward the view that the Financial Adviser should be responsible to 
the Chief Executive and the Board of Directors\ and he should, there-
fore, be appointed by the Board. In their view, the success of a commer-
cial organisation depended upon the team spirit of persons occupying 
key posts in that organisation and the smooth functioning would be 
afJected if one of them was appointed by and made responsible to an 
outside authority. It was argued that the Board of Director~ must be 
made respons,ible to Government and if one officer below the Board was 
made specially responsible to Government, such a system would not work. 

23. One view expressed in this connection was that if the Board of 
Directors was wholetime functional board, then it could be expected to 
make the appointment .itself; otherwise, Government should make the 
appointment. Another view was that it was immaterial who appointed 
the Financial Adviser; the crux of the problem was what powers should 
be given to him. It was felt that powers on internal matters should be 
determined by the Board but at the same time the right of Government 
to call for periodical reports, quarterly financial reviews etc. should be 
recognised. 

24. When the matter was discussed by the Committee with the offi-
cials of selected ministries, the Secretary, Ministry of Finance recalled 
that the decision that Government should appoint the F.inancial Adviser 
1IU taken in July 1958. Government felt that the posts of Managing 
Director, General Manager and Financial Adviser were key posts and 
Government should have a say in making appointments to them. He 
clarified that the intention was to ensure that the incumbent to such an 
important post was a qualified person and fit enough to hold the po&&. 

7 
1'19 (ail) LS-2 
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25. When his attention was drawn to the recommendation of the-
Administrative Reforms Commission that all appointme~ to posts below 
the level of Board of Directors should be made by the Board, he said 
that the Board of Directors could take the initiative in selecting a panel 
of names but Government should have the final say and the appointment 
should be made w.ith the concurrence of Government. 

26. The Secretary, Ministry of Industrial Development & Company 
Affairs !laid that the appointment of Financial Adviser was a special one;. 
nevertheless it should be left to the Board of Directors. It should, how-
ever, be subject to the approval of Government. 

27. The Special Secretary, Ministry of Petroleum & "Chemicals was 
of the view that it was premature for the Board of Directors to appoint 
the Financial Adviser and that Government should continue to appoint 
the Financial Adviser. Since the Managing Director was al¥> appointed 
by Government, there was nothing offensive in the Financial Adviser 
also being appointed by Government. But, over a period, conventions 
could be developed and the Board could be consulted over these appo.int"; 
ments. 

28. The representative of the Department of Mines & Metals said" 
tbat at least in the early years of an undertaking, k ~hould be left to 
Government to find out a suitable person for the post of Financial Ad-
viser. He added that in practice Government seldom took: a decic;.ion in-
these matters without compIling the management. 

29. The representative of the Ministry of Commerce stated that the 
appointment of Financial Adviser by the Government bad not in any way 
reduced the usefulnC$ of the Financial Adviser as a member of the 
management. He said that there were distinct advantages in the Finan-
cial Adv;iser being appointed by Government. The Government bad a 
much wider field of selection and knowledge of the suitability of the per-" 
SOBS concerned. 

30. The question of appointment of F'mancial Adviser raises the-
following issues:-

(i) whether it ~ necessary to secure the independence of the 
Financial Adviser for keeping a watch on the working of the 
undertaking and to bring to the notice of Government deficien-
cies and lapses of the management in time and whether this" 
could be achieved only if the F'mancial Adviser is appointed by 
Government; and 
(li) Whether for securing team spirit among the top managerial 
penoanel and to ensure smooth and efficient working 01. the-
undertaking it is necessary that the F'mancial Adviser be 
appointed by the Board of Directors. 
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(ill) Whether the Financial Adviser's appointment by Govern-
ment affected in any way his being responsible to the Board 
of Directors. 

31. During the evidence of the representatives of undertakings, the 
Committee gained the impression that it was necessary to vest the power 
of appointing the Financial Adviser in the Board of Directors so as to 
ensure hannonious working of the top management. Further, nothing 
should be done to make the Financial Adviser feel that he was :indepen-
dent of the Board of Directors. 

32. The officials of the Ministries, however, took a different view 
and seemed to feel that appointment by Government of the Financial 
Adviser and his being responsible to the Board were not irreconciable. 
The fact that the Managing Director was also appointed by Government 
was quoted as a point in favour of that stand. 

33. There is no doubt tbat the appointment of Financial Adviser bas 
far reaching implicaiOBS. He bas to be independent in expressing bi~ 
views, partkuJarly because he has to comment critically on the proposals 
of the management. At the same time the need for independence has to 
be balanced with the other factor, whether it would come in the way . of 
his being tre8jted &'I _ integral part of the management. In the dr-
cumsfances the Committee feel that a solution to be problem can be fonnd 
only in a suitable combiDation of the two methods foDowed at present. The 
Committee therefore, recommead that initiative to select the Financial 
Adviser in aD major mulertakings should be taken by the Board of Directors, 
the appointment being made with the approval of the Government where-
after he should be responSIble to the Board just as the Chief Executive him-
seU is respoII8ibIe to it. To help the public underiakings in making a 
seIed:ion, the &dminidrative Ministry and the Bureau of Public Enterprises 
may draw up a panel of eligible ~ from which the public unclertaking 
could draw, the actual appointment J.eing made by the Board of Directors 
with the approval of the Govemment. 

B. FlD8Ilclal Director 

(a) Need for Financial Director 

34. One of the suggestions for securing independence of the head of 
the Financial Division and to ensure that he became a part of manage-
ment was to have a full-time Director (Finance). As a Director; he 
would be part of the management and at the same time, he will have 
opportunities to e~ his views before tbe Board of Directors. This 
would secure his independence. Moreover, in such a situation, the ques-
tion of referring any points of differences between him and the Chief 
Executive to the Board will not arise and will thus pave the way for 
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establishment of harmonious relationship between the Chief Exec:a-
tive and the head of the Financial Divi¥on. The representatives of 
undertakjng.'I who gave evidence before the Committee were not only in 
favour of having Finance Directors but supported the idea of functional 
dir«1ors for looking after other fields of activity also. 

35. The officials of the Ministries were of the view that while it would 
be advantageous to have functional directors· in big undertakings, a 
doctrinaire approach to this question was not necessary. If the under-
taking was sufficiently large and its affairs could not be adequately super-
vised and controlled by one person, it could be of advantage to have 
functional directors. It was felt that the need for a full-time Finance 
Dirt~ct()r would have to be decided in each case with reference to the 
functi(lOS and responsibilities which were expected of the Financial 
A(tvi!ler. 

36. The Committee agree that the appoiatmeat of the :head of fbi 
Finaodnl DivWoB as a Dlreetor will meet to • great esteot ithe twia re-
quirements of independence of the FiDaedaI Ach1ser .... WI beiBg ..... 
pert of the ~t. They do not, hcnfever, tbiak tbat a fuII.tiaae 
Oirff.tor of FDmce taft be appoinfed only where other fuadioMI 6'ee. 
tot'!I for ProdudIon. Materials etc. exist. They feel that there woahl _ 
aMquate work for a fuJI-time Finance Director ia a DUJaber of Iaq:e pabIIe 
.....,.akiag5. even if there may not be jastiIatioa for Iurriag adler fuK. 
tionaI diredor. 1be Committee, therefore J'eC.'CIfW ea.thatt to start wIdI, 
dII!t proposal may be introdueed ia big DJMIertakiDgs where there is juti&ca-
rton for employlna a fuJl.fime Yanance Director. 

31. During evidence. tbe earlier unsuccessful experiment in Hindustan 
Sleet Ltd. to have a system of functional directors, was brought to the 
notice of the Committee. The Secretary, Ministry of Industrial Deve-
l()pment &. Comp.'my Affa~ (former Secretary, Department of Iron and 
StffH agreed that thera were possibilities of conOict between the fun<:.. 
tional directors and the General Managers of the Plants. He felt that 
this conflict could, however. be avoided if the functional directors were 
chosen with care and particularly if they were brought up from within the 
Plant. He added that if the func·tional directors were people with ability. 
then the General Manager.; would have respect for them. 

38. The Secretary, Department of Iron and Steel put forward the view 
that, the possible c,onftict between functional directors and General Mana-
tel'S could he avoided if it was lmderstood that within the Plant it wa'l the 
("Jt·nernl Manager who was responsible for everything and the functional 
.. :lirectors \Ve1e responsible for framing of general policies, laying down 
norms, settlement of inter-plant matters and not for advising the General 
14'anagers. 
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39. In their Twea.ty-Eigbth Report (1966) the Committee have ex-
pressed themselves in favour of a functional board as far as Hindustaa. 
Steel Ltd. is coacenaed. On the geo.enI question of fUlldional Boards. 
the Ebtimates Committee had recommended mixed boards consisting of 
some part-time and some full-time directors. [52nd Report of E.C. OB 
PeI'SOIIIIeI Policies in Public Undertakings. (Para 26)]. The Committee 
trust that Government will take into account all rdevant factors and arrive 
at a decision. However, as regards Finance Director, they feel that this 
8boaId be considered a separate ksue aod wberevet' there is jtitification, 
tile beads of Financial Divisions should be made full-time Directors. 

(b) Functions of Financial Directors 

40. The functions of the head of Financial Division include at present,. 
maintenance of accounts and rendering financial advice. During evidence. 
the Financial Adviser of Hindustan Steel Ltd., stated that a distinction 
should be made between economic management and financial management. 
In his opinion, functions relating to the two should be separated and the 
fonner should be made the responsibility of the Director (Finance) and 
the latter that of a person to be designated as Financial Controller or 
Deputy General Manager (Finance). 

41. The Committee -wee with the desirability of bifurcating flHl 
functions relating to maintenance of accoon~ and rendering of financial 
advice in large public undertakings. They feel that one way of bif .... c.ong 
the two fuactioas and yet maintaining the necessary co-ordination would 
be to make the Director (FinaDce) respoosibIe for rendering fiaanciM ad-
vice only and to appoint a person onder him to look after maintenance of 
accoaats. 

(C) Role of Financial Adviser 

42. A proper appreciation of the role of Financial Adviser i~ nece~
sary for devising ways and means of establishing harmonious relationship 
between him and the Chief Executive. His role is unique in that he has 
to be at the same time, a functionary and a critic. His position is unenvi-
able because he is looked upon as the person responsible for ensuring pro-
per and efficient utilisation of funds and he has to discharge this responsi-
bility even though he is handicapped by not being in possession of adequate 
mowJedege on technical matters. Another question which has created 
difficulties and to an extent caused the blurring of responsibilities of the 
Fmancial Adviser is whether he should be considered as the watch-deg of 
Government and should function as the eyes and ears of Government or 
whether he should be responsible only to the Board of Dir'CCtors anQ 
_boold function just as any other head of department. 



43. During evidence, the Committee discussed at length these issues 
with the representatives bf public undertakings and Ministries. There 
Wall no difterence of opinion among the witnesses that the Financial 
Adviser should not be a watcb-dog of Government. But the feeling 
appeared topersillt in the minds of the representatives of undertakings that 
the Fmancial Adviser was prone to consider himself or was prone to be 
considered as the watcb-do& of Government. Three reasons could be dis-
cerned for that feeling. One was that the Financial Adviser was appointed 
by Ooverrunent. Secondly, he was asked to submit a review to Govern-
ment and thirdly the Chief executive was obliged to bring to the notice 
of the Board of Directors, matters on which he differed with the Financial 
Adviser. 

44. The question of appointment of Financial Adviser has been dealt 
with in paras 21 to 33 ante. As far as quarterly financial reviews are con-
cerned. there wa .. not much objection from the representatives of the un-
dertakings to such reviews being submitted to Government. The Chairman-
Incharge. Heavy Engineering Corporation Ltd. was of the view that Gov-
ernment should have the right to call for quarterly financial reviews and 
other periodical reports jf they were to be responsible to Parliament for 
public money. The Vice-Chairman, Hindustan Steel Ltd. stated that the 
revicWi were based on facts and facts could not be altered. Only, the Finan-
cial Adviser. Hindustan Steel Ltd. stated that because the Financial Adviser 
was expected to submit quarterly financial reviews, it would mean that be' 
was expected to be a watch-dog of C',JOvcmment. The Secretary, Depart-
ment of Iron and Steel also felt that submission of quarterly reviews was 
one of the main reasons for conflict between the Financial Adviser and the 
Chief Executive. 

45. As regards the procedure for dealing with differences of opinion 
between the Financial Adviser and the Chief Executive, the representatives 
of Heavy Engineering Corporation Ltd., Air-India and Fertiliser Corpora-
tion of India Ltd. considered it necessary to refer such matters to the Board, 
while the representatives of Hcavy E1ectrica1s (India) Ltd., Indian Oil Cor-
poration Ltd. and Hindustan Steel Ltd. thought that there was no need to 
do so. 

46. The Chairman, Heavy Electrica1s (India) Ltd. referred to the con-
trol and supervision ex~ by the FiDance Ministry aDd the consequen-
tial &eling that it was superior- to others. He said that some cany-over 
otthis thoupt was permeating the public sector. He contested the special 
position given to the F'mlDcial Adviser, whereby the Chief Executive was 
~Iiged to refer to the Board matten on which be aDd the F'mancial 
-A.dviser diftered. This was DOt so in the case of othec beads of depart-
ments. The Vtce-Olainrum, HiDdustan Steel lAd. stated that if the Chief 
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Executive was entrusted with the responsibility for overall functioning of 
an organisation, he would have to be trusted and judged by the results he 
produced. Unless he was given authority corresponding to his responsibi-
lities, he could not be expected to discharge those responsibilities. 

47. On the basis of the evidence before the Committee, they cannot 
recommend scrapping of the system of submission of quarierfy financial 
reviews which has been found to be very advantageous so 'far. Tbei 
qoarterly financial review keeps the management alert and the government 
well-informed. The Committee understand that to make the quarterly 

I 

financial review a useful tool in management, a practice has been evolved 
in many undertakings to show the review to the Chief Executive at the 
draft stage and to have controversial points resolved. The Committee 
consider tbis an adequate safeguard against any unreasonable criticism by 
the Financial Adviser based on inadequate facts. 

48. The Committee do not con. .. ider that the Financial Adviser becomes 
a ''watcb-dog'' of government merely because be snbmits the quarterly finan-
cial reviews or by reason of his being appointed by Government. The 
responsibility to submit the quarterly financial reviews is not intended to 
place him in a position of pre-eminence or to endow him with the powers 
of veto over the Cbief executive and tbe Board of Directors. The Financial 
Ad"iser should be responsible to the Chief Executive and the Board of 
Directors and should consider himself an integral part of the management. 
Bot it is equally important that he should get tbe reciprocal feeling that he 
is considered as part of the management by the Chief executive and other 
heach! of departments and that he enjoys their confidence. It is only in 
'Such an atmosphere that a person can give his best. 

49. In the opinion of the Committee, tbe feeling on the pari of Cbief 
Execntives that the provisioa relating to the submission of quarterly financial 
reviews by the Financial Adviser to the Government and the requirement 
1Iboat difterences with bim being refened to the Board of Directors com-
promise their authority is not justified. The elUllDpie of priv.te~or is 
qnoted by them to reinforce their contention that if the Chief Executive is 
to be beId solely responsible, he mnst be given full and compl. powers. 
The Conunittee agree that the Chief Executive of a pubHc undertaking 
5houIcl be given powers corresponding to his responsibilities. But they do 
not agree that the provisioas relating to submissiou of &nMciai reviews aad 
reference of differences of opinioa between him and the Financial AdvBer 
to the Board reduce ia aay way his eftediveoess or authority. In qnite a 
BUmber of ~ the Chief Executive is ~ested with the power to 
onnale. the FinaDdaI Adviser if circu .. stances warrant. TIIus, he has 
1teea givea IuD powen to run the orgaaisatioa efticieatly. The requuemeat 
.... differellCeS 01 opiIIioII sIaaII be referred to the Board of Directors ads 
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as a dIeek OIl tile uerdle of power IIDd re&pOasibilities by eidIer of tile&. 
TIle C ... iUee therefore feel that the preseat arrangement should COIItiae. 

D. Field of Selection 

50. The field of selection of Financial Adviser at present covers direct 
recruitment, promotion from within the organisation and persons drawn OIl 

'deputation from government services. Though there are three distinct 
groups, majority of the public undertakings have deputationists as Financial 
Advisers. Out of the undertakings which furnished information to the 
Committee 7 did not have Financial Advisers. Out of the remaining as 
many as 46 undertakings had deputationist!> as Financial Advisers. Tho 
Committee also noticed that except in 2 undertakings. wherever, Govem-
ment of lnllhl was the appointing authority. deputationists had been ap-
pointed. 

51. Asked as to which system was preferable, 2 t undertakings statetl 
that they preferred deputationists. 2) undertakings stated that they prefer-
red direct recruitment or promotion from within the organisatiort and 16 
undertakings wanted the best man and had no particular preference or 0b-
jection to direct recruits or departmental promotces or deputationists. De-
tails are shown; in Appendix IV. 

52. The Committee discussed the desirability of chartered accountants 
,bcinj employed as Financial Advisers in the public undertakings. The 
representative" of thc undertakings were in gcneral agreement that more 
ch;,rtered accountants should be employed by public undertakings although 
. there was a practical difficulty in getting chartered accountants on the 
present pay scales of public undertakings. The Chairman of Heavy EJee-
trical!: (India) ltd. stated that at the level of giving financial advice. it was 
the individual's cap.'\city which counted rather than the basic training. He 
would not therefore put an extra premium on chartered accountants. 

53. The COntmiftee I'tC'OIIUIteIhI that more cluu1ered a«OUIlfatS ~ ....... . 
h eaaployed by the public ulMlertaJdaas for mannillg ..... posit ... .. 

. tM F1nada1 DWWoDs. If necessary. the COIU6doas of senrN:e ...,. ~ 
ltaprol'ed. so as to attract the 'best talent fro .. 6e ....ntf. 

54. 11M CoaanUIfee COIISider ..... it is equIIy iaaporCaat to .we ct..e-
.01 pn.tloe to ....... "w.o_,.. worked ill the orpDi'i1IItioB .. ~ 
...... ,W'Odh., They .......................... will give .. coasW~· 

.~ ...... ; to ... <Was. 
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55. As regards employment of deputationists as Financial Advisers,. 
there were divergent views. Some undertakings prefered deputatiorusts for 
the following reasons:-

(i) The public undertakings are accountable to Government and 
Parliament for their efficient working and a Fir.ancial Adviser 
having knowledge of Government systems and procedures for 
transaction of financial business would be an asset. 

(ii) Financial Adviser who does not depend upon the Chief Execu-
tive or the undertaking for his continuance or prospects would 
be able to give fearless advice. 

(iii) Government official will take a balanced view. 

56. The disadvantages of employing deputatlonists were stated to be:-

(i) The olficer concerned tends to bide his time and has no incen-
tive to take real interest in the affairs of the undertaking; 

(li) There is no continuity or long tenure because of frequent 
changes of incumbents and the post rem-ains vacant at times for 
want of suitable officer; 

(iii) It is difficult for the officer concerned to win the confidence of 
his colleagues and effectively make himself a part of the 
management. The other executives are prone to consider him 
an outsider and do not take him into their confidence with the 
result that there is lack of harmony between the Financial 
Adviser and the rest of the management. 

57. When the Committee discussed this question with the representa-
tives of public undertakings, the Vice-Chairman, Hindustan Steel Ltd. stateo 
that the top man of the Finance Division should have a sense of belonging 
and involvement in the undertaldng and what should be considered was 
whether a deputationist could develop that. The next point was continuity. 
If persons changed and with them the systems also changed, the whole 
thing remained incomplete. Further, management accounting was too 
complicated and technical a subject and per~ who had been associated 
with the govemment-type of accounting would take quite some time to pick-
up the thread. He felt that the effort should, therefore, be to develop 
people from within the organisation. However, in the initial stages, a 
person might be taken on deputation but after two or three years he should 
be absorbed in the organisation after resigning from Government. 

58. The Cbainnan, Indian Oil Corporation Ltd. was of the view that 
there should be no hard and fast rute about developing persons from within 
the organisation. 'but the best man should be selected from whatever source 
available. The Chairman, Heavy Electricals (India) Ltd. "!;tated that the 
attempt should be to loo~ for people who could be perm~nerit1y a~ted. 
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The Chairman Incharge, Heavy Engineering Corporation Ltd. was also of 
.opinion that the best man should be selected but there should be a minimum 
tenure in the case of deputationsts and he should be allowed to continue in-
definitely on deputation. It was not necessary that he should be absorbed. 

59. The Committee note that Government have generally appointed 
only deputationists whenever the appointment of Financial Advisers have 
been made by them. 

60. The CommiMee do DOt think that a FluDdal Adviser c:an functiOD 
fearlessly uaIy If be ill a deputatioaist. Similarly, it is also aM true to 
say that the deputationlsts teDd to bide their time. These views represeal 
0DIy the two extremes. In the opinion of the Committee. a capable 
.... c.- fuadIon dledively ... betheI- be is a deputationist or a .direct ~ 
cruit. The effort should theRfore be to select the best I88D avaDable 
from all the 8OW'ees. There should be neither too much dependence OIl! 
depatatlonistl as at present nor should a competent person be disqualified 
from holcllac the post merely because he happens to' be a depotationbt. It 
is the penon and htl! competence that matter and not the serTic:e or source 
from wbkb be Is drawn. 

61. The Committee were infonned that the question wbethel- persons 
who w .. ialtiaDy takeII OD deputatioB should be penaanead.y absorbed or 
allowed to come back to their parent departmeats wa.. under the considera-
tloa of Govenameat. The CoauaiItee swe iDdiaed to tbink that the'baIance 
of advaDtaae would lie ia absorbing them pel dIMIeddy ia the 1IIUIertakiDg, 
If fouad tit. 

E. Fudioas of Fiaaadal Adviser 

62, A statement showing the undertakings which have laid down the 
functions of Financial Advisers and those which have not is~ven at Appen-
dix V. The Committee were informed that in some undertakings, though 
functions had not been specifically laid down, the cases which required to 
be referred to the Financial Adviser had been indicated in th~ delegation 
of powers and this could he taken as indirectly laying down the functions 
of the Financial Adviser. 

63. During evidence, the Vice-Chairman, Hindustan Steel Ltd. stated 
that in the individual steel plants. the functions had been laid down in an 
indirect manner by indicating the cases that should be referred to finance. 
But as far as Head Office was concerned, there would DOl be any advantage 

. in compartmentaUsing the functions of a Fmancial Adviser. The Chairman, 
Fertiliser Corporation of India Ltd., and the Fmanclal Director of Indian 
on Corporation Ltd. were also of the view that there was no need to defiDe 
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the functions of the Financial Adviser. The Financial Advjsers of Hindu-
stan Steel Ltd. and Heavy Electricals (India) Ltd., were however of the 
view that the functions of the Financial Adviser should be defined. 

64. The Committee feel that the functions of an important executive 
like the Financial Adviser should not be left undefined. An ~dicatiOD 
in the delegation of powers of the cases that would require to be referred 
to him can, by JIG meams, be considered as exbaustive because his func .. 
tions do not end with examining what is referred to him. He has to play 
a positive role in helping the management to run the enterprise efficiently. 
For this purpose, he has to undertake systematic study of progress reports, 
statistical statements, in-puts and out-puts, expert Committee reports etc. 
The Committee, therefore, recommend that the main functions, responsibi-
lities and powers of the Financial Adviser should be clearly laid down,. 

65. While all the undertakings agreed that there is wide scope for the 
Financial Adviser to awry out studies for improving the working of the 
organisation as a whole and indicating possible economies, the Committee 
find that such regular studies have been undertaken in only eight under-
takings. This clearly shows that the Financial Divisions have not paid 
adequate attention to this aspect but have been content to maintain the 
acconnts and to do sucla work as was specially given to them. The Com-
mittee would, therefore, urge that the Financial Advisers should take mcwe 
initiative and make useful contributions towards successful running of an 
undertaking. This cad be better achieved if there is a clear definition of 
the basic objectives for which the Financial Division is set up, so that the 
Financial A~, plans his work in such a manner as to fulfil them. 

F. Management Accounting function 

66. From the replies given to a question whether the Financial Divisions 
prepared monthly statements and interpreted the figures contained therein 
as the Management Accountants usually do, it is seen that most of the 
Public Undertakings have not undertaken these functions. Some have 
made a start while others are considering of starting them soon. 

67. Management Accounting functions have come to be recognised as 
a highly useful tool in modern management technique, particularJy in finan-
cial management. Modern man~ement is primarily economic management 
and every decision of the mana~ment has financial implications and affects· 
the profitability of the project. It is therefore of vital importance that if a 

. -decision is to be financially sound, the Management should have at its dis-
posal fullest possible information about the effects of that decision. It is 
1he job of the Management Accountant· to collect relevant data, interpret 
them and to foresee the effects. 



A. TIle C~ recOllUllelld that at least major puWic uaclertHillp 
.... iafrodaee • regular 1)'''' 01 Muagemeat AfC'CMPIIing sooa. De 
Job calls for hiP iatelhrtgal acumea aDd an innate ability to anaIy5le _d 
iDterpret fads aad Ipres and experience in examining the working of die 
OIpaiIIdoa as • whole. 

69. On the basi'! of the experience of major public UJldertakillp. tile 
sllltlllu uadertakiDp may also iDlrodace such a system in their orgattiHtioas 
by cettiDI their stall trained in the bigger undertakiags. 

G. Traiaiug 

70. The Committee find that only a smalI number of undertakings have 
made arrangements for imparting training in financial management. During 
evidence, the representative .. of the undertakings were of the view that there 
could be one central point at which the recruits could be trained before 
being posted to individual undertakings. 

7t. The ColDIIIittee coasider tltat the efforts of various public wader-
takillgs .. orpaisiag separately training courses for their staft could I»e 
~Iy c.oordiDated at one pillee. The staB workiag i. the Fiuace 
Di .... am be posted in batches to oadergo traiaing aIoag with penoos 
recniW froaa the opea -ut. Each undertakiac can phase the train-
.. ,.,... .... in sada a JIIIU1Il« a.~ to avoid CUI'l'eM work fall.. iIlto 
arrean. SiIKe lIB tile public IIIIdertakiacs will be seadiag their penouel 
to a Cea..... TniDiDg Orpaisatioa it will also be ecooomicaI. 

72. As regards imparting training to the Financi<ll Advisers, except a 
few undertakings which have sent their Financial Advisers for undergoing 
short courses organised by SllCh institutions as the Administrative Staff 
College. Hydcntbad. no seriom atte-mpt5 have been made to impart regular 
training to the Financial Adviser for a reckonable period of lime. During 
evidence. the Secretary, Ministry of Finance stated that arrangements had 
been made recently with various institutes of management in the country 
to impart training in Financial Management to the Financial Advisers. 

73. The C~ coasider that arrangements made so far for the 
tniahta 01 FiIIaDcW AdTiten are iudeqaaae. They are DOt 511ft if the 
CoanetI 011' bed by tile instit1IIes of IDIIII8geIIIeII would meet tile peatliar 
re .... etaeAts 01 pabIic sedor ulldertakiap. Tbe pasotl wIIo is to be p8IIted 
as .1 .. dill ~ ..... be pl'e8 tIaoroucIa ........ ill dati iIItricacies 
ot u .... cW ~ tr. projectiee 01 facts ad &pres ia tile Iona of 
petWk:aI sIat __ pe ........ of quMerly h....w review ... die 
t~"" of r .......... iwI& --.a.I a4bic:e. .. tile case of persoas w. 
8ft ............. InNa I'W-* depanaaIts. ~ ia com-
IDft'rial accou .... sIaoaW be &h'ea ill saIicietIt .... , ... MptII. 
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74. In additioa to, such courses as migbtbe II1'I'8IIged to give effect 

to die above recollUllelldatioD, the Committee suggest that the persoDS who 
art to be appointed as Fmancial Advisers should be givea practical traiDiag 
by posting them. for at least six months to one of the public underfaldngs 
85 .... -studies or as deputies to the Financial Advisers. 

75. The Committee also suggest that a specified number of officers 
sening in Government depalrtments might be selected and trained in 
finaJK"ial management techniques so that wben there is a vacancy in any 
undertaking, persons so trained might be considered along with the amdi-
dates from the open market and those serving in the organbation and 
a ~Iection may be made of the best man among them. 

76. The training should be a regular feature and the list of persons so 
traiDed and who are available for appoinfment shonld be maintained by 
the Bureau of Public Eaterprises and made available to the undertakings 
as and when required. 

H. Financial Adviser and meetings of Board of Directors 
77. At present, different undertakings follow different practices in the 

matter of the Financial Adviser attending meeting of the Board of Direc-
tors. In 42 undertakings, the Financial Adviser attends all meetings, while 
in ] 6 he attends only some. In 26 undertakings, the Financial Adviser 
participates in the meetings, while in others, he puts forward his vi~ws only 
wben he is asked to do so. 

78. During evidence, the Chairman Incharge of Heavy Engineering Cor-
poration Ltd. stated that the Financial Adviser attended the meetings and 
there was no order debarring him from expressing an opinion. However, 
the occasions for his expressing opinion were not many because all agenda 
notes were routed through him. 

79. The Chairman, Heavy Electrica1s (India) Ltd. stated that in the 
memoranda to the Board an indication was given to the effect that financial 
concurrence had been taken. He did not have any objection to the Finan-
cial Adviser attending Board Meetings. The Chairman, Indian Oil Cor-
poration Ltd. also stated that indication was given in the agenda paper to 
the effect that financial concurrence had been obtained. But the practice 
regarding attendance was that the Financial Controller was sent for if neces-
sary. ' 

80. In State Trading Corporation of India Ltd., the Financial Adviser 
attended the meetings and was free to express hi~ opinion on any matter 
which he considered important. In Air India, the Financial Controller was 
present at all the meetings and with the permission of the Chair, expressed 
his views freely. In Fertilizer Corporation of India Ltd. and in Hindustan 
Steel Ltd., the Fmancial Advisers attended the Board meetings and ex-
pressed their views. 
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81. The Secretary, Ministry of Finance stated that instructions had beeD 
issued recently by Government to the effect that the Financial Adviser should 
invariably be invited to attend the meetings of the Board of Directors. 

82. The COII1IIIittee eonsider that tbis is a step in the right directioD. 
It would give the FiDandal Adviser a much Deeded sense of partidpadoa 
in .. anaging tbe affairs 01 tbe undertaIdDg. The CommjUee . feel that it 
is Dot eaougil, if he is ia atteDdance OBIy. Be should be eacouraged to 
adively partidpate in die Board meetiDgs, pat fOl'Wa'd his views whenever 
lie conskIen it neceuary rather tban doiDtc It only when uked to do so. 
The Committee recommend that suitable instructions shoaId be issued 
to all the aadertakiDp. 



m 
CONSULTATION WITH FINANCE 

A. Need for consultation 

83. While majority of the undertakings have laid down that finance 
shall be consulted in one manner or the other, there are a few undertakings 
in which it is not obligatory to consult finance and in some discretion has 
been given to the Chief Executive to determine the cases which would be 
referred to finance. In the following undertakings, nothing is laid down 
in writing, but it has been stated that in practice, the Chief Executives do 
consult finance in the manner indicated below:-

SI. Name of the Undertaking 
No. 

(i) Hin bstan Steel Ltd, 

Details of procedure that is 
followed 

Comequent on the delegation of 
enhanced powers to the General 
Managers in October, 1963" 
no obligation was imposed on 
them for consultation with 
finance. It was left to their 
discretion to frame rules of 
business for consultation whh 
finance. However, General 
Managers do consult finance 
on all matters having financial' 
implications and the "Rules of 
Business for consultation with 
Finance" adopted by the 
General Managers in August,.. 
1963 continue to apply even 
after the delegation of enhanced 
powers. 

(ii) Hindustan Machine Tools Ltd. ' Upto the level of General Mana-· 
gers, prior financial concurrence 
is necessary in respect of all 
proposals having financial im-

~ plications. The Chairman & 
Managing Director has, accord-
ing to the delegation of powers, 
full powers to issue sanctions 
without obtaining any financial 

• 
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(1) (2) 

(iii) Praga Tools Ltd. 

(i'O) India Tourism D:velopment Corpo-
ration Ltd. 

(v) H'nj'lstan Steel Works Construction 
Ltd. 

(l1i) .\bJr<li Refineries Ltd. 

(3) 

concurrence. In actual prac-
tice, however, the Chairman 
and M8.Il~ng Director issues 
sanctions only after obtaining 
financial concurrence. 

There are no set rules in the 
ComFY in respect of matters 
requIring the prior concurrence 
or approval of the Financial 
Adviser and Chief Accounts 
Officer. All j~rtant matters 
however have prior financial 
concurrence. 

The Financial Adviser has a right 
to record his views on all 
financial proposals before they 
are considered by the company. 
The advice of the Financial 
Division ;s obtruned by various 
subject D:visions wherever it is 
felt necessary to de so. 

There has been no delegation 
of powers to FA & CAO by 
the Board on any matter except 
that in deciding tenders FA 
& CAO will be consulted by 
the M.'\nagin~ Director. No 
items have been prescribed 
through regular procedure 
orders for prior concurrence. 

The Board have full powers and 
in terms of the delegation to 
Man"lging D'rector, he !:}1ould 
ordinarily con~ult the Financial 
Adviser on all matter he deems 
it necessary so to do and in 
particular where he !;:eeks to 
have an appraisal of financial 
implications of any transaction. 

84. During evidence, the Financial Adviser 8£ Chief Accounts Officer, 
HindusUln Steet Ltd. stated that whereas in other public undertakings coo-
suhation with finance and concurrence to a certain extent was prescribed, 
in. the case of Hindustan Steel Ltd. even consultation was optional. It was 
not merely a question of overruling the Ymancial Adviser's opinion, but 
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having the option of not consulting him at all. He added that while the 
Chief Executive should have the right to overrule the Financial Adviser, it 
should be necessary for the Chief Executive to consult the Financial Adviser. 

85. The Vice-Chainnan, Hindustan Steel Ltd. stated that when func-
tional board was in vogue, the iunctional directors were more or less like 
'warlords', each having his own little private army in the Plant. The Chair-
man was not given any special power and all directors were almost equals. 
So a decision was taken by th:! Minister to make one Chief Executive fully 
responsible and do away with the system of functional directors. As regards 
the present position, he explained that he was consulting finane.:: on aU 
matters, even those which did not strictly have any financial implications. 

86. Asked whether he had complained to Government or to thc Chair-
man about his not having been consulted on various matters, the Financial 
Adviser of Hindustan Steel Ltd. replied that he had discussed it with the 
then Chairman, who replied that he would consult the Financial Adviser 
whenever he considered it necessary. This matter was a so brought to- the 
notice of the then Secretary, Department of Iron and Steel who promised 
to speak to the Chairman, Hindustan Steel Ltd. He accordingly spoke but 
the matter stood where it was. 

87. The Committee regret to note that satisfactory arrangemeRts for 
consultation with finance have not been made in an important undertaking 
like Hlndustan Steel Ltd. A situation where tbe Financial Adviser is 
consulted only wben it is required, is not a happy one. The corporate 
form itself contemplates management by a committee or group· I~ather 
tban decision by one individual particularly when important decisions 
have far reaching financial implications and corporations tend to grow 
considerably in size. The Committee feel that it was wrong not to make 
it obligatory for the Chief Executive to consult finance on aD important 
matters. That in practice the General Managers consulted finance on all 
important matters and that the present Vice-Chairman consulL~ tne Financial 
Adviser on aD matters is itself an argument that the Fm..,ncial Adviser 
should be a necessary party to all decisions. The Committee recommend 
that steps should be taken to· make consultation with finance obligatory on 
prescn"bed matters. 

88. The Committee are unhappy that even though the FinaJlciaI Adviser 
brought to the notice of the then Chairman of Hindustan Steel Ltd. and the 
then Secretary, Minisa'y of Iron and Steel, the fact that be had not been 
consulted on various matters; no remedial action was taken. The Gov-
ernment have overaU respon.~ibility for the efficient worlting of public 
0Bdertakings aad certain powers have been vested in them to ensure this. 
It is strange dial Govemment were in the first instance not aware of what 
was goiae 011 ia Hindostaa Steel Ltd. What is more surprising is that 
evea after it was ~ to their DOdce, IIOtIIiaI was delle to set matters 
179 (Aii) LS-3 
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right III teIdfted by tile Ymaadal Adviser. If sucb matters are not ~ 
right eh:tiw:Iy .... iprnwodiateIy, tIaey work aJtimately to the detrimeDt of 
the UDdertaldng5. The Committee recommend that due note should be 
taken of this iutuce sad appropriate ac:tioD initiated to easore that there 
ill no soda reaarreace. 

B. Scope for eoasuItatioa 

89. While mO:it of the undertakings refer all matters having financial 
implication to finance, nine undertakings (listed in Appendix VI) refer only 
those matters which involve expenditure. 

90. 1be Committee have outlined the role of the Finaacial Adviser in 
paras 42 to 49 ante. In order to enable him to discharge his functions ill 
conformity with that, it is necessary that he is consulted on aU matters ha,.· 
ing a flaandal bearing, even where DO immediate expenditure is involved. 
It wiD not only keep him weD posted but also infuse a sense of partidpatiOD 
in hi ... 

C. Method of Consultation 

91. From the information supplied to the Committee, it appears that 
while some undertakings obtain prior financial concurrence, some only con-
sult their financial divisions. In a few other undertakings certain matters are 
reserved for concurrence while on others financial division is consulted only. 

92. The Committee discussed during evidence the advantages and dis-
advantages of each practice. The representative of Air India stated that 
in their organisation. a Management Committee had been set up to consider 
all issues relating to management policies and finance was represented on 
it. It was therefore a joint consultation with finance and could not strictly 
be called ·concurrence·. It was stated that such Management Committees 
existed in Fertiliser Corporation of India Ltd. and Heavy Engineering Cor-
poration Ltd. also. 

93. The representative of Hindustan Machine Tools Ltd. stated that 
finance was treated as a management function rather than a controlling fUDe-
tion. All decisions on important policy matters were taken in consultation 
with finance but there was no question of concurrence. In his opinion, 
this arrangement worked better than making concurrence of finance obli-
~atory. 

94. In the Stall" Trading Corporation of India Ltd. concurrence was 
necessary in regard to certain items and in regard to others finance was c0n-

sulted. The Chairman. Heavy ElectricaJs (India) Ltd. stated that in some 
cases s,ecific financial concurrence should be obtained. Otherwise. there 
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'was no protection to the management that financial implications had been 
examined. A clear-cut demarcation should be made between cases requir-
ing consultation and those requiring concurrence. 

95. The Chairman, Indian Oil Corporation Ltd. also agreed that certain 
cases should be earmarked for financial concurrence, but it should be left 
to the Board of Directors to determine the cases which required concurrence 
and those which required consultation. If any outside authority gave 

. direction in thi,; regard, it might create a feeling that the Financial Adviser 
was not a part of the Management, bu~ someone super-imposed. 

96. The Vice-Chairman, Hindustan Steel Ltd. said that in his organisa-
tion the Chief Executive could overrule finance. He added that there 
should not be any rigidity about this question. Top management had to 
work as a team and come to conclusions after mutual discussions. But, if 
the Chief Executive, on whom the entire responsibility lay, was fettered in 

. any manner, it would be difficult for him to discharge his duties effectively. 

97. The Committee are of the view that whereas in most· cases invol-
ving financial implication consultation with finance may be sufficient, it 
is necessary to obtain prior concurrence to major proposals involving 
long term financial obligations or departure from approved plans. It 
should be left to the Board of Directors to determine the matters which 
will be reserved for concurrence of finance and what will be reserved 
for their consultation. In this context, the importance of bringing the 
right attitude on the part of the Chief Executive and the Financial Adviser 
is of vital importance. The Chief Executive on ~ part should appreciate 
that the Financial Adviser has a nsefnI contribution to make. The Finan-
rial Adviser, on his part, should feel that be bas a constructive role to 
play rather than controUing expenditure only. 



IV. 

INVESTMENT 
A. AppI'O?al of ParliameDt 

98. The Committee enquired about the arrangements made at present: 
for giving prior information to Parliament about the capital outlay proposed 
to be made during a financial year on the existing public undertakings and 
those proposed to be set up. During evidence, the Secretary. Ministry of 
Finance stated that the prevailing practice was to give certain details re-
garding the capital outlay. objects and achievements relating to public 
undertakings in the publication entitled. 'Notes on Important Schemes' 
appended to each volume of the Demands for Grant. In respect of new 
undertakings, these details were given along with the supplementary De-
mands for Grant. He admitted that there was no procedure for placing 
before Parliament for approval full details relating to a public undertaking 
before it was set up. 

99. He felt that this raised certain quesions of policy which would have 
to be considered at the highest level. He. however, added that he would 
venture to draw attention to one or two practical considerations. The first 
was that Parliament did not sit throughout the year. A question could-
then arise whether. when the project report was ready and other preliminaries 
had been completed. Government should await a discussion in Parliament 
of the proposal. Secondly, with the continuous increase in the number of 
undertakings that were being set up, whether Parliament would have time 
to have ful1-dress discussion on each proposal. He reiterated that the' 
policy decision would have to be taken by Government and Parliament and' 
that he was only referring to one or two practical considerations. 

100. Pending a decision on this question, he agreed that it would be-
deSIrable to cive more details in the Budget documents about public under-
takings. He referred to the recommendation of the Administrative Reforms 
Commission that some document like the White Paper in the U.K. &bould-
be laid before Parliament. Such document should state in detail the objects 
and functions of the proposed undertaking. expected profitability and its 
financial and other obligations. That recommendation was befgre the -
Cabinet. 

101. This is an important matter and deserves serious consideration by-
Government and Parliament. The investmeDt by Government in public 
undertakings in the form of lhm ettKttlllld loans has assumed huge pro-~ 

28 
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:4'Ortions and is more than Rs. 3,000 crores. The prOVISIons by way 
of equity and loan for the years 1967-68 (revised estimates) and 1968-69 
(budget·estimate) amounted to Rs. 386 crores and Rs. 404 crores respec-
tively. Where such large sums are involved, it is necessary that Parlia-
ment be provided ample time and opportunity to examine the demands and 
accord approval. So far these demands have been treated as part of the 
demands of the administrative Ministries and have been discussed and voted 
as such. 

102. The Committee suggest that whenever demodJ for additional 
investment in public undertakings either by way of loan or equity, are 
placed before Parliament, detalled opto-date information about the 
past inv~ents in such undertakings, their achievements and working re-
sults should be given so that Parliament can exercise more effective scmtiny 
before approving the demands. 

103. So far as new public undertakings are concerned the COJDJDittee 
are of the view that prior approval of Parliament should be obtained 
before registering a Government Company as far as possible. Government 

. should also lay before Parliament a document giving in detail the objectives 
of the proposed undertaking, its expected profitability, financial and other 
·obligatioas. 

B. Equity-debt ratio 

104. In 1960, Government considered the question of distributing the 
investment made in public undertakings in the form of equity and debt. 
It was felt that a 50: 50 distribution between equity and loan might be 
adopted as a working rule. Asked about the suitability of this ratio to their 
respective organisations, 21 undertakings considered it suitable while 36 
undertakings did not. The names of undertakings are shown in 
Appendix-VII. 

105. During evidence, the Committee came across different shades of 
opinion. The Financial Adviser. Hindustan Steel Ltd. stated that private 
sector concerns tried to keep equity as low as possible so that the return 
and dividend could be high. This phenomenon was more clear in the con-
sumer industries where the payback period was short. But in the case of 
heavy industries, it was not generally possible to keep the equity so low. 
However, as far as Hindustan Steel Ltd. wall concerned, equity debt ratio 
of 1: 1 was suitable. 

106. The Vice-Chainnan. Hindustan Steel Ltd. suggested an equity 
debt ratio of 40:60 for capital intensive industries and a ratio of 1:2 for 
other industries. The Financial Director of Indian Oil Corporation Ltd. 
stated that to start with, an equity debt ratio of 1: 1 would be alright but 
ultimately it should be 40:60. 
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101. The Chairman, Heavy ElectricaJs (India) Ltd. considered a&,. 

equity debt ratio of 2: 1 as suitable for heavy engineering industries. Equity 
in such a case would be adequate to cover all the capital investment and 
part of working capital in the initial years. If heavy loans were taken, the 
undertaking would be in the unhappy position of having to pay interest -
even before commencement of production. Such interest got written in 
books and led to further losses. He, therefore, suggested that in the early 
years at least, interest should not be levied. 

108. The Chairman Incharge of Heavy Engineering Corporation Ltd. 
was also of the view that in the case of heavy engineering industry, equity 
should be more than loan in the early years. For some years, the entire 
capital should be by way of equity. The representative of the Fertilizer 
Corporation of India Ltd. stated that the first half of investment should be 
by way of equity and the second half by way of loan carrying interest. The 
representative of Hindustan Machine Tools Ltd. stated that there should 
not be any rigid ratio. The Board of Directors should be given powePl to-
raise Joans or equity when required. 

J 09. The representative of Air India stated that the question of equity 
debt ratio became relevant only when money was borrowed from outside. 
He added that until an undertaking could build itself up to a reasonable 
level of production, the entire investment must come in the shape of equity. 
If Government gave loans and charged interest and if the undertaking 
started operation with a huge loss, it would have a shattering effect on the 
morale of the staff. 

110. Except the Secretary, Department of Iron & Steel, the officials 
of other Ministries were of the view that 1: I ratio should be adhered to. 
The Secretary, Ministry of Finance stated that he would not support the· 
proposition that in public undertakings equity should be higher than the 
loan. Government expected return on both equity and Joan and if the 
undertakings were to give a return of 6 per cent on equity, it would have 
to eam a profit of 12 to t 4 per cent in order to pay it after meeting tax 
obligations. This would involve the undertakings in greater difficulties. 
He. however, added that the ratio of 1: 1 had not been insisted upon strictly 
from the beginning. 

1 t I. The Secretary. Department of Iron and Steel slated that the ratio of 
1 : 1 should not be taken as anything sacred. He added that in the case 
of capital intensive industries the ratio of 1 : t worked out a little unfairly to 
the undertaking. The Secretary, Ministry of Industrial Development and' 
Company Affairs statod that in private sector the equity debt ratio was 1 : 2. 
If it was not possible to altain that ratio, the public undertakings should at 
least maintain 1: 1 ratio and there was DO justification for a higher equity .. 
than that. 
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112. There is thus a marked divergence of opinion between the under-
takings and the Mini*ies in this mattel'. After considering the replies 
pea by .. the IIJldertakin&s and the evidence given before them, the 
Committee qre inclined to think that there caonot be one common ratio· 
applicable to all the undertakings.. Moreover, for the same uadertakiDg 
also one ratio cannot be made appHcabJe for aU times. The Committee, 
therefore, recommend that rigidity may be avoided in applying this ratio 

. to aU public undertakings. If some undertakings make out a strong case for 
altering the mtio, Government should give it due co~deration. The 
suggestion that the first half of total investment should be in the form of 
equity and the other baI! might be in the form of loan also merits consi-
deration. 

113. Anothel- factor which leads to objection to the prevailing ratio 
of 1:1 ~ the obligation to pay interest on loans. It appears, that the real 
objection of the undertakings is to interest liability and not to the ratio 
itself. U a satisfactory solution could be found to this problem, the COlli-
mittee feel that much of the presem objection to the equity-debt ratio of 1:1 
will lose its edge. An arrangement which appeals to the Committee is to 
capitalise interest liability during the construction period and to write it otf 
from profits in the later years. This would aftord adequate retief to the 
undertakings during construction period and also ensure that Government do 
not lose in the bargain. 

C. Capital cost 

(a) Revision of capital cost estimates. 

114. A common feature in public undertakings is that the capital esti-
mates are reviewed many times. There are hardly a few undertakings 
which have not revised the capital cost estimates. In the case of most of 
the undertakings, there have been quite a number of revisions and in some 
cases, the revised total capital cost is substantially more than that origi-
nally estimated with resultant change in the scope and capacity of the 
project. In reply to a question, each undertaking has adduced t:easons for 
revising the capital cost. It is not within the scope of this study to go into 
the merits of revision of capital cost estimates of individual undertakings. 
It is proposed to deal with the general issue arising out of such repeated 
revisions viz., whether any systematic attempt has been made to analyse 
the reasons for such frequent revisions and to evolve remedial measure. 

115. In the course of their examination of individual public undertak-
ings, the Committee have come across some reasons for revision of esti-
mates. Some of them are;-
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(i) Detailed project report estimate did not take into account the 
capital cost of certain items such as township, customs duty 
etc. 

(ii) The original project report estimate was based on a certain 
capacity, but to make the project more viable, production 
capacity was increased or due to non-availability of foreign 
exchange the capacity was reduced. 

(iii) The initial estimates were only rough approximations because 
the project was a new one and adequate data was not avail-
abJe. 

(iv) Delay in the launching of the project and increase in the price 
of plant and machinery in the intervening period between the 
time the DPR estimate was made and the tbne at which the 
project was actually launched. 

(v) Increase in customs duty. 

(vi) Devaluation. 

116. During evidence. the Committee enquired whether arty study was 
made to see whether the same reasons led to revision of cost estimates of 
aeveral undertakings and whether any corrective steps had been taken in 
the light thereof. They also enquired whether it would be desirable to set 
up a special agency for analysing the reasons for enhancement of estimates. 
They were informed that each revision was preceded by a study by the 
undertaking. but that no common study had been undertaken. The wit-
nesses were also not in favour of appointment of such a body which would 
"Iso include outsiders. 

117. It is obvlou.'I that the etfOl't1ll 01 the indiYidoal undertakings In 
going Into tM rt8SODI for revision of capital esti ... tes haTe Dot been 
su~es..'lful in elimiDadDg the causes of remions. Nor do Goventmelllt 
appear to have profited by such exercises because the same phenomenon 
lias been re~ itself. The CommlUee are convinced dud tIIere is need 
for inteame study in this regard. Such. study can H carried out by the 
Bwu.u of Publk Eaterprbes. It would, however, be more etfedive it the 
Bureau co-opts • few otIlcers of the administrative IIlinistries. In the 
ftrst iasfaJace.. • few uncJerlaldap may be selected for study and in the 
11I!ht of the ~ ~ It ... y be detennlaed whether those studies 
would be salldent for draw", ~ for the preparation of eapifaJ 
cost .~ or some fartber stacIies should be atrried out. 

118. 1be importance Of estbutes ia tile detailed projed report Wag 
... reaUstk at possible eeecJs IIardIy -1 empt ch at CIle preJed repoI't 
ror.s tbe very bub 011 wWda Go~ .,.wo.e file protect ad tile 
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capifal outlay. It .. therefore essential that the estimates bike into 
accouat aD foreseeable items of expenditure and indicate the outlay .. 
accurately as possible._ 

119. The. practice 01 making significant increases in the capital cost 
estimates is undesirable. If substantial inC7eases in capital outlay are 
placed before Government for approval after the project has been lunch-
ed, Government are left with no alternative except to approve the increase. 
However justifiable the reasons might be for increase in capital cost 
estimates of individual undertakings, the Committee cannot but deprecate 
the practice. They have pointed out tbe undesirability of tbis practice in 
their earlier reports. They recommend that stem action is called for on 
the part of Government to pnt an end to this nnbealtby practice. 

120. In addition to the above, it sbould be ensured tbat there is no 
laxity or wastage on the part of the project authorities in tbe implemen-
tation of the projects. I. the opinion of tbe Committee, this has been 
a contributory factor to the considerable increase in tbe capital cost esfi.. 
mates of projects. Sucb inc:reases in capital cost lead to increased borde. 
by way of depreciation and interest which would be a recuning liability. 

(b) Over capitalisation 

121. It is common knowledge that there is over capitalisation in many 
public undertakings. The important reasons for it are:-

(i) Practice of providing at the first stage itself in-built capacity for 
bringing about expansion later on· 

(ii) Provision of township and attendant amenities to staff. 

(iii) Interest on loan. 

122. During evidence, the Financial Advjser, Hindustan Steel Ltd. 
stated that planning was done at Government level and that while provid-
ing in-built capacity they were taking a long term view. He added that 
on account of this. the financial results were at a disadvantage and that it 
was a perpetual drag until the achievement of full capacity. The Secretary, 
Department of Iron and Steel stated that it was cheaper and more efficient 
to expand an existing plant rather than set up an altogether new ooe. 

123. The Committee agree that to a certaio extent it wiD, be in the eco-
nomic interest of a plant to provide tor in-boilt capacity. Bot it should 
not be resorted to as a matter of conrse in each case. Before it is decided 
to provide in-bunt capacity, there should be a realistic estimate of die poten-
Cial and eftedive demand yearwise aacI if the demand is likely to increase 
subsbddially witbia say foar or five years, then only in-baRt capacity 
should be pro.wed. At admiated by ihe SemUry, Ministly of F'IJUIIItC 
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aa4 die Secncary, Departmeat of koa aad Steel, the earlier u,sessllleats 
reganIiac ..... d for steel have DOt beea cornd. The Committee have 
COllIe 8CI'OS8 several other cases 01 wroag assessmpt 01 ........... 01 ~ 
eoaI, hea'Y e1edrica1 equipmeDt etc. which they have poiDted out ill their 
reports. SiDee substaDtiai SUDIB life iDvolved iD providiDg in-built capacity 
aad profitability of the underlakinp is also jeopardised due to mistakeD 
assessmeat, the CoDUDiUee reroJJUDelld that utmost care should be exer--
clsecI iD assessIIIg the demaDd. Persons with proveD ability aDd experience 
should be drafted for such work. 

D. WorkiDg capital 

124. At present public undertakings raise their working capital by 
having cash credit arrangements with the banks, mostly State Bank 01 
India. In reply to a question, 19 undertakings informed the Committee 
that they experienced considerable djfficulties in raising working capital 
land the complaints were mostly directed against State Bank of India. II 
was stated that there was delay in getting cash credit, that State Bank of 
India was not providing facilities at competitive rates and was insisting on 
Government guarantees in addition to security of assets. In some cases, 
State Bank of India is stated to have expressed their inability to provide 
funds to the required extent. 

125. As a result of non-availability of working capital, 21 public un-
dertakings have resorted to diversion of capital funds for financing revenue 
operatipns. 

126. During evidence. the representatives of most of the undertakings 
voiced the feeling that it was very difficult to obtain funds from State Bank 
of India under cash credit arrangement. The Secretary, Ministry of 
Finance stated that the undertakings should raise working capital through 
short term loans normally from banks. He added that steps had been 
taken to ensure that the undertakings were able to raise the funds they 
require.d by way of working capital. If the State Bank of India considered 
the security of assets as not adequate, then Government would give a 
guarantee or give n loan themselves to the undertaking. Asked whether 
there was any directive that the public undertakings should deal only with 
State Bank of Tnrua. the Finance Secretary said that there was no specific 
ban on the undertakin8s having dealings with other scbeduled banks. but 
there had been earlier instructions that the undertakings should keep their 
deposits with the State Bank of India. 

127. ne Co 'the....... the paWic ......... .e .... pill 
to -De c •• , Mc.Wdte _ IICC88IIt 01 law"'" ~ eIIIiIII ... ..................... _IIaft .. IIe •••• ~ ..... , ...... 
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objectives of maxim~ production and keeping the costs low. It sufti-
cient funds could not be provided by Government, the least that could 
ba~e been· done by Go~ernment was to arrange for the State Bank of India 
to extend cash credit arrangements expeditiously. It is regrettable that 
Government have not taken adequate steps to resolve these difficulties for 
the undertakings. 

128. The Committee recommend that Government should find oot 
whether State Bank of India will be able to meet the· working capital re-
quirements of aU imbUe undertakings on suitable terms. If it is 'not possi-
ble' the undertakings should be free to raise cash CEedit from other banks. 

129. On their paJt, the public undertakings should work out their 
working capital requirements and exercise stricter conool on outstandings, 
inventories and other current assets. In the opinion of the Committee, 
adequate care has not been exercised in this regard with the result that the 
requiremeats of working capital of public undertakings have increased. 
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WORKING RESULTS 

A. R.etum oa iavestmeat 

130. The statement at Appendix VllI shows the undertakings which 
are earning profit, those which are running in loss and those under cons-
truction. Out of those whkh are earning profits, there are 11 undertakings 
which are not giving a' return on investment which they consider as ade-
quate. A list of such undertakings is given at Appendix IX. 

13 t. The undertakings have given various reasons f.or running in 
losses or giving less than adequate returns. The foUowing reasons appear 
to be common to many undertakings:-

(i) Over-capitalisation. 

(ii) Under utilisation of the capacity created. 

(iii) Surplus staff. 

(iv) Labour trouble. 

131. Over-capitalbadoD has beea dealt with in paras III to 1%3 ante. 
As reprds uader-atDisation of capacity, tbe Committee sagest that each 
uadertaldag should immediately carry out a study for determining the 
extent of Idle cap8('ity, the r~sons therefore, the remedial steps req;dred 
to be takeD .ad the time by wbicb faD capacity is expected to be utiDsed 
_d !iUbmit such study to Gonnuncat. Govel'DJllellt sbotdd keep a watch 
over i~ implementation aad also provide such belp 85 might be aecessary 
to the undertakiap. In future wherever there is under-utilisation of capa-
city, such shady should become a ftKUlar feature and the wort should be 
eMrusted to the Fiaaadal Divisioas. 

133. The problem of surplus staff wiD bue to be tackled on a nation-
wide scale 85 the cateaory 01 uaclertakiap wida sarplut !ltd is ever oa 
eM iDa, .. !!. TIte Committee have come to the coadasioa dud assess-
meat of staB: made by the unclertakiap themselves is usaaOy OD the .... 
!ddt. A!Jsessment may be .... de by speclalised agencies. Alter sudt fiu.. 
doD of std streaatb. Iaerease ia aay category should only be allowed OD the 
basis of iacreaIe Ia prodactiOD. 

134. 11ae Madty Ia layiat oft eoastractioa statt alter the eompIetiea 
of coaslradiOD lias bees • ftDIioas probIeaI fer the pebIk _dertakhIp. 

M 
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V...... soIutioDs have beeR aUaDpted indudJag that of employing dIeIa 
in. the procIuctioa. department after some training. This has its OWII proh-. 
IeIllS because quite oftea they Iadt basic skills aDd as sueh their productmty 
is so low as to affed the produdioa aad profitabiHty of the andenaking.. 
The Heavy EDgiaeeriDg Corporation Ltd. is a case ia point. The Com·· 
mittee therefore recommead that the feasibility of getting clm eagiDeering 
works doae OD coatract basis, or by NadoD" Buildings Con.ruetioD Corpo-
ration or a spedaIised agency to be created for the purpose may be en-
miaecL This will ensure that the construction staft do DOt become a 
permanent liability on the project wben cons.truction is over. 

135. Labour relations is a delicate ~ubject and has to be handled with 
care. Judging by tbe Dumber of undertakings which have beea affected 
by labonr trouble, it is obvious that there is need for co-ordiaated eftort in 
this regard. The Coaunittee recommend tbat a study should be made of 
the reasons for labour trouble in various public. undertakings and. the steps. 
taken to remedy the situation and improve labour-management relations. 

136. The Committee have already referred to the studies made by the 
Bareau of Public Enterprises. The Committee would recommend tbat 
besides the individual undertakings carrying out the studies referred to in 
paragraphs 132 to 135: above, it would be useful if the Bureau UDder· 
takes studies on sue .. subjects as losses, low return on investment, idle 
capacity, labour relations and draw conclusions to enable the Government 
to take remedial measures. 

137. At times, it is not possible to measure the return on investment 
because the undertakings launch expansion schemes simultaneously with 
the original project or first phase. Secondly, the capital outlay on both 
is merged with the result that the profitability of the running project is not 
susceptible to examination. The Committee pointed out that many public 
undertakings were launching expansion schemes without achieving the rated 
capacity of the first phase and suggested the desirability of showing the-
capital outlay on the first phase and on expansion separately. The Secretary, 
Ministry of Finance stated during evidence that the first responsibility of 
the undertaking was to achieve the rated capacity. However, this should 
not lead to a total ban on expansion because in some unde.ta1<i'1gs it 
became necessary to diversify production in response to changi:1:~ demand 
and for undertaking production of new items, fresh investment was neces-
sary. Similarly, it became necessary to undertake production of certain 
items as an import substitution measure. In both cases, expansion should 
be permitted even though the rated capacity might not have been achieved 
with regard to items originally planned. 
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133. The extent of UDder-utilisation of capacity in public UDdertakings 
is a matter of _OUS concern. WhHe the circumstances referred to in the 
precediaa para are genuine enough to wammt &esh investment, such cues 
IhouId be only by w.y of exception. The Committee would urge that 
every undertaking should devote all attention to the early achievement of 
the optimum output. The Committee do not think that demand is clumg-
... 80 fast in the case, of the majority of items produced by public UDder-

takiDp • to render difticult a fairly aecorate assessment. If ,the )Is8ess-
ment of the demand is-; correctly made, there would be DO need for chang-
lag the product-mix at a later stage. The Committee recOJdlllend that great 
care should be exercised in determining the product-mix which should be 
based on a thorough assessment of the demand. 

J 39. As regards the need for showing separately capital outlay on the 
first phase and expansion, the Committee were infonned that separate 
accounts were being kept by the Indian Oil Corporation Ltd. and the Ferti-
lizer Corporation of India· Ltd. The Chairman Incharge of Heavy En-
ginl'l.~rin~ Corporation Ltd. and the Heavy Electricals (India) Ltd. however 
felt that it would not be possible to maintain separate accounts. 

140. The ColRIDittee feel that it is in the interest of each undertaking 
to know the investment aad return from. ~h of its projects and pha~ 
thereof. If thi41 lnfol'lUtioa is not available, adverse trends in the work-
lag of the ant ph85e would go UDnoticed. Even if separate accOODCs are 
IIOt _ntained. the UDdertakiDg.CJ should aUocate the expenditure to die 
respective projects and in the case of COIDIDOD expeaditare distn'bute it 
on a perce .... basis, flO as to get a clear picture of the profitability, 
of each phue. Such proforma aUocation of expenses is beiag made by 
Hin .... Steel Ud, and it should be possible for the otber DQdertakiRgs 
also to do the same. 

l41. For detecting infavourable trends in working results, it is neces-
sary for the financial Division to prepare periodically profit and loss 
accounts. During evidence. the Conunittee were infonned that in Indian 
Oil Corporation Ltd. and Air India. monthly profit and loss accounts were 
prepared. In Hindustan Steel Ltd., Heavy Elcctricals (India) Ltd. and 
Hcavy Engineering Corporation Ltd.. half-yearly profit. and loss accounts 
were prepared. The Committee consider that preparatioB of periodical 
profit and los!! a«oants !4aouId be considered as ODe of the maiD fane-
tioM of the FiaaadaI Divisions. They KcordiDgIy recommead that .. 
~ should prepare such statemeats at least qarteriy, because 
oaIy then it will be possible for the ~ to bow file operatiouI 
results in time Mad dfed IIdjastaIaIb IS IRight be aece5SIIJ for impI'oftil 
,file operatioul re.saIb. 
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142. Concerted efforts are also called for to increase labour producti-
vity in aU the public undertakings. In the opinion of the Committee. the 
present policy of "neither carrots nor sticks" haS not worked very well. 
The Committee recommend that proper incentive schemes should be 
worked out for aU levels of management staft and labour. Research studies 
should also be undertaken for groups of undertakings in the same industry. 
Simultaneously, there should be stricter discipline and public undertakings 
should not hesitate to dispense with the persistently difficult and recalcitrant 
staff. 

B. Projected profit and loss account and Balance Sheet 

143. At present only 17 undertakings (listed .in Appendix X) are 
preparing projected profit and loss account and Balance Sheet for a period 
of five or ten years. The other undertakings were not in favour of doing 
so, as they consider that tfte benefits of such\ an exercise were dubious 
because of various uncertainties. Some undertakings .like the Air India, 
Bharat Heavy EIec1ricals Ltd. and National Newsprint and Paper Mills 
Ltd. prepared a projected cash flow statement. 

144. During evidence the representatives of important undertakings 
agreed that it was desirable to prepare such projected profit and loss 
accounts and balance sheets but there were difficulties, particularly in pre-
paring balance sheets. 

14S. The Committee consider that such projected statements are neces.-
sary adjuncts to proper planning of operations of an undertaking. Such 
projected profit aod loss accOUDts and other statements should be reviewed 
each year in the light of experience gained during the previous year. No 
doubt various factors are involved in such calculations and there might be 
quite a degree of variation which would render close estimates of the profit-
ability forecast a dif6cuJt task. But this factor should Dot deter the under-
takings from making as accurate an estimate as possible. 

C. Dividend 

146. It will be seen from the statement at Appendix XI that only 28 
undertakings have declared dividend so far. Out of the other undertak-
ings which have not declared dividends so far, the following six undertak-
ings have not declared dividend even when they have earned profits: -

0) Shipping Corporation of India Ltd. 
(ii) Oil & Natural Gas Commission. 
(iii) Fertilizer Corporation of India Ltd. 
(iv) National Industrial Development Corporation Ltd. 
(v) Bharat Earth Movers Ltd. 

(vi) National Small Industries Corporation Ltd. 
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147. During evidence, the Chairman, Fertilizer Corporation of India 
Ltd. stated that profits had been invested in new units with the approval of 
Government. The representative of Air India felt that dividend should 
be declared out of profits. The Financial Adviser, Hindustan Steel Ltd. 
stated that it was a common practice to build reserves and make the com-
pany financially stable before declaring dividends. 

148. The Committee enquired whether any order of priority had been 
ftxed for utilisation of surplus of an undertaking and if so, at what stage 
the undertakings were expected to declare dividends. The Secretary, 
Ministry of Finance stated that recently policy guidelines had been laid 
down by Government according to which surpluses should be appropriated 
first for wiping out accumulated losses of previous years, than to write off 
prcliminury ex.penses. As regards the undertakings which were not 
declarill~ dividend despite profits, he said that some latitude should be given 
to those undertakings which worked efficiently and earned profits, to 
finance their expansion programmes out of profits. If they were asked to 
declare dividend and take loan from Government for their expansion, it 
W()utd be a sort of discouragement. 

149. The policy ~uidt>lines referred to in the preceding para were laid 
down nnly la January, t 968. The Committee are surprised that it took 
Government sudl a long time to lay down the policy guidelines. A perusal 
of these instructions shows that declaratioa of divideath should be rGnsi-
cIered after appropriating fnacIs "'to baild up reasonable reserves and to 
aURIDent their iaterDal resoarces to finance tbe approved schemes of capital 
expenditure aad/or to meet its immediate fiDaadal obIigatioas without mocb 
strala". 

150. The ColIUDittee feel tbat ualess dae maximum perceatage of profits 
that call be utilised for buiIdiag up ialeraal resources is laid dowa, dhideads 
.. y DOt be declared for years despite profits. The Conunittee, therefore, 
reconuRflId that the RlaximDlD petmdage of profits that can be utilised for 
.... Udiag up intenal rescMRce5 should be indicated so that some minimum 
ponioa of the surplus is cIedIIred as dmdead. Tbe Conuaitt~ recoaunead 
that suitable iastnadioa. .... y be issued to all the undertakings ill the Jigtd 
of the above ftIDIII'b. 
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BUDGET 

A. Preparation of Budget 

151. Almost all public undertakings prepare annual budgets and analyse. 
:reasons for variations with estimates. However, the Committee came 
:.across one or two instances where no detailed budget estimates had been 
prepared in the first few years. DuriAg evidence, the representatives of the 
undertakings agreed that preparation of such estimates should be compul-
sory. A view was expressed by tbe Director (F"manee), Indian Oil Cor-
· poration Ltd. tbat there should be a specific instruction or provision in die 
· Articles of A!lSociation to the died that no work should be undertaken 
· without a budget. The Committee are of the opinioa that the Govem-
ment should make it obligatory for under1akiDgs to prepare deWled budget 
-estimates. 

. . 
152. From the replies given to the Comrilittee, it is fout1d that 47 under-

takings have laid down the procedure and form of the budget while 20 
undertakings have not done so. Names of the undertakings in the latter 
·category are given in Appendix Xll. The Committee consider that It 
'would be in the interest of pubHc undertakings to lay down the procedure 
:and form of budget. 

153. The analysis of reasons for variation between budget estimates and 
actuals is done by the same section which prepared the budget in 45 under-
"takings, while in 17 undertakings it is done by some other section. The 
Committee were informed by the undertakings in the former category that 
·it was advantageous to have the analysis done by the same section because 
they would come to know of the deficiencies in the preparation of the budget 
and effect improvement. On the other hand, the advantage in hav.ing the 
analysis made by another section was stated to be that it would be more 
effective and independent. The Committee are inclined to think that the 
balaace of advantage would He in favour of baving tbe analysis doae by • 
~n other than dIat which prepares the budget. They would colDllleJHl 
dais system to all public nudertakings. 

154. While majority of the public undertakings get the budgets of the 
-constituent units prepared by the units themselves, in ten undertakings listed 
in Appendix XIII the budgets of comptuent units are prepared by the Head 
{)ffice. TIle Coauoittee feel tbat if the units coucemed are asked to prepare 
6eir OWII badgea, tlley will be more realistic: becall5e they will be prepared 

• 
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.,. penoDI with tint ...... kaowledge. Moreover, die aaifs will feel more-
nlp08liWe for HIIerIaa to the estimates. The COlllDlittee recoauaead that 
file ., __ 01 coaceraed 1IIIit preparing Its OWR budget may IJe adopted by aD 
alae pabIie _dertaklap. 11ae bucJ&ds of the UBits wiD of c:oarse have to be-
approved by the Board of Diredon at the Heed Oftice. 

155. In addition to the general budget, it is necessary to prepare some-
important subsidiary budgets like-(i) Sales budget, (ii) Production budget, 
(ill) Materials budget, (iv) Labour budget, (v) Overheads budget, and (vi) 
Cash budget. It is seen that only some public undertakingJt are preparing 
such subsidiary budgets. 

156. The CoIIIIIIittee recoJDmeM that ia order to have better financial 
eGIdrol "er lWiou acttrities 01 the undertakiag, all undel'takiags 5:~CIJ.l 
..... e .... Wlary baclgeb suited to their requirements. For the industrial 
adenald .... , It Is aeeeuary to prepare a Sales budget before &xing the pro--
«IIIctIoII pI'OIf'Ulme. Baled OR this programme, the different subsidiary bud-
... referred to above should be prepared and the general budget shoIIId be 
• consolidation of those buclgefs. Such. break up of the overall budget into. 
..tIsIdIary budgets would render easy au analysis of reasons for wriatioD.. 

157. A 'ftI')' hnportant subsidluy budget for any undertaJdng is the Casli 
Plow Slaltllle'll' whkh Is aeeessary for ensariag optimum udlisatlon of foRds. 
n ..... at forecasting the fuM of expeaditore .... makes estimates of sales 
reaIisadoas, reaUsatioas of ouCstaadings aad utilisation of iDtemaI resources, 
10 tha& oaty the baIace wID have to be raised by way of cub credit fro • 
..... or IoaaJ fro. Goverameot. 11ais will help iD easuriag that the oat-
tIiCaIIdIDp are DOt aIIowecl to llttOIDulate aDd that iDterest beariog loaDs or: 
cull credits are restric:tecl to the mipimum possible. 

B. GoVentmeat appro'" 

IS8. Except 13 undertakings listed in Appendix XIV, the others do 
DOt submit their revenue budgets to Government for approval. The Com-
mittee asked for the opinion of the witnesses on the recommendation of tho 
Administrative Reforms Commis..~on that a public undertaking need not be 
required to submit its revenue budget for Government approval unless it was 
a deficit budget and Government was expected to make up the deficit. 

159. There was general agreement amq the representatives of under-
takin$s that revenue budgets need not be submitted to Government for appr0-
val. The FinRDcial Adviser of Fertilisei' Corporation of India Ltd. bowever 
lltated that if money was to be provided by Government. then the budge( 
sbould be submitted to them for app«>val, whether it was a revenue budget 
or capital budget. 
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160. The CowlDiHee 8ft ia agreement with the recommendation of the 

Adadaisb'ative Reforms COIIUbi.ssion referred to above. They would, bow-
eftI', like to add that as 800Il as the Budget is approved by tile Board 01 
Directors, it should he leaf to Government lor information. 

161. During ev;idence, the Chairman, Hindustan Machine Tools Ltd.. 
and the Financial Adviser, Fertilizer Corporation of India Ltd. expressed the 
opinion that if funds were oot to be provided by Government, even capital 
budgets need not be submitted to them for approval. The Committee thiDt 
that a capital budget should not be looked at from the point of view of funds 
alone. Evea though an undertaking may have created surpluses to finance its 
capital budget, Government should be satisfied that the undertaking is em-
pIoyiog them judiciously. The Committee are therefore of the view that 
file capital budget should continue to be submitted to Government for prior 
approval. 

C. Release of foRds 

162. Most of the undertakings brought to the notice of the Committee 
that they had experienced difficulties in getting funds released by Govern-
ment and that considerable time was taken in obtaining them. Their diffi-
culty was due to the fact that while the funds required by them were planned 
on a quarterly basis, the releases of funds were made on a monthly basis by 
the administrative Ministry in consultation with the Ministry of Finance. 
Most of· them therefore desired that they should be allowed to draw up to 
90% of the amount sanctioned in the budget without reference to the Mini· 
stry concerned. 

163. In a note furnished by the Government to the Committee after 
evidence it has been stated as follows:-

"Under the Ministry of Finance O.M. dated 21st October, 1960 the 
administrative Ministries were authorised to release funds initial-
ly upto 70% of the actual budgeted amount. During 1964 and 
1965, cases had come to the notice of Government that large 
amounts drawn by these undertakings remained unutilised aDd 
funds released for capital expenditure were divemd towards 
working capital. The total provision of funds for public sector 
undertakings during a year is very substantial and the release of. 
amounts in excess of their immediate requirements strains the 
ways and means position of the Government. It also results in 
funds remaining unutilised for sometime or in the alternative 
temporarily invested in banks, the former increases the interest 
liability of the undertakings, while the latter comers benefit to 
the banks at the expense of the Government In order to en--
force better discipline in the matter of release of funds. the 
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),fjnjstry of Fmance vide its letter dated 31st May, 1965 ad-
vised that the funds required by Public Undertakings be plan-
oed OIl a quarterly basis after taking into account their internal 
resources including the unspent cash balances, and the releases 
be made on monthly basis in consultation with the Finance 
Ministry. These instructions have since been hberalised vide 
Finance Ministry's letter dated 8th January, 1968. The Ad-
ministrative Ministries, during the first three quarters of the 
funds to the undertakings during the first three quarters of the 
financial year, not exceeding the budget allotment without re-
ference to the Finance Ministry. The funds for tbe last 
quarter are to be released in consultation with the Finance 
Ministry 90 as to ensure that large unutiJised cash balances do 
not remain with the undertakings." 

164. The Secretary, Ministry of Finance informed the Committee during 
evidence that during the last two years, the provision made in tbe budgetS 
for public sector undertakings was of the order of Rs. 310 crores and 450 
crores respectively. 

165. TIae Cow-Iftee ... that tile abseace 01 proper daecks may IeIMI 
tell ... , •• Iare wldldrawal 01 faads by. tile _dertaldap. TIley boweTer 
feel .... Go,enaaeat W .... to tile odter ememe 01 es:eessive coatnJI 
by aIIow'IIII ...... 01 ...... 1IIOIdbIy. TIley c:oasIdK that bodl tile poiats 01 
new wHIII be DIet • tIroe .... are r_l'ed oa quarterly..... 'I1Ie Com-
...... do ... dabak ..... it would he adYiIabIe to live full freedom to pablk 
adertakIIIp to draw apto 90% of tile budgeted amouat without refereaee 
to alae ............. 'e MIUtry. A510q as tbey get the requiaeel faads reo-
IeaIed by tile MIIdsIry widIIa a rnsoaabIe tilDe, there is DO aeed for giviac 
IUCh freedoat. SiDce 1IIICIer tile DeW procedare there is DO aeed to eo_ 
the MiaIstry of Fiuace duriag the tint three quarters, theft should be _ 
.... , OD tile part of the MwinWratlTe MIDbtry to ~ fuDds. 

D. Appropriadoas widaia file budget 

166. In reply to a question, majority of the undertakings stated that they 
should be given more latitude in utilising the money within the overall budget 
sanction. Some. however, were of the view that where budget was prepared 
in I"'8t detail, and a plan of production of various products had been framed. 
there was hardly any scope for appropriating the budget provisions. Even 
if such latitude were to be allowed, it should be restncted to appropriation 
within major heads only. 

167. Durlug cvidCllOe, the Conunittce enquired whether precedenco 
should be given to better working results or to adherence to an approved 
plan of produ~tion expressed in the form of budget. The Fmancial Advi-
ser of Hindustan Steel Ltd. said that the two went band in band. 1ho 
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representatives of Indian Oil Corporation Ltd., Hindustan Machine Tools 
Ltd. and Air India were of the view that financial results should be given 
priority, while those of Heavy Electricals (India) Ltd. and Heavy EngilleCI'" 
ing Corporation Ltd. attached more importani:e to reaching the optimum 
level of production. The Vice-Otairman, Hindustan Steel Ltd. stated that 
the plan of· production was prepared by the project authorities themselvea 
and hence there should be no sanctity about it. 

168. In a note furnished to the Committee after evidence, Government 
have stated that at pre!"~t the Board of Directors has been authorised to 
sanction variotions upto 10% of the approved estimate, provided there was 
no substantial change in the scope of the project. Government have sta-
ted that subject to this condition there is no objection to variations being 
made by the public undertakings. 

169. The Committee feel that since public undertakiDgs are to faIldioa 
as commercial enterpnses in the true sease, they should be givea die 
necessary ftexibility in the utilisation of the funds at their disposal. Then 
are of course certain undertakings which produce some specific items Ileca-
sary for the economic and industrial development of the country. BarrIac 
such cases which involve public interest and where adherence to the pr0-
duction plan is essential. the other undertakings most be encouraged" 
bring in a flexible approach in regard to adjusting the prodndioB ,... 
II'8mme in such a way as to earn maximum profits. 
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COSTING 

110. Tweaty..four undertakings. listed in Appendix XV do not have a 
oosting system. The Committee enquired whether cost of production was 
forecast in the detailed project report and annual budget and whether 
actuals were compared with the forecasts. The representatives of Fertili-
zer Cotporation of India Ltd. Indiaa Oil Corporation Ltd., Hindustan 
Machine Tools Ltd .• and Hindustan Steel Ltd. stated during evidence dlat 
the cost of production had been worked out in the detailed project reports. 
The Financial Adviser of Heavy ElectricaIs (India) Ltd. stated that the 
detailed project report indicated only an overall cost of all items and did 
DOt indicate the CO!lt of each product. The Chairman Incharge, Heavy 
Egineering Corporation Ltd. informed the Committee that some idea of the 
u1timate cost of the products had been given in the detailed project report, 
but no detailed breakup was indicated. He added that it was not possible 
for the collaborator~ to have a good idea of it, and that they gave a broad 
indication of the cost of production. 

171. De whole economic SUtteSS of any project depends on an eftideDt 
aacI accurate system of cost control. The Committee would, tlaerefore, urge 
that a proper costiDg system should be lDtrocIuced iD aD public nnderlakiDgL 
Wltbout a proper costing system, it wW DOt be possible to fix the prkes 
('orrectly and to exercise adequate COIltrol over ftrious elements of cost. 

172. De Committee further consider that since the detailed project re-
port is the basis of j~ the profttabDity of a pro~ Government should 
Iasbt that an estimate of the cost of production must be included in die 
detailed project report. The vast experlmce pined so far in establishiag 
ad l"8IIDiag 01 industrial projects should be utilised iu making available to 
die ('OIIsu1tants/coilaboraton such data as may be required by .hem for 
nMTedIy estimating the cost of produdioa and for making an iadependent 
cheek of the estimate made by them. 

173. The Committee note that 3S undertakings have laid doWD tile 
pro«tIore for c:osting ad some out of tbem have a1so evolved pr0-
forma rost sheets. The Committee recommend that similar action should 
1M! taken by aD public 1IIldertakings. 

114. The system of having integrated systems of cost and financial ac-
coul\'ts has been adopted by 31 undertakings, while 20 are not in favour of 
such a sy!'tem. 'The advantage of the system was stated to be that it 
avoided the necessity of reconciling the two and that one set of accounts 



45 

:sufficed.. The disadvantage was stated to be due to the difference in 
.costing heads and account heads which led to delays. 

175. The Committee coasideI' that eacb UDdertaking will be ia the best 
position to judge wheCller or not the integrated system of cost and financial 
.accounts would be suited to it. But wbatevet' the system, collection of cost 
. data sbould be completed as speedily as possible. The statemeut at Appen-
dix XVI shows the time taken by eacb undertaking in compiling cost data. 
It will be seen therefrom that in a number of undertakings, the compilation 
of cost data bikes more than a month's time, and in some cases it takes as 
much as three months. Prompt steps for cost reduction can be taken oDly 
if run data for cost analysis is readily available. The Committee therefore 
recommend that the undertakings should gear up their costing organisations 
so that cost data is compiled by each undertaking within the shortest possible 
mne. 

176. Majority of the undertakings do not have or are not in favour of 
having standard cost system. Only eleven undertakings mentioned in Ap-
pendix XVII are having or are in favour of standard cost system. During 
. evidence, the representatives of important undertakings generally agreed 
. that it was necessary to introduce standard cost system as it would be a use-
ful tool in financial controL But it should be attempted ondy after the 
operations had stabilised to some extent. Otherwise, the standard cost 
would be accepted as sacrosant and there would not be any attempt to 
reduce it further. The Chairman of Fertilizer Corporation of India Ltd. 
stated that they had introduced standard cost system and were comparing 
the actuals with the standard cost. The Chairman Incharge of Heavy 
Engineering Corporation Ltd. stated that the stage of working out standard 
cost had not been reached. The Financial Adviser of Heavy Electricals 
(India) Ltd. stated that for standard products they were estimating 
standard cost and that for tailor-made jobs it was not possible to estimate. 
The Chainnan of Hindustan Machine Tools Ltd. stated that they had in-
troduced the standard cost system right from the beginlning. But they had 
expressed the cost data in physical terms such as, machine hours, material 
etc. instead of expressing in financial tenns. 

177. The Committee feel that introduction of standard cost is very nece-
sary for exercising effective cost control. The standard cost sbould .. 
calculated on the basis of normal Levels of activity and efficiency and should 
he reviewed periodicaDy so as to take into accoUDt changin~ conditioas. 
There may be some d'dJicolty in expressing the standard cost in monetary 
terms, as due to tbe aD ronnd increase in price, _dard cost is likely to be-
come out of date very often. De Committee, therefore, consider tbat H 
will be advaatageous to lay clown physical nonos for determining standard 
cost, Le. die quutity of materials tbat should be consumed per unit of end 
-product, Iaboar hours machine boon etc. pet' unit of end product. 
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PRICING POLlCY 

178. The statement at Appendix XVIII shows the undertakings whicln 
enjoy freedom in determining the pricing policy. Out of those under-
takings in respect of which Government fix the prices, three relate to oil; 
industry viz., Indian Oil Corporation Ltd., Oil and NaturalGas Com-
mission and Cochin Refineries Ltd. Prices of petroleum products are" 
fixed for the country as a whole by Government. As regards Fertilizer 
Corporation of India Ltd. and Fertilizers and Chemicals Tranvancore Ltd., 
Government released 30 per cent of production for direct sale in October, 
1966. This was increased to 50 per cent in October, 1967 and with effect" 
from ht October, 1968 cent per cent release is expected to be made. If 
these are left out, the other undertakings in respect of which Govemment 
tilt the price fatt under two categories (a) those whose profitability is re-
duced on account of such fixation and (b) those which are put to a loss. 

179. The undertakings falling under the first category and the difficul-
ties exPerienced by them are given below:-

(i) In1ian Telephone Industries 10% margin is provided on cost 
Ltd. plus ba<;;s. But the margin is 

not enough for building up' 
internal resources. 

(ia) Hindustan Cables Ltd. Profit margin allowed was 10 % 
But since the base cost was 
1965-66 cost, the actual margin" 
works out to 6 to 61 12% 
only. 

(iii) NEPA Mills Ltd. Price was fixed in 1958 and has 
remained uncht'nged. The-
price fixed is lower than the 
price of imported newsprint. 
Hence profitability has been· 
reduced. 

(iv) Hindustnn Antiboiotics Ltd. Price fixed for streptoJnyc;n hasf 
resulted in loss. Prices 0 
sub-divided products do not 
appear to have been based on" 
s~M1tific evall'aric-n. Pricing po-
lky is responsible for low profits 
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180. The undertakings which have sufiered loss and the difficulty ex .... · 

:Perlenced by them are given below: 

(i) Indian Airlines Corp:lration 

(ii) Nltioml Mineral D :velop:n::nt 
G)rporation Ltd. 

(iii) Bharat Earth Movers Ltd. 

In 1956 , Air Transport Council 
recommended a fare structure 
on a teles copic basis. In-
creeses in fares, have there-
after not kept pace with the' 
rising cost of other items, vi B" 
cost of aircraft, cost of fuel 
and wages. 

Exports being effected at a price 
agreed to by Government with 
the ]apane;e Steel Mission. 
Export is resulting in loss in 
respel."t 0f Kiriburu project. 
In respect of other project, the 
margin of return is low. 

To a certain extent, losses may 
be suffered due to limitations 
imposed on fixation of price' 
by DGE&D. 

] 81. The reasons for Government taking over the responsibility of 
fixation of prices are different in the case of different undertakings. For 
example, the prices which could be charged by the Nation.al Mineral Deve-
lopment Corporation Ltd. were governed by the need for earning foreign 
exchange, while prices allowed to be charged by Hindustan Antibiotics Ltd. 
were presumbaly goverened by considerations of making essential life saving 
drugs available at reasonable prices. The Committee agree that Govern-
ment should be the ultimate authority to decide the items whose price should 
be fixed by it. But they feel tbat it would be in the fitness of things if the 
method of price tixation is fair to the andertaking concerned. 

182. Different public undertakings have determined their pflcmg 
policies on different considerations, such as, cost plus basis, import parity, 
etc. In reply to a question of the Committee, 26 undertakings expressed 
themselves in favour of cost plus basis, 4 were in favour of import parity 
price basis, 7 were in favour of market price basis, 10 felt that one uniform 
policy applicable to all public undertakings was not possible .. 

183. The Committee feel that it is not possible to lay down any uniform 
metbod 08 the basis of which the public undertakings can he asked to deter-
mine the prices of their products; Their pricing polley wiD natoraDy ... 
pend on diftereat seDing conditions, soch as competitive selling, partial mo-
aopoly, total monopoly, selliDg in public iDterest, semng only to Government 
etc. Public underfakiDgs should Dot, however, lose sight of the basic fact tIurt 
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.1IIey .... ,lOve to be TiDle ecoDOlDie aaits aad eara a reaisoaahIe rebIrII 
. 011 capital employed 80 .... they could coatribute to geMI'8I reveaes. 

184. WIIea aD 1IIIdenakiDg is to sell ia a competitive IIIIU'ket, ........ et 
price should be the pidiag fador. If, however, tbe public undertakiag is 
able to produce at a much cbeaper rate diu the market price, it should set 
aD eumple by adjustiag its price to the level of cost of production plus aD 

adequate retuna OD iavestment. 

185. 18 the case of partial aDd total moaopoly, the priaclple of a.st of 
procIudioa pial reasonable margin will have to be c:arefaDy applied because 
It will Dot leave uy iDcentive to reduce the cost of prodacdon. Rather, the 
guanmteed return wHI be acting as an adverse lactor iu controlling costs. 
A suggestion made in this regard is to apply the import-parity price. The 
difficulty In this method is that Indian conditions differ vastly from CORdi-
tiOD.'1 In foreign countries and therefore comparison should, more appr0-
priately, be made with the home market price in those COUJItries and not to 
the laIlded cost, because DOt infrequently, export prices are subsidised 
diredly or incl1rectly. 

186. Quite often public undertakings are given partial or total monopoly 
In produciDa certain Items as an Import substitution measure or for boostiBg 
exports. It is but right that when undertakings discharge such responsibili-
des tbey should DOt be asked to run at a loss by beiug compelled to seD at 
prices towel' than their cost of production. In such cases the cost or 
production and a reasonable margin should be allowed to the undertakings. 
But to counter uy apprebeosion that it would lead to laxity on the part of 
the undertakiDp in controUiug costs, the cost of production should be 
determined by a body of persons which includes some impartial outsiders 
aL'iO. The same coasideratious apply wben the QJldertaldngs ;are required 
to sen something in public interest at a pm lower thaD the cost of produc-
tion. In ca..~ where the only buyer b a Government departmeDt, the price 
lIhould not be allowed to exceed tbe cost of prodactiou plus a reaSOlWble 
margill. 

187. Tile ColDllliUee are 01 the view that in cases where the publici 
undfl1akiags are required to undertake the produdion of an uaprofitable 
item at tbe instuce of Government, specific directives should be issued by 
GovernDlellt to the unclertakiag coacemed. 

188. 1lIese are ouIy geDCl1ll guideliaes. 1be COIIUDiUee recommend 
thai tile items produced by dilenat public IIDdrtakiap shonld be cIusified 
lido cIbtiad groups .... the guidinc faders lor cletenainiag dle priciaa 
pelky .. eadl tp'OUp sIIo8W. he laid dowa -'y GevenbDell4 baftlc _ Fe-
. pnI to the c:oasamers" iIlleresls. 
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AUDIT 

A. Statatory audit 

189. All the Government companies are subject to audit by chartered 
'accountants generally caIled Statutory Auditors. The appointment of 
.~uditors is made by the Central Government on the advise of the Comptrol-
ler and Auditor General. By virtue of the power vested in him under 
Section 619 of the Companies Act, the Comptroller and Auditor General 
.can give directions to the auditors regarding the manner in which the Com-
pany's accounts shall be audited and can give such auditors, instructions in 
regard to any matter relating to the performance of their functions. Soch 
directions were issued by the Comptroller and Auditor General in 1962, 
:and further modified in 1965. A copy of the directions issued by the 
Comptroller and Auditor General is given at Appendix XIX. The Statu-
tory Auditors also submit copies of their Audit Reports to the Comptroller 
and Auditor General who has the right to comment upon or supplement 
such Audit Reports. Any such comments upon or supplement to the 
Audit Report are required to be placed before the Annual General Meeting 
of the Company at the same time and in the same manner as the Audit 
Report. 

190. In addition, the Comptroller and Auditor General has authority 
under Section 619 (3) (a) of the Companies Act to conduct a supple-
mentary or test audit of the accounts of these concerns. The results of 
such supplementary audit are reported by him to Parliament through the 
Audit Report (Commercial) every year. 

191. The role of the Comptroller and Auditor General in the audit of 
public undertakings was briefly discussed by the Public Accounts Com-
mittee (1962-63), in para 2 of their Seventh Report (Third Lok Sabha). 
That Committee had observed that "they are satisfied that on the basis of 
the reports received from the professional auditors with reference to the 
directions issued to them by the Comptroller and Auditor General from 
time to time and on the result .. of his own supplementary and test audits 
he will be able to prevent a broad and objective review of a number of 
.companies in each Audit Report so that all of them come within the scope 
~f such review in a few years time". 

49 
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192. In reply to a question, the Committee were informed by 44 under-
takings that they did not experience any difficulties with regard to tJlo,. 
present audit arrangements. However, 19 undertakings (listed in Appen-
dix-XX) stated that there was duplication of audit work between tho· 
statutory auditors and the Comptroller and Auditor General's audit team 
and that much valuable time of the company was taken in making arrange--
ments for audit and in answering the queries of audit teams. 

J 93. During evidence majority of the undertakings which were repre-· 
sented before the Committee, were of the view that the scope of the 
statutory auditors might be enlarged so that the Comptroller and Auditor 
General's audit team may concentrate on audit from a higher angle. The 
Hindustan Steel Ltd. have further stated that for the purpose of carrying 
out audit from its propriety angle, Comptroller and Auditor General's 
audit seemed unavoidable under the existing provisions of law and conse-
quently duplication of audit or overlapping had to be accepted. The areas 
were practically co-extensive. although Comptroller and Auditor General's 
audit wag a test audit. It was added that if by special legislation audit 
by only one agency could be provided it would reduce cOnsiderable strain· 
on pubHc sector companies. 

194. The Committee also ascertained the views of the representatives 
of important undertakings regarding the recommendation of the Adminis-
trative Reforms Commission to constitute Audit Boards. The important 
features of the proposal of the Commission are given below:-

(i) Four or five Audit Boards should be constituted, each dealing 
with specified sectors of public enterprise. 

(il) Each Board should have five members; three should be perma-
nent members common to all the Boards and should be 
seniOr officers belonging to the organisation of Comptroller 
& Auditor General. The other two members should be 
part time and might be nominated by Government in con-
sultation with Comptroller and Auditor General. They 
might be serving officials or non-officials. 

(iii) For conducting regularity audit, the Audit Boards may also 
utilise the agency of professional auditors and for efficiency 
audit the Audit Board will utilise its own stall. For each 
undertaking. combined audit parties comprising the staff of·· 
Audit Boards and professional auditors should be formed 
1\0 that their task. may be carried on concurrently and col-
lectively. 

(iv) Audit Board should finalise their reports after discussion in the 
presence of the representatives of'public undertaldngs and 
the MioiJtries coocemecI. 
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(v) A systematic appraisal of the performance of public undertakings 
should be undertaken by t he Audit Boards, taking into 
account the constraints under which the undertakings 
function. 

195. The Vice-Chairman, Hindustan Steel Ltd. stated that even in 
France, where the scheme was in operation, it was not a success. Asked 

. whether technical people should be associated with Comptroller and Auditor 
'General's audit staff, he said that it was not necessary. The Financial 
Controller of Air India stated that if the Audit Board was kept within the 
wing of the Auditor General, it would not achieve the purpose. 1be 
Chairman Incbarge of Heavy Engineering Corporation Ltd. stated that the 
introduction of the Audit Boards would create more complications and 
affect audit work. The Financial Adviser, Heavy Electricals (India) Ud. 
stated that if the intention was to centralise audit, it was a step in the right 
direction. But if it was to be some permanent Board in respect of all 
industries in a particular lone, then it would be overdoing audit. 

196. The Chairman, Indian Oil Corporation Ltd. stated that if the re-
wmmendation of the Administrative Reforms Commission would mean that 
instead of two sets of audit there would be only one, then it would be wel-
·come. He, however, felt that Comptroller & Auditor General's audit party 
might not be able to carry out efficiency audit. The General Manager, Re-
fineries Division clarified that the proposed Audit' Boards were intended to 
a>nduct statutory audit as well as efficiency audit and were not to be in 
addition to statutory audit. ' 

197. The officials of important Ministries who gave evidence before the 
Committee were of the view that the setting up of Audit Boards would bo 
an improvement on the existing arrangements for audit. The Secretary, 
Ministry of F"mance referred to the general feeling in the minds of many 
people in public undertakings that the audit by Comptroller and Auditor 
General was not efficiency audit but was more or less of the same nature 
as audit of Government departments. Since the main function of the 
Audit Board would be to carry out efficiency audit. it would be a consider-
1lble improvement on the existing practice. He expressed the view that it 
would also serve to remove the existing overlapping of audit between the 
'Statutory auditors and Comptroller and Auditor General's audit team and 
to streamline the audit work. The Secretary, Ministry of Industrial Deve-
lopment and Company Affairs stated that the present tendency of a detailed 
audit by Comptroller and Auditor General's audit team was not entirely 
suitable to the circumstances in which the public undertakings were working 
He welcomed the proposal of Administrative Reforms Commission for com-
posite boards which would carry out general appraisal of the workiDg of the 
public undertakings. 
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198. The Secretary, Department of Iron and Steel stated that what: 
mattered was not the agency but the nature of audit. He cited the example-
of U.S.A. where the Comptroller & Auditor General did the audit of public 
undertakings but in a manner which was completely different from that ap-
plicable to Government Departments. The Special Secretary, Ministry of 
Petroleum & Chemicals stated that his Ministry had not an opportunity to 
examine the proposal of the Administrative Reforms Commission but prima 
jocie it appeared to be an improvement OIl the existing arrangements. The 
representative of the Ministry of Commerce stated that the reCommendation-
of the Administrative Reforms Commission would be a distinct improve-
ment on the present practice. 

199. 1be COIRIIIittee are coaviDced that the suppIemeDtary or test audit 
ef the aeroaats of public UIldertaIdnp by the ComptroUer and Auditor 
GeaeraI Ia 80Rle lorm or tile other Is es&eIItiaI to easare tIIeir aetOIIIItabiIify 
to Govenuaeot and PIII"Iiaaaeat. They feel that tile existiDa 81T811&emeatB 
have been worklag by and large satisfactorily. If some undertakings have 
experienced procecIwaI dUlicultles ill attending to two audit parties at the 
..... dme, these CIIII be solved by greater eo-ordiaatioa betweea the Comp-
troller ItIId Aadltor GeaenI's otftce ... the IIIatatory aoditon. 

100. The statutory IUldIton are responsible for the accuracy of the 
acc:ouats aDd lor certifyiag that the balance-sheet and profit aDd loss account 
Fe a true aDd fair view 01 the dairs of die company. Tile Committ~· 
lad that the scope of the aormal audit by the statutory auditors has bees 
coaslderably eaIarged by the directions issued to them by the ComptroDer 
aad Aaclltor GeneraL Normally, therefore. tbere may be DO Deed for the-
Comptroller a Auditor Creeeral to eDaliDe die Initial ac:coaats aad go over 
&be IfOIIIId already covered by the sbltatory aocIiIors. The CollllDiUee .... 
01 die view ..... the supplemeatary audit 01 tile Comptroller aad Auditor 
GeaetaI sbouh:I c:Oaceatnlte more oa e8icieacy-cum-proprtety-audit so that 
IUs reports to Parliament live an overall apprUial of the &aaadaI work-
ilia 01 the ~ The COIIIIIIittee futber reeoauaead dud tedI8i-
cal penoaaeI may be associated by the Comptroller &: Auditor GeoeraJ 
with his std. so that the audit parties may be reiaforced ia naJaatiac 
... appnlsiaa e8ldeacy ia operatioa ad JDaIlIIIemeat of the-
adatakiap. n.e Cnmmittee suaest that • beginning may be made iD 
dais diredloa on aD experimeatal basis. 

201. 'The COIDIDittee would DO( like to apnss any opiDioD oa the 
rec:onuaeaclaCioas of die AdadaisCraIIve Reforms COIIIIDI5sioD regardiaJf 
fonaadoa of Aadit Boank. From the evidace before ftteIa, it appean 
dud the Col'ft"RllleaC COIIsicier It to be a distiad improvemeat 0Tel' tile pre-
.. ~ DuriIlw dbcassioas. tile _jar uadertUiIIp also appeared 
10 wekome the pcoposai It. it woeId meaa eadiDg the preseat .taaJily of 
..tit WOI'k. TIle C .......... haft 110 douW tIaat Wore ..... tIedsioa 
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ill this matter, dae Govemmeat wiD ensure, tbat any Dew system will DOt. 
ooly make audit more purposeIuI, but also go a step further in makinl 
ParliameDfs COIdroI over the public UDdertakings more effective. 

B. IntemaI Audit 

202. The Committee noted that though most of the undertakings havo 
organised Internal Audit Departments, 18 undertakings listed in Appendix-
XXI have not organised any system of Internal Audit. The extent of 
check also differs from undertaking to undertaking. In 3 undertakings In-
ternal Audit undertakes a cent per cent check, while in 26 undertakings a 
test check or percentage check or random check is carried out. In 11 
undertakings, there is a cent per cent check in respect of some trans-
actions and a test or percentage check in respect of other transactions. In 
written replies furnished to the Committee, majority of the im-
portant public undertakings have expressed the view that it woul!i 
not be desirable to attempt a uniformity in the extent of checks to be ap
plied by internal audit. While some have stated that a cent per cent 
check would not be necessary and that a percentage check would suffice, 
there are others who have stated that the scope of Internal Audit would 
be dependent upon the existence of pre-audit. In their view, internal 
check should be in built in the system of accounting and that internal audit 
should essentially be to ensure that the built-in check was functioning 
effectively. 

203. In! reply to a question regarding the role and scope of Internal 
Audit, 19 undertakings expressed the view that internal audit should be 
confined to regularity audit only, while 40 undertakings stated that it should 
extend to an overall appraisal of the financial transactions. During 
evidence, the representatives of all important undertakings agreed that in-
ternal audit should extend to over-all appraisal. The Finarlcial Controller 
of Air India stated that while entrusting that function' to internal audit, 
action should be taken to a.<'f>OCiate technically qualified persons because· 
appraisal was not a function to be done by accountants only. The Finan-
cial Adviser, Fertilizer Corporation of India Ltd. stated that theoretically 
efficiency was something very desirable, but difficulties would be experi-
enced in practice. He therefore suggested that it would be better to have 
a management audit team. This suggestion found favour with the repre-· 
sentatives of other undertakings also. 

204. Au effective system of IAtemaI Audit is 811 important instrument 
of financial CODtroL The CommiUee, therefore, urge that those undertakings 
1t'Iddt have Dot so far !let up Internal Audit Departments should do We) . 

immecIiately. 
205. ne rniew of the 8ttC)oIIw'. -of pabIk nndertakings preseady doH· 

.,. 8ae Directcw of Couaaeadal AMit gives a useful aaalysisof ~. 
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ad a limited IlUIIIber of ratios are calculated. Since the review is 
.. the aature of a post-mortem, the exercise bas limited utility. The Com-
mittee bave c:anfuIIy coasldered the need for providing a medumism for 
continuous appraisal of eftidency during the operation of a concern. 'I1Iey 
feel tllat Internal audit should discharge this fuumon. Besides, quarterly 
profit and lou accounts should be prepared as suggested in para 141 ante 
aad they should be analysed and various accounting ratios sbould be 
worked out. A con.siderable amount of iDfarmlltiou can be gleaned &om 
sadI ratios and analytical study, which could provide guicleliaes for effediag 
impro'Vements in operation and perfol'llUUlCe. They also assist in identifying 
areas of weakaeu and laxity in control. Where feasible. inter-unit Com-
parison may also be effected. 

206. The Committee are al50 of the 'View that functions of an Internal 
Audit Department should include a aitical review of the systems, pr0-
cedures and the operations as a whole. rather than merely of the account-
Ing work.. They are inclined to agree with the idea to associate teclmially 
qualified persou with professional IICcountants and to make internal 
audit a part of tbe fundions of the III8Il8gement andit team.. As 
regards actual extent aad nature of checks to be exercised by the Internal 
Audit Department, the Committee feel tbat no uniformity can be prescribed 
as the checks will depend upon tbe pecuUarity of tbe organisation and the 
quality of internal control iD each oncIertakiDc. 

207. The Coaunittee are abo of the view that (or being eftecti'Ve, it Is 
necessary to Jive c:ertain amount of iadependence to the IDternal Audit De-
partmeat wlthia the admiaistrative set up of the oade:rtakiDg. They tbere-
fore feel that the Internal Audit Department should Dot function under tile 
penoD who is respoasibIe for maialeuDce of accounts, but should be direct-
ly UDdH the Flaandal Amber. or the Managing Director as the case .... y 
be. 



X 
MISCELLANEOUS 

A. Depreciation 

208. Until 1963-64, public undertakings provided for depreciation ac-
!COrding to the reducing balance method. However, following the recom-
mendation of the Estimates Committee, Government issued instructions to 
all public undertakings to provide for depreciation according to straight 
line method. Though the change over has been given effect to by majo-
rity of the public undertakings, 13 undertakings (listed in Appendix-
XXII) are still following tbe reducing balance method. In reply to a ques-
tion opinions have been expressed in favour of both methods as shown 
lbelow:-

A dvantages of straight line method 

(i) The element of depreciation to be charged in the accounts is 
pre-cietermined and has not to be calculated afresh every 
year. 

'(ii) The method is quite simple to understand and does not require 
complicated calculations. 

,(iii) The charging of depreciation in the accounts is uniform from 
year to year. 

:(iv) As compared to the reducing balance method, the depreciation 
chargeable in the initial years of operation of the factory is 
much less with the result that comparatively better position is 
shown by the accounts. 

(v) The cost of the asset is recouped quicker than if the reducing 
balance method is followed. 

Advantages of reducing balance method 

(i) This method tends to equalise the charge to revenue from year 
to year on account of depreciation and repairs and maintenance 
of assets. In the initial years, the depreciation will be Iaeger 
but repairs and maintenance will be smaner. In the succeed-
ing years, depreciation wiD be smaller, but the expenditure on 
repairs and maintenance wiD be greater. 

(ii) Two sets of documents have to .be prepared one for purposes 
of annual accounts providing for depreciation under the 

179 (All) LS-5 5S 
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straight line method and another for purposes of Income-t.ax: 
providing for depreciation under the reducing balance method. 

209. Coasideriq aD upeds of the qaetdoa, the COIDIIIiUee are in ~ 
meat with the dedsiOD to bdroduce sCnipt 'iae method aad would leeom-· 

mead its adoption by the ~ wbidf han IIGt introduced it ad far. 

2161. TIle eo--w- IIOte that dilereat undertakiap "ve iaid do'WD 
ell ... ntes of depreciatioa for same class of assets. nae ColIIDIittee c0n-
sider dial ............ roaaparisoa of the workiag of pubfie uadertakiagS, 
~ of the' diltreat classes 01 ~ and lying dmm 
the ,... at which they sboDld he depredated would be necessary.. If for 
purf' ... 01 rates of depredation, it becomes difticult to treat all public 
UDdertakIDp alike, they should be poaped accordiDg to the nature of tile 
Indastry ud uniforms nte 01 depreciation of assets ~ ~ made ap. 
plkab1e to the undertaklnp In each group. 

B. FlD8IICiai powers 

211. Wmle majority of the undertakings consider their financial powers 
adequate. 13 undertakings listed in Appendix XXIII have desired that their 
powers, particularly the maximum limit upto which capital expenditure can· 
be incurred should be increased. The Cotmnittee find that the limit upto· 
which a public undertaking can sanction capital expenditure differs from: 
undertaking to undertaking. Some examples are given below:-

S1. Name of undertaking 
No. 

Rs. in lakhs. 

Capital eXpenditure limit 

--------------------------------------------------
I Cochin Refineries Ltd. 
2 Fertilizers and Chemicals Travan-

core Ltd. 
3 Hindustan Antibtotici Ltd. 
.. Hiftdustan Machine Tools Ltd. 
S Ait India 
6 tndl1m Air'i1lt<; Corpotation 
7 National iWneral Development 

Corporation Ltd. 
8 Hindustan In'!~des Ltd. 

50 

40 
2S 
25 
10 

10 

10 

10 

212. ft will lit -- ....... .-. ~ -..e .... em-
HIIlorfty to iacur capIaaI esptdure aplo ..... 1IaaIt, tile ....... ..... 
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II8CIertaIdDp like Air India, Iadiaa AirIiIles Corporatioa aDd IIiacIvsCaD 
Meebiae Tools Ltd. are lower. lbe Committee recommead that the powers 
.,ed by all die 1IIlClertakinp s.hooId be reviewed aad refixod in such a 
maDDer as to bear relationship to die total capital outlay and the UDal 
capital expeaditure incurred by an uadertaking. Such limits should , lie 
reviewed periodically with a view to making suitable adjustments. 

C. Financial Rules 

213. It will be seen from the statement at Appendix XXIV that 35 
undertakings have either adopted Government rules or modelled their rules 
on Government rules, while 27 have framed their own rules or consider 
that Government rules are not suited to them. Duri.ng evidence, the Sec-
retary, Ministry of Industrial Development & Company Affairs stated that 
there had been no instructions, that Government rules should automatically 
apply to public undertakings. In the earlier years, the undertakings adop-
ted Government rules probably because they had no ready-made rules 
and regulations. He added that with the passage of time the undertakings 
had started having their own rules and regulations and were not following 
Government rules. 

214. The Committee recommeud that efforts should be made to stan-
dardise the financial rules applicable to public undertakings ou the basis of 
the experience so far gained. A Standard Accounts Manual should also be 
compiled and adopted by the individual undertakings with \such IIIIOCfIfica-
dous as might be considered necessary. 

D. Account heads 

215. Although most of the undertakings have classified their account 
heads these do not correspond to the heads in the detailed project report. 
In this regard, only 27 undertakings (listed in Appendix XXV) have al-
ready taken action or propose to take action. Unless the account heads 
in the detailed project report and the account books tally, it -Hill not be 
possible to check whether the actual expenditure on a particular item has 
exceeded the estimate made in the detailed project report, to anaJyse 
reasons therefor and to take corrective measures. The COIIImittee, there-
fore, recolOlllelld that aD pubtic undertakings should use the same accoUDf 
IIeads in the AccollllC Books as given in the Project Reportsu far as 
possible. In the ~ of those udertakiDgs where detailed project reports 
are already ia existence, action may be take. to redistn1Mlte the expendi-
ture esfimated in the detailed project reports under beads used in the ~ 
~ books. The feasibility of tIrawiag up a list of staadard 8CCOUUts 

heads ..... wbidt espeaditure shoaIcI lie estbnated wbiIe preparing a de-
tailed project report III8Y also be examined. 
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216. I. additioa, the aecouat IIeads sIIouId also correspoad to the ..... 

aet .... 10 dud progressive expeaditure IUIdeI' eac:h bead am be watdaed 
....... tile IJadpt provisioa aad 881 l'UIatioa can be prompdy broagIat to 
the aodee of the .augemeat 

NEW DELHI; 
April 22, 1968. 

-~--,----,--

Vai.rakha 2, 1890 (Saka) 

D. N. TIWARY, 
Committee on Public Undertakings. 

Chairman, 



APPENDICFS 
(The information given in the Appendices is based on the written repliea 
furnished by the undertakings. Only those undertakings have been includ-
ed which had given specific and clear replies). 



,1\PPENDIX I 

,( Vide para ') 

ILi6t oiFublic Undertakings covered in the stlJl4y 

~1. Air India. 

2. Ashoka Hotels ~d . 
. 3, Bharat Al~ Company Ltd. 

-4. Bharat Earth Movers Ltci. 
5. Bharat Electronics Ltd. 

,6. BharatHeavy Electricals Ltd. 

7. Bharat Heavy ,,4ate& Vessels Ltd. 

8. Bokaro Steel Ltd. 
9. Cement Corporation of India Ltd. 

10. Central Fisheries Corpora.ti.o:o Ltd. 

11. Central Road Transport Corporatio.n Ltd. 

·12. Central Warehousing Corporation. 

13. Cochin Refineries Ltd. 

14. Damodar Valley Corporation. 

15. EP$iBQetS ~dia Ltd. 

,i 6. Export Credit & Guarantee Corporation Ltd. 

17, Fertilizers ~ Chemicals TravlIJIcore Ltd. 

18. Fe~~/Colpot~on of. lJWia Ltd. 

19. Film Finance Corporation Ltd. 

20. Garden Reach Workshops Ltd. 

21. HeaN)' ~ (India) Ltd. 

22. Heavy Engineeriag Corporation ,Ltd. 

23. Hind~ AMooa.u.tics Ltd. 

24. ~tan Aatibiot;.csLtd . 

. 25. Hindustan Cables Ltd. 

26. Hindustan HOUIlb1g P~ry Ltd. 

27. Hindustan Insecticides Ud. 

28. Hindustan Machine Tools Ltd. 

·61 
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29. Hindustan Organic Chemicals Ltd~ 
30. Hindustan Salts Ltd. 
3!. Hindustan Steel Ltd. 
32. Hindustan Steelworks Construction Ltd. 
33. Hindustan Shipyard Ltd. 
34. Hindustan Teleprinters Ltd. 
35. Indian Airlines Corporation. 
36. Indian Drugs & Pharmaceuticals Ltd. 
37. Industrial Finance Corporation of India. 
38. Indian Oil Corporation Ltd. 
39. Indian Rare Earths Ltd. 
40. Indian Telephone Industries Ltd. 
41. India Tourism Development Corporation Ltd. 
42. Instrumentation Ltd. 
43. Janpath Hotels Ltd. 
44. Life Insurance Corporation of India. 
45. Lubrizol India Ltd. 
46. Madras Refineries Ltd. 
47. Manganese Ore (India) Ltd. 
48. Mazagon Dock Ltd. 
49. Minerals & Metals Trading Corporation of India Ltd. 
50. The Mogul Line Ltd. 
51. National Buildings Construction Corporation Ltd. 
52. National Industrial Development Corporation Ltd. 
53. National Instruments Ltd. 
54. NeyveU Lignite Corporation Ltd. 
55. National Mineral Development Corporation Ltd. 
56. National Newsprint & Paper Mills Ltd. 
57. National Projects Construction Corporation Ltd. 
58. National Research Development Corporation Ltd. 
59. National Seeds Corporation Ltd. 
60. National SmaU Industries Corporation Ltd. 
61. Oil & Natural Gas Commission. 
62. Prap Tools Ltd. 

63. Pyrites & Chemicals Development Co. Ltd. 
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64. Rehabilitation Industries Corporation Ltd. 
65. Shipping Corporation of India Ltd. 
66. State Trading Corporation of India Ltd. 
67. Triveni Structurals Ltd. 



APPENDIX n 
(Vide para 7) 

Undertakings which do not have a separate Financial Division 

1. Cement Corporation of India Ltd. 
2. Central Fisheries Corporation Ltd. 
3. Central Warehousing Corporation. 
4. Export Credit and Guarantee Corporation Ltd. 
S. Film Finance Corporation Ltd. 
6. India Tourism Development Corporation Ltd. 
7. Industrial Finance Corporaticn of India. 
8. Life Insurance Corporation of India. 
9. The Mogul Line Ltd. 

10. Natiooal Buildings Construction Corporation Ltd. 
11. National Industrial Development Corporation Ltd. 
12. National InstnuneDts Ltd. 
13. National Newsprint &: Paper Mills Ltd. 

.14. National R.esearcb Development Corporat.ion Ltd. 



APPENDIX m 
(Vide Para 21) 

Statement shoming the undertakings in which Financial Adviser is ezppoiICte,J 
by GtnJernment and those in which he is appointed by the Board of 

Directors 

Appoi ntment by Government 

I. Bharat Aluminium Co. Ltd. 
2. Bharat Earth Movers Ltd. 
3. Bharat Electronics Ltd. 

4. Bnarat Heavy ElectriClls Ltd. 

s. Bharat Heavy Plate & Vessels Ltd .. 

6. Bolcaro Steel Ltd. 
7. Cem!llt Corp:>ntion of India Ltd. 

8. Central Roa:l Transp::Ht Corp)ra-
tion Ltd. 

9. Cochin Refineries l.,t(l. 

"10. Damoiar Valley Corporation 
II. Engineers India Ltd. 

Appointment by Board of 
Directors 

I. Air lndia. 
2. Ashoka Hotels Ltd. 
3. Central Fisheries Corporation 

Ltd. 
4. Central Ware~ousing Corpora-

tion. 
5. Fertilizers & CheI!Ilica1s Travan-

core Ltd. 
6. Hindustan Machine Tools Ltd. 
7. In:ii In Airlines Corp Hation 

8. In 1ian Rare Earths Ltd. 

9. blaticmal Inm Jments Ltd. 
1(1). N'eyveli Lignite Corporation Ltd. 
II. National Seeds Corporation 

Ltd. 
12. Export Credit & Guarantee Corpo- 12. Triveni Structurals Ltd. 

ration Ltd. 
~. Fertilizer Corporation of India Ltd. 
14. Garden Reach Workshops Ltd. 
IS. Heavy Electricals (India) Ltd. 
16. Heavy Engineering Corporation Ltd. 
17. Hindustan Aeronautics Ltd. 
18. Hindustan Antibiotics Ltd. 
19. Hindustan Cables Ltd. 

20. HindustanHousing Factory Ltd . 
. 21. Hindustan Insecticides Ltd. 

6S 
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22. Hindustan Organic Chemicals Ltd. 
23. Hindustan Shipyard Ltd. 
24- Hinduatan Steel Ltd. 
2,. Hindustan Steelworks Construction Ltd. 

26. Hindustan Teleprinters Ltd. 
27. Indian Drugs & Pharmaceuticals 

Ltd. 
28. Indian Oil Corporation Ltd. 
29. Indian Telephone Industries Ltd. 

30. India Tourism Development Corporation Ltd. 
3 I. In8UUment8tion Ltd. 
32. J anpatb Hotela Ltd. 
33. Lubrizol India Ltd. 
34. Madru Refineries Ltd. 
3'. Mayagon Dock Ltd. 
36. Minet'8la & Metals Trading Corporation of India Ltd. 
31. National Buildinp Construction Corporation Ltd. 

38. National Mineral Development Corporation Ltd. 
39. National Newsprint & Paper Mills Ltd. 
40. National Projec:t8 ConstrUCtion CoIpOradon Ltd. 
41. National Small Industries Corporation Ltd. 
42. Oil & Natural Gas Commiaaion 
43. Pnp Tools Ltd. 
44. Pyrites & Chemica1a Development Co. Ltd . 
• ,. Rehabilitation Induatries Corporation Ltd. 
46. Shipping Corporation of India Ltd. 
7. St ate TradJna Corporation of India Ltd. 



APPENDIX IV 

(Vide Para 51) 

Statement shor:oing the fJiefDsof un:lertakings regarding source of selection 
of Financial Adoiser. 

'Undertakings in favour 
of deputationists. 

I. Ashoka Hotels Ltd. 

2. Bharat Aluminium 
Co. Ltd. 

3. Bhlrat E3rth Movers 
Ltd. 

Undertakings in favour 
of direct recruitment 

or promotion from 
within. 

I. Air India 

2. Bharat HelVY Elec-
trieals Ltd. 

3. Bokaro Steel Ltd. 

Undertakings which 
desire best man from 

any source. 

I. Bharat Electronics 
Ltd. 

2. Bharat Heavy Plate 
~ \Tessels Ltd. 

3· Engineers India Ltd. 

4. C~ment Corp:lt'ation 4· Fertilizer Corporation 4· Fertilizers ~ Chemi-
of India Ltd. of India Ltd. cals Travancore Ltd. 

5. Central Road Trans- 5· Heavy Electricals 5· Heavy Engineering 
port Corporation Ltd. (India) Ltd- Corporation Ltd. 

6. Central Wa .. ehoasing 6. Hindustan Insecti- 6. Hindustan Antibio-
Corporation. cides Ltd. tics Ltd. 

,. Drn'):ilr \TaUey 7. Hindustan Machine 7. Hindustan Housing 
Corporation. Tools Ltd. Factory Ltd. 

-S. Garden Relch Work- 8. Hin:iu~tan Salts Ltd. 8. Hindu~tan Organic 
shop'! Ltd. Chemicals Ltd. 

9. Hindustan Aeronautics 9· Hindustan Steel Ltd. 9. Indian Oil Corpora. 
Ltd. tion Ltd. 

1:0. Hindustan Glbles Ltd. 10. Indian Airlines 10. Indian Telephone 
Corporation. Industries Ltd. 

II. Hin:iu~an Shipyard II. Indian Drugs~ II. Janpath Hotels Ltd. 
Ltd. Pharmaceuticals Ltd. 

12. Hindustan Steelworks 12. Indian Rare Earths 12. The Mogul Line 
Construction Ltd. Ltd. Ltd. 

13. Hindustan Teleprin- 13· Madras Refineries 13. Nati.:mal Instru-
ters Ltd. Ltd. ments Ltd. 

14. India Tourism De-
velopment Corporation 
Ltd. 

14. National Buildings 
Construction Corpo-
ration Ltd. 

14· National Mineral 
Development Cor-
poration Ltd. 



Undertakings in favour 
of deputationists. 
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U ndertak:inp in favour 
of direct reauitment 
ot~&em 

within. 

Undertakings which 
desire best man from 

any BOutte. 

I S. Instrumentation Ltd. IS. Nationallndustritd IS. Nadonal Newsprint 
Development & Paper Mi1Is Ltd. 
Corporation 
Ltd. 

16. Lubrizol India Ltd. 16. NeyveU Lignite 
Corporation Ltd. ' 

16. S~ Trading 
Corporation of India 
Ltd. 

17. Mazagon Dock Ltd. 17. National Small 
Industries Corpora-
tion Ltd. 

18. Minerals & Metals 18. Oil & Natural Gas 
Tradin, Corporation Commission. 
of Indta Ltd. 

19. National Seeds 19. Pyrites & Chemicals 
Corporation Ltd. Development Co., 

Ltd. 

ao. Praga To.)b Ltd. ao. Shipping Corporation 
of India Ltd. 

21. Rehabilitation lndus- 21. Triveni Struct1l1'als 
tries Corporation Ltd. Ltd. 



ApPENDIX V 

(Vide Para 62) 

Functions of Financial Adoiser 

I. Bharat Alwniniwn Co. Ltd. 
2. Bharat Electronics Ltd. 
3. Damodar Valley Corporation 
4. Engineers rndia Ltd. 
s. Fertilizers & Chemicals Travancore 

Ltd. 

6. Fertilizer Corporation of India Ltd. 
7. Garden Reach Workshops Ltd. 

8. Hindustan Antibiotics Ltd. 

9. Hindustan Housing Factory Ltd. 

10. Hindustan Insecticides Ltd. 
II. Hindustan Shipyard Ltd. 

12. Hindustan Steel Ltd. 
13. tndian Airlines Corporation 
14. Indian Oil Corporation Ltd. 
IS. Indian Telephone Industries Ltd. 

16. India Tourism Development 
Corporation Ltd. 

17. Janpath Hotels Ltd. 
18. Lubrizol India Ltd. 
19. Nationallnstruments Ltd. 
20. Neyveli Lignite Corporation Ltd. 
21. National Projects Construction 

Corporation Ltd. 

Undertakings which have not laid
down. 

I. Air India. 
2. Ashoka Hotels Ltd. 
3. Bharat Earth Movers Ltd. 
4. Bharat Heavy Electricals Ltd_ 
s. Bharat Heavy Plate ;; & Vnftls; 

Ltd. 

6. Bokaro Steel Ltd. 
7. Cement Corporation of India 

Ltd. 

8. Central Road Transport Cor-
poration Ltd. 

9. Central Warehousing Corpora-
tion. 

10. Heavy Electricals (India) Ltd. 
I I. Heavy Engineering Corporation 

Ltd. 
12. Hindustan Aeronautics Ltd. 
13. Hindustan Cables Ltd. 
14. Hindustan Machine Tools Ltd. 
IS. Hindustan Organic Chemicals-

Ltd. 
16. Hindustan Steelworks Cons-

truction Ltd. 

17. Hindustan Teleprinters Ltd. 
18. Indian Rare Earths Ltd. 
19. Instrumentation Ltd. 
20 . .Madras Refineries Ltd. 
21. Manganese Ore (India) Ltd. 

.. 



22. Oil & Natural Gas Commission 
23. Pyrites & Ch~micl1s Development 

Co. Ltd. 
24. Shipping Corporation of India Ltd. 
25. State Trading Corporation of India 

Ltd. 

22. Mazagaon Dock Ltd. 
23. Minerals & Metals Trading 

Corporation of India Ltd. 
24. The Mogul Line Ltd 
25. National Buildings Construction 

Corporation Ltd. 
26. National Mineral Development 

Corporation Ltd. 
27. National Newsprint & Paper 

Mills Ltd. 
28. National SeedS Corporation 

Ltd. 
29. National Small Industries 

Corporation Ltd. 
30. Praga Tools Ltd. 
3 I. Triveni Structural s Ltd. 



APPENDIX VI 

(Vide Para 89) 

Undertakings which refer only matters involving expenditure to finance, 

1. Hindustan Housing Factory Ltd. 
2. Indian Oil Corporation Ltd. 
3. Instrumentation Ltd. 
4. Manganese Ore (India) Ltd. 
5. National Instruments Ltd. 
6. National Newsprint and Paper Mills Ltd. 
7. Neyveli Lignite Corporation Ltd. 
8. Pyrites & Chemicals DevelOpment Co. Ltd. 
9. TriveDi Structurals Ltd. 

71 
179 (AU) LS-6. 



APPENDIX VB 
'(Vide pat3 ,. 104) 

Equily-tkbl Ration 
__ ._ .. ~._ .. __ •••• _ ~ _. ,~_. ':,'~ _~_. ~A __ • __ • ____ ._. __ ._ 

Undertakings which have no, objection 
to the prevailing ratio of I : I 

Undertakings which do not 
cort'3icler the preVailing ratio of 
I : I as saitable t.(} thrm 

.. _ ...•. , .•. ------------- --------------
I ,- .. -,-.. --'-----,,--,-.. "'-.~ -'~'-'------..,-------

I. A~hoka HoteL<- Ltd., I. Bharat &rth Movers Ltd. 
2. HI,Mat Heavy Plate and Ve~seh Ltd. 2. Bharat Heavy Rlectrica1s Ltd. 
3. Cement Corporation of 11ldia Ltd. i 3.Central Road TraMport Cor-
4. Eng:n"!ers India Ltd. poration, Ltd. 
s. Film Fin:mce CnrpMltion Ltd. 4. Central Warehousing Corpo-
6. Garden Reach Work.,hops Ltd. ration. 
7. Hindu'Itan Hou<;ing F.1C~i'lry LtJ. s.Cochin 'Refineries Ltd. 
8. HinJustan In~ecticides Ltd. 6. Export Credit and Guarantee 
9. Hindustan Organic Cht':nicru .. Ltd. Corporation Ltd. 

10. Hindllstan Shipyard Ltd. 7. Fertilizers and Cll'~micah 

II. Hintht.'ltan Teleprinters Ltd, Travancore Ltd. 
u. Indian Airlines Corporation 8. Fertilizer Corporation of India 
13. lnd·nn Oil Corporation Ltd. Ltd. 
14. Indi:t~ Rare Earth .. Ltd. 9. Heavy Ele(.'U'ica1s (India) Ltd. 
I S. Indian Telephone Industries Ltd. 10. Heavy Engineering Corpora-
(6. l.ubrizol India Ltd. tion Ltd. 
[7. Madra'! Refineries Ltd. 
(8. N.!ttion:tt Newsprint and P.lp:r 

Mill .. Ltd. 

I I. Hindustan Aeronaut:c'l Ltd. 
Il. Hindustan Antibiotics Ltd. 
13. Hindustan Cables Ltd. 

(9. Pyrite; and C',e.-n;cah Develop:nent 14. Hindustan Machine Tools 
Co. Ltd. J S. Hindustan Steel Ltd. 

20. State Trading Corporation ot India 16. Hindustan Steelworks Co~-

Ltll. truction Ltd. 
J.7. Triveni Structurals Ltd. 17. Indian Drugs IDd Pharmaceuti-

cals Ltd. 
18. India Tourism Developmm 

CorpJration Ltd. 
19. Instrumentation Ltd. 
20. Janpath Hotels Ltd. 



I 

21. Manganese Ore (India) Ltd. 
22. Mazagon Dock Ltd. 
23. Minerals and Metal~ Trading 

Corporation India Ltd. 
24. National Buildings Construc-

tion 01rporati(ln Ltd. 
25. Nat;('n!!! Industrial Develop-

ment Corporation Ltd. 
26. National In'itruments Ltd. 
27. Neyveli Lignite Co~poration 

Ltd. 
':.>8. National l\lineral Develop-

ment Corporation Ltd. 
29. National Projects Constructkn 

Corporation Ltd. 
3". National Research Development 

Corporation Ltd. 
3 I. National SeeJ.., Corpor~-tion 

Ltd. . 
32. National Sm!ll~ lndustries Cor-

por9tion Ltd. 
33. Oil and Natural Gas 

ComnUsrion. 
34. Praga Tools L1d. 
35. Rehabil;t~(on Indm.u·es Cori-

poratkn Ltd. 
36. Shipping Corporation of Inda 

Ltd. 
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APPENDIX IX 

(Vide para 130) 

Untkrtakings which are giving return but not a return which they consider 
adequate 

1. Ashon Hotels Ltd. 
2. Bharat Earth Movers Ltd. 
3. Fertilizer Corporation of India Ltd. 
4. Hindustan Antibiotics Ltd. 
S. Hindustan Cables Ltd. 
6. Indian Airlines Corporation. 
7. Indian Oil Corporation Ltd. 
8. The Mogul Line Ltd. 
9. National Small Industries Corporation Ltd. 

10. National Newsprint & Paper Mills Ltd. 
11. Oil & Natural Gas Commission. 
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APPENDIX X 

(Vide para 143) 

List of undertakings which prepare projected profit and loss account and 
Balance Sheet 

1. Bharat Aluminium Co. Ltd. 
2. Bharat Earth Movers Ltd. 
3. Bharat Eleotronics Ltd. 
4. Cochin Refineries Ltd. 
5. Damodar Valley Corporation. 
6. Garden Reach Workshops Ltd. 
7. Heavy Electricals (India) Ltd. 
8. Heavy Engineering Corporation Ltd. 
9. Hindustan Insecticides Ltd. 

10. Hindustan Organic Chemicals Ltd. (Propose to undertake) 
11. Hindustan Steel Ltd. (P & L Ale only) 
12. Indian Oil Corporation Ltd. (Marketing Division- P &: L 

account only) 
13. Indian Telephone Industries Ltd. 
14. Lubrizol India Ltd. 
15 . National Seeds Corporation Ltd. 
16. Shipping Corporation of India Ltd. 
17. TriveDi Structurals Ltd. 
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APPENDIX Xi 
(Vide para 146) 

Under/liking! which have d«:Iored dividend so ,tIT 
1. Air India. 
2. Ashoka Hotels Ltd. 
3. Bharat Electronics Ltd. 
4. Central Road Transport Corporation Ltd. 
S. Central Warehousing Corporation. 
6. Garden Reach Workshops Ltd: 
7. Hindustan Antibiotics Ltd. 
8; Hindustan Cables Ltd. 
9. Hindustan Housing Factory Ltd. 

10. Hindustan Insecticides Ltd. 
11. Hindustan Machine Tools Ltd. 
12. Hindustan Steelworks Construction Ltd. 
13. Hindustan Teleprinters Ltd. 
14. Indian Airlines Corporation. 
15. Indian Oil Corporation Ltd. 
16. Indian Rare Earths Ltd. 
17. Indian Telephone lodustries Ltd. 
18. Industrial Finance Corporation of India. 
19. Manganese Ore (India) Ltd. 
20. Mazagon Dock Ltd. 
21. Minerals & Metals Trading Corporation of India Ltd. 
22. The Mogul Une Ltd. 
23. National Newsprint & Paper Mills Ltd. 
24. National Instruments Ltd. 
25. National Projects Construction Corporation Ltd. 
26. Praga Tools Ltd. 
27. Sambhar Salts Ltd. (A subsidiary of Hindustan Salts Ltd.) 

28. State Trading Corporation of India Ltd. 
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APPENDIX XII 

(Vide para 152) 

List 6f undertakings which have not laid down .he procedur~ for pre-
pllI'tltion of budget 

1. Ashoka Hotels Ltd. 
2. Bharat Heavy Plate Be Vessels Lad. 
3. Cement Corporation of India Ltd. 
4. Engineers India Ltd. 
5. Export Credit & Guarantee Corporation Ltd. 
6. Fertilizers & Chemicals Travancore Ltd. 
7. Film Finance Corporation Ltd. 
8. Hindustan Antibiotics Ud. 

9. Hindustan Or~anic Chemicals Ltd. 
10. Hindustan Shipyard Ltd. 
11. Hindustan Steelworks Construction Ltd. 
12. India Tourism Development Corporation Ltd. 
13. Lubrizol India Ltd. 
14. Mazagon Dock Ltd. 
15. Madras Refineries Ltd. 
16. National Buildings Construction Corporation Ltd. 
17. National Seeds Corporation Ltd. 
18. Praga Tools Ltd. 
19. Pyrites & Chemicals Development Co. Ltd. 
20. Rehabilitation Industries Corporation Ltd. 
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APPENDIX xm 
(Vide para 154) 

List 01 undertakings which get the budgets of constituent units prepared 
at Head Of/ice 

1. Central Fisheries Corporation Ltd. 
2. Central Warehousing Corpontion. 
3. Export Credit & Guarantee Corporation Ltd. 
4. India Tourism Development Corporation Ltd. 
S. Janpatb Hotels Ltd. 
6. Mazagon Dock Ltd. 
7. National Research Development Corporation Ltd. 
8. National Seeds Corporation Ltd. 
9. Rehabilitation Industries Corporation Ltd. 

10. Shipping Corporation of India Ltd . 

• 2 



APPENDIX XIV 

(Vide para 158) 

Usl 0/ undertakings which submit their revenue budgets to Government 
jor approval 

1. Bharat Heavy Electricals Ltd. 
2. Cement Corporation of India Ltd. 
3. Central Warehousing Corporation. 
4. Heavy Electricals (India) Ltd. 
5. Heavy Engineering Corporation Ltd. 
6. Hindustan Organic Chemicals Ltd. 
7. India Tourism Development Corporation Ltd. 
8. National Industrial Development Corporation Ltd. 
9. National Research Development Corporation Ltd. 

10. National Small Industries Corporation Ltd. 
11. Neyveli Lignite Corporation Ltd. 
12. Oil & Natural Gas Commission. 
13. Rehabilitation Industries Corporation Ltd. 
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APfENDm xv 
(Vide para 170) 

List of Undertakings which do "ot have cost QCC'OfImting tiynmt 

1. Bharat Aluminium Co. Ltd. 
2. Bbarat Heavy Plate & Vessels Ltd. 
3. Bokaro Steel Ltd. 
4. Cement Corporation of India Ltd. 
S. Central Fisheries Corporation Ltd. 
6. Central Road Transport Corporation Ltd. 
7. Central Warehousing Corporation. 
8. Engineers India Ltd. 
9. Export Credit & Guarantee Corporation Ltd. 

10. Film Finance Corporation Ltd. 
11. Hindustan Organic Chemicals Ltd. 
t 2. Hindustan Steelworks Construction Ltd. 
13. India Tourism Development Corporation Ltd. 
14. In!ltrumentation Ltd. 
1 S. Life Insurance Corporation of India Ltd. 
16. Lubrizol India Ltd. 
17. Madras Refineries Ltd. 
18. Minerals & Metals Trading Corporation of India Ltd. 
19. The Mogul line ltd. 
20. National Industrial Development Corporation Ltd. 
21. National Research Development Corporation Ltd. 
22. Rehabilitation Industries Corporation Ltd. 
23. State Trading Corporation of India Ltd. 
24. Triveni Structurals Ltd. 



APPENDIX XVI - ... ..... 

(Vide para 175) 

StlJtemenc showi1zg the lime taken by 'Undertakings in compiling cm·t dota 

I. A'ihoka Hotels Ltd. 
2. Bharat Earth Movers Ltd 
3. Bharat Electron:cs Ltd . 
4. Bharat Heavy Electricals Ltd. 

5. Bharat Heavy Plate & Veosels Ltd .. 
6. Co:hin Refineries Ltd. . 
7. Damodar Valley Corroration 
8. Engineers India Ltd. 
9. Fertilizers & Chemicals Trav:mcore 

Ltd. 
10. Fertilizer Cqrq)11r. tinn of India Ltd. 
II. Heavy Electricals CIl'dia) Ltd. 
12. Heavy Engincerint?: Olrporation Ltd. 

13. Hindustan Aeronautic,> Ltd. 
Il. Hindustan Antibiotics Ltd. 
15. Hindustan C:lbles Ltd. 
16. Hindustan Housing Factory Ltd. 
17. Hindustan Insecticide.., Ltd. . 
18. Hindustan Machine Tools Ltd. 
19. Hindustan Shipyard Ltd. 
30. Hindustan Steel Ltd. 
21. Hindustan Teleprinters Ltd. 
22. Indian Airlines Coporation 

(Daily) 
C3 to 4 months) 
(I month) 
(Before the end of the fotlow'n~ 

month) 
(Under construction). 
(15 days) 
(35 days) 
(Information not furni~hed) 

(Month follr'Wing): 

(4th week of the following montt) 
(3 month~) 

(1 month in HMBP nnd 2 mont) s 
in FFP) 

(Second mon:h following). 
(3 weeks) 
(Ii mont):;s) 
(3 weeks). 
(15 days). 
(3 weeks.) 
(20 days). 
(Middle~of :JUcceeding month). 
(about I ,11omh) 
(I month). 

23. 1ni'an Drugs & Pharmaceuticals Ltd. (10 days). 
~. Indian Oil Corporation Ltd. \.15 to 20 day~ after closing (f 

35. In{ .an Rare Earths Ltd. 
26. Indian Telephone Industries Ltd. 
27. Janpath Hotels Ltd. 
28. Madras Refineries Ltd .. 

accounts jn res~ct of Re
fineries and Pipelines Divisi('ln 
Infonnation regarding Market-
ing Division not furnished.) 

(2nd or 3rd week of next month): 
(By second follOWing months). 
(I day) 
(Daily) 



z,. Manganese Ore (India) Ltd. 
3 •. Mazagon Dock Ltd. 
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31. Mineralc; & Metals Trading Cor-
poration of India Ltd. 

32. National Instruments Ltd. 
33. Neyveli Lignite Corporation Ltd. 
34. Natilmat .\tiner')'1 D!Velop:nent C)r-

poration Ltd. 

(end of next month). 
(end of next months). 
( 3 week .. ). 

C3 to 4 months). 
C3 to 4 week'». 
(end d next month). 

35. National Newsprint & Paper Mills Ltd. (10 days after receipt of reportS 
from production departments,) 

36. National Projects Con'itruction Cor- (end of following month). 
poration Ltd. 

31. National Small Industries Corpora- (Information not furnished.) 
tion Ltd. 

~. Oil & Natural Gas Com:n;ssion 

39. Shipping C )~plration of India Ltd. 
40. State Tradh:; C·)rp·)r.ltion of India 

Ltd. 

(Nil time schedule at present· 
Propose to compile in 8 weeks' 
time). 

(8 to 10 week .. ). 
(10 days.) 



Al-PENDIX XVII 

(Vi4e-pctnl '176, r 

(j ndertakings having or in tav()ur of having standard cost system 

1. Fe~r· Corporation of India· Ltd. 
2. Fertilizers & Chemicals Travancore Ltd. 
3. Garden Reach Workshops Ltd, 
4. Hindustan Housing Factory Ltd. 
S. Hindustan Insectici4es Ltd. 

; "~\ .' .. 
6. Hindustan Organic Chemicals Ltd. 
7. Indian Telephone Industries Ltd. 
8. Madras Refineries Ltd. j 

9. National Instruments LttJ. 
10. Praga Tools Ltd. 
It. Rehabilitation Industries Corporation Ltd. 



f 
! 

.... 

-

APPENDIX ·XVDI 

(Yide para 178) 

Undertakings which enjoy freedom of determining pricing policy. 

1. Bbarat ElectroDics Ltd. 
2. Bharat Heavy Electricals Ltd. 
3. Damodar Vallcy CorporatiOD. 
4. Export Credit & Guarantee Corporation Ltd. 
S. Engineers India Ltd. 
6. Garden Reach Workshopa Ltd. 
7. Heavy Engineering Corporation Ltd. 
8. Hindustan Housing Factory Ltd. 
9. HiDdustaD IDsecticides Ltd. 

10. Hindustan Machine TQOls Ltd. 
11. Hindustan Salts Ltd. 
12. HiDdustan Teleprinten Ltd. 
13. Indian Drugs & Pharmaceuticals Ltd. 
14. Indian Rare Earths Ltd. 
1 S. India Tourism Development Corporation Ltd. 
16. Lubrizol India Ltd. 
17. Mazaaoa Dock Ltd . 
18. Minerals & Metals TradiDg Corporation of India Ltd. 
19. National Instruments Ltd. 
20. Ncyvc1a Lignite Corporation Ltd. 
21. National Seeds Corporation Ltd. 
22. Prep Too" Ltd. 
23. State Trading Corporation of 1Ddi. Ltd. 
24. TriVODi Structurals Ltd. 

II 



APPENDIX XIX 

(Vide para 189) 

Directions given by Comptroller & Auditor General to statutory auditon 
under Section 619(3) 01 the Companies Act, 19S6. 

I. System of Accounts and Book-keeping. 

In respect of the following matters, please offer your observations on 
the basis of your examination of the books of accounts of the Company:-

(1) Are there any important deficiencies in the accounting system 
for the purpose of "auditing in depth" and in the manuals 
and other instructions laying down the detailed accounting 
procedure and specifying the financial powers, duties and 
responsibilities of the different officers? 

(2) Is there an effective system of reconciliation of the books by 
taking out periodical trial balances and is the reconciliation 
of the baak accounts, control accounts and subsidiary accounts 
(including those pertaining to the branches and units) upto-
date? 

(3) Are property jPlant Registers kept up-to-date and reconciled 
with the financial books? Any important cases of failure to 
report to the Accounts Department regarding the disposal of 
items of property, plant and equipment may be mentioned. 

( 4) Is the allocation of expenditure during construction between 
Capital and Revenue properly done so that the cost of an 
identifiable unit of plant (e.g. coke oven in Steel Plant) can 
be ascertained? If not the defective cases should be indicated. 

II. Internal Control. 

(1) Has a Manual outlining the scope and programme of work for 
the internal audit been drawn up? If so, is the programme kept up? 

(2) (a) ,Are you satisfied that the important points thrown up by the 
internal audit have been considered by the Administration and necessary 
action taken? If not, indicate the more important points on which con-
sideration/action is. outstanding. Have any drawbacks in the system of 
internal control been noticed? 

(b) Is the procedure for write-off, discounts, refunds, etc. adequate? 

89 
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(3) Does the Company prepare capital, revenue, production and ...,. 
tilldgets for a financial year witif}~-~ sufficiently in advance? 
1(10, the actual performance. in relation to the budget provision and the 
reasons _ Jiven by the Manaaement for 'abnorinai" variations, if any, may be 
indi!i~ . .t# {"~( 1.1 H ~ -~",':\i1'~''-' ~ ',.,- ,. ~:,~ ..• ""-'-:.' .. " •. t~'-! " 'H' \ ~_.: 

III. Manufocturing and Production Accounts. 

( 1) Does the Company maintain periodical quantity accounts of pro-
ducti~n of tthhm~Jbr prOdtlCti?' 'Row CId~ co~ with the periodital 
tarjeis iitXf!d1"- '_,ll, '-"""". :' '-- ',-:,-". 

(2) Are the existing Manufacturing Accounts drawn up properly? 
Wber~ ; apprOPriate, iiht! libeS~of ''itnprOmncntmay-be 4Ugzestcd. 

".~..,.,; '.",',.n~ ir._~·-~i n ~i' ! .-.. . 1 '. _ -" '_ 
(3) Are records maintai~ed for detemili~ing'the re~iiOns' in produc-

tion? Have you noticed any a~rmal ~ariation' -"", -, 
(4) Cost Accounts:-

<"a) Does tbeOompany prepare accounts indicating the cost of 
e~h: Unit of- its major proc:lucts?, H~ve you any co'mments to 
make' on tHe effectimte5s' of the system of oosiing and also 
any suggestions to make on the maintenance oI~t records 
or.~stri~t~ of :ov_~r~s? Are, ~costs C()IDpiied, in, time, 
or is there a time lag lit-(he compfta6onof'~A • . 

(b) ~ the' ~~)' ha~e a"syst~·tf~· '~tng the idle 
time for labour and Placliinery. sp«:<:ifyirig the' ~~ therefor? 

• 'I ~' ~., t,· ,; ,f -' "i;. '..' 

IV. Profit Ir Loss Account., 

(1) Is the method of valuation of closing stock and work-in-progress 
~ot&b1,e"! , i~e8s,'iiCUf.,t'ma1 bt iftdita\ed"wkh 'uy hggestions for 
.t.....;:, .. ,~i~,;,. "'. t '\'·'~"·U'\('" ,t' '","I", ... J .. ~ ,A -.- ~'l ..... ~ ~ IIIIprovemen. ' "'," .~, 'w-- --" "~ 

(2) Indicate the method of depreciation adopted and yourCOlllJllellts, 
if any. ' ,. " .. ,', 

(3) How do the selling prices compare with cost of producUoo.?Indi-
~ ... fttI ...... 1v whet ...... material losses were incurred OIl ~ ;..citi8de d 
map -;-~tiCS ~~ 'w1t1L'cJI tjj~ltJit'f.1~ lMsobI'f~'thc JOSs. ".c.), ,j. ...... , .. Ji~, "fJ !.'f.:.f f,::'tlU:. U:1-"":,t('J ~"j c ... 1~~'!:f,~ ~r-:f ",~: .. 

( 4) Were there any special features in the year which have affected 
- , l,f,. ..~ _, 

the results shown by the Profit Ir Loss Account'.u~ntja1l.J?' ' 

(5) What is the break-up of turn-over, i.~. value ofsalesfbusines,s in 
respect of major products for the past 3 years? The ~or' in-
crease or decrease for the total tUJ1l()\ter of major products, with the 
Manaaement's reasons for the variation, may be given. 
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V. Balance Sheet. 

, (1) SuntlrY Debtors. 
:- . 

( a) Mention important cases of failure to obtain confirmation of out-
standing debts. 

(b) Please mention the details of debts outstanding for more"tha~' ODe 

year in the following form:-
,.,'f . 

Government Deptts. 'Others. 

(i) Deb::s over I year but less than 
2 year,.;. 

eii) Debts o:Jtstanding for 2 yem-r. but 
Jes!'l than 3 years. 

fr!,." oS(f .\.~~: i,.~ ... ~jj 1""1, "'\ .. J' ,-. • _ . 

(iii) Debts o:.ltstanding for 3 years and 
above 

J~) ~lant. & Mqchinery. 
"~'" '.; '.!'~::L': \ (~L:"',l!J-"i·~.: 1}J'\'r '·~r{fr:~- "'" ~r"', ';"'f~ 

Have aU items of Plant & Machinery co~W p,J0rC? ihl!D ~: 5 laths 
), ", l", r"r,_t,Tr ,..., .-~, ~~4t'1o 

each been installed and commissioned? In cases of non~mmisSlOning 
of such Plant, what are the reasons given by the Management? 

, '(3) Inventory proced,ue & Control . 
. ·.·l, • (_ .::j ",-,'- ~. ~~I. -r''';, ~_ I _, 0' 

(a) Is the pricing of stores issued done on a' uDuormbasis? 

(b) What are the .l'esults of tbe p)lysj.cal ~~i~c~tio", o{ stqfks, Q.~ finished 
and semi-finished g<><>d$.,.:stores a.n,d spares and raw niaterials conducted 
periodically by the COmpany? What action has been taken by the 
Management on the excesses and shp~s, rev.ealed as" a ,result of such 
physical verification? Are you satisfied with the system of physical veri-
fication? 

(c) Does the system of pr~urement and disposal of stor~ ensure that 
( i) stores in excess of the reasonable requirements of maintenance and 
production are not accumulated; (ii) the amount of (a) surplus (b) un-

. serviceable stores are pet:iodically de~nnined; (iii) surplus and unservice-
able stores are disposed of without undue delay? 

What is the value of stores declared as surplus in the last three years? 
Indicate how much has been awaiting disposal for more than (a) one year, 
(b) two years. 

(d) How many months' cost of prP<iuction did the total stock inven-
tory work out to for the past 3 years? A table may be given in the 
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following ferm:-

I. Co'!t of production 

1. Inventory a, at the end of the year 

3. Inventnry in ter;n. of number of 
month<l\' ~t of production. . 

Year Year Year 
1962.-63 1963-64· 1964-65 

(e) How many months' c:onsum.ption was represented by the stock 
of raw materials, stores and spares held as at the date.of the Balance 
abeet during the past 3 yean? 

(f) How many months' cost of production wu the work-in-progress 
equivalent to during the past 3 years? The figures of total cost of pro-
duction and work-in-progress for these years may also be· given. 

(4) Working Capital. 

How many months' cost of production/business was represented by 
the total working capital? 

VI. General Rmew. 

( 1) Are pro-forma accounts maintained in respect of the operation of 
service units for the benefit of staff during the last 3 yean; e.g. transport, 
canteen, etc. If so, the results may be indicated. 

(2) The following ratios for the last three years may be given:-

(a) Long-term loans to paid-up capital. 

(b) Net Current Assets to FIXed Assets. 

(c) Gross profit to Sales. 

(d ) Return on Capital invested ( share-capital, long-term loans 
and free reserves). The profit wiD include interest on long-
term loans. 

You may also give any other ratios which you feel might offer signi-
ficant information in tbe case of the particular Company under review. 

VII. Township. 

( 1) What is the amount of financial assistance, if any. availed of by 
the Company under the subsidised Housing Scheme for industrial work-
ers? The amount of financial assistance sanctioned but not availed of, 
and the reasons therefor given by the Management may be indicated. 



(2) The actual expenditure on Township and the percentage of such 
"expenditure to the actual Capital outlay may be given. 

-vm. General. 

A general analysis of the accounts indicating Capital formation, 
-growth of the Company, sources and uses of funds may be given in the 
/pro forma appended. (Tables I and n). 
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'GrOfDih'& .,."... oj 

1. Rates of growth ~centage increaae 
( +) or decreue (-) per annum]. 

I. Paid-up capital plus reserves 
and surplus (N'et worth) . 

2. (a) Groa fixed assets 
(6) Net IbIed lISIeta 

3. Inventories 
4. ta) Gross fixed assets plua 

inventories 
(6) Net fixed assets plus 

inventories 
S. (a) Total Gross assets . 

(6) Total net assets 

B. IftCtIIM MId Profits : 

I. Total income 
2. Sales 
3. Ct)St of production 
4. Profits before tax 
s. Profits after tax . 
6. Retained profits . 
7. Dividends . 

II. Profit Ratios : 

I. Retained profit.'1 as percentage of 
prpfits before t~ . . . 

2. Groos profits a, percentage of 
total capital m\ployed 

3. Gross profits a<; percentage of 
saI~ 

4. Profits after tax as percentage of 
net worth. 
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s. DIvidends as percentage of paid 
up capital . 

6. Dividends as percentage of net 
worth. 

III. Other ratios: 

I. External sources as percentage of 
total ~ources of funds . 

:1; Increase in borrowings ttoJn 
Government as percentage of 
external sources. 



TABLB II 

S!atemm! shnDing source Qftd Application oj Punth 

;SOURCE :OF FUNDS 

lratmull SOIII'ces 

Net Profit (loss) for the year after taxanon 
D !preciation provided in the 8CCOWlts • 

Increa.e in re3erves by debit uabove the line" 
In:rea,e in non-current provisions, such as 

P."Qvision for Gratuity, etc. 
Sale of Inveuments 
Sale of Fixed Assets 

B3ft".,.," Sources 

Paid up capital 
B)rrowln~ f r<r.n G:>vernment/Bank, 
B Jrrowings fro.!D stat'Jtory Financial Corpora-

tiOO'l 
hsue of D!b~~ure'l . 
Other b:m'owings 
D !crea'le in net current a"sets 

APPLIC>\TIONOF FUNDS: 

AdditiMu to Fixd Assets 

Land 
BJitding; . 
Pimt ani M\c\;n~ry 
O~hers 

Pllrcila;e of Inve,tmmts 
I n:re.l ,e in n:t current a''iets 
IntMgibl: a~sets 
Miscellaneous Expenditure . 



APPENDIX XX 

(Vide para 192) 

lJndertakings which experienced some difficulties on QCColUIt of audit ", 
two agencies 

1. Bharat Earth Movers Ltd. 
2. Bharat Electronics Ltd. • .1 

3. Bharat Heavy Electricals Ltd. 
4. Central Road Transport Corporaton Ltd. 
5. Cochin Refineries Ltd. 
6. Fertilizer Corporation of India Ltd. 
7. Fertilizers & Chemicals Travancore Ltd . 
8. Heavy ElectricaIs (India) Ltd. 
9. Hindustan Housing Factory Ltd. 

10. Hindustan Machine Tools Ltd. 
11. Hindustan Steel Ltd. 
12. Indian Drugs & Pharmaceuticals Ltd. 
13. Indian Rare Earths Ltd. 
14. Manganese Ore (India) Ltd. 
15. Minerals & Metals Trading Corporation of India Ltd. 
16. Natiooal Instruments Ltd. 
17. National Mineral Development Corporation Ltd. 
18. National Seeds Corporation Ltd. 
19. Neyveli Lignite Corporation Ltd. 
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. (Vide para 202) 
• "J'.'A'.:!"'l .. ~, V.I.) -':,,11i'n.~ ~t!.t, .' '1<>~" ·i_'~.4\r<:t,.'( \{.r:, ! , .. i.. ~_"'r'';' 

Undertakings whiclf .~e not organised internal ciudi. 

1. Bbarat Aluminium Co. Ltd. 
2. Bharat Heavy Place.1e Vessels Ltd. 
3. Cement Corporation of Indit}.rd. 
4. Central Y1Sheries.&9I'M~ 
5. CeDtraI Warehouain, Corporation. 
6. Engineers India Ltd. J. , 011 

7. Film Finance Corporatioo Ltd. 
8. HiDdustan Salts Ltd. .1'L.!, d;l 

9. HindustaD Steelworks ~:~ .. , I!' 
10. India Touriam Development CotpCntiOD Ltd. 
11. Instrumentation Ltd. 
12. Lubrizol India Ltd. 
13. Madras Refineries Ltd. 11t. I ?",.IHi; • ''', 

14. National Industrial Development Corporation Ltd. 
15. NatiOllaL.IutnNn_"~,},,. , • 
16. National Resean:h Development,,~ation Ltd. 
17. NationalSmaU,ltMl~ Corporatio.n. Ltd. 
18. State Trading Corporation of India Ltd. 



APPENDIX XXII 

( ti'~dl Paii·~oa f" 
Undertakings which are following lke fiiJUdn; balance method in providing 

. '.' , .. ; lor .JepriciQtif)n. 

1. Ashoka Hotels Ltd. 
2. Bharat Electronics Ltd. 
3. Central Fisheries Corporation Ltd .. 
4. Engineers India Ltd. 
5. Hindustan Antibiotics Ltd. 
6. Hindustan Cables Ltd. 
7. Hindustan Housing Factory Ltd. 
8. Hindustan Salts Ltd. 
9. National Instruments Ltd. 

10. National Seeds Corporation Ltd. j' 

11. Oil & Natural Gas Commission. 
12. Rehabilitation Industries Corporation Ltd. 
13. Shipping Corporation of India Ltd. 
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APPENDIX xxm 
(Vide para 211) 

Undertakings which desire enhancement of their financial powers 

1. Air 1Ddia. 
2. Cochin Refineries Ltd. 
3. Film Fmaoce Corporation Ltd. 
4. Hindustani Antibiotics Ltd. 
S. Hinduatan In.secticides Ltd. 
6. Hindustan Machine Tools Ltd. 
7. Hindustan Organic Cbemicals Ltd. 
8. Indian Airlines Corporation. 
9. Janpatb Hotels Ltd. 

10. Mazagon Dock Ltd. 
11. Madras Refineries Ltd. 
12. National Mineral Development Corporation Ltd. 
13. Neyveli Lignite Corporation Ltd. 

1'00 



APPENDIX XXIV 

(Vide para 212) 

Financial Rules 

Undertakings adopting Government Undertakings having their! own: 
rules or following Govern..'I1ent rules financial rules 

largely 
I 

I. B!larat Electronics Ltd. 
2. B:lar.lt H'!avy ElectriClls Ltd. 
3. B'Jki!".l Steel V:d. 
4. C !,n::.lt C )rpJr.lt:on of In:Fa Ltd. 
5. C!ntral Fisheries C')rporation Ltd. 

6. C'!ntnl RO'ld Trans port C')rpora-
tion Ltd. 

7. Central Wareao.lsing Corporation . 

8. D nnilr Vl~l!y C )rp)~a:ion 
9. C )Cnln Refia::r:e3 Ltd. 

10. Export Credit & Guarantee Cor-
poration Ltd. 

II. Fertilizer Corporation of India 
Ltd. 

12. Heavy Electricals (India) Ltd. 
13. Heavy Engineering Corporation 

Ltd. 
14. Hin iustan Aeronautics Ltd. 
IS. Hin::iustan Imecticides Ltd. 
16. Hindustan Salts Ltd. . 

2 

I. Air India. 
2. Ashoka Hotels Ltd. 
3. Bharat Aluminium Co. Ltd. 
4. B harat Earth Movers Ltd. 
5. Bharat Heavy Plate & Vef-'Seis 

Ltd. 
6. Engineers India Ltd. 

7. Fertilisers & Chemicals Travan-
core l:td. 

8. Girden Reach Work;hops L 
9. Hindustan Antib'otics Ltc'. 

10. Hindustan Cables Ltd. 

II. Hindustan Housing Factor) 
Ltd. 

12. Hindustan Machine Tools Ltd· 
13. Hindustan Organic Chemicals 

Ltd. ' 
14. Hindustan Shipyard Ltd. 
15. Hindustan Steel Ltd. 
16. Hindustan Steel works Constru-

ction Ltd. 
17. Indian Drug'> & Pharmaceuticals 17. Hindustan Teleprinters Ltd. 

Ltd. 
18. Iniian Oil C'lrporatio:1 Ltd. 
19. India Tourism Development 

Corporation Ltd. 
20. Instrumentation Ltd. . 
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18. Indian Airlin~ Corporation. 
19. Indian Rare Earths Ltd. 

20. Indian Telephone Industries 
Ltd. 
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I 

21. Janpath Hotels Ltd. 

22. Lubrizollndia Ltd. 
23. Minerals Be Metals Trading Cor

poration of India Ltd. 
_ National Building-~ Construction 
Corporation 'Ltd. 

2S. Nation'll In-justi'ial D!velopment 
Corporation Ltd. 

'26. National In.'1truJnents Ltd. . 

2 

21. Life Insurance Corporation 
of India. 

22. ~ Refineries Ltd. 
23. Mazagon Dock I.,td. 

24. National Mineral Development 
.~Ol))o/8tion~~tf. ~" ,"".' 

25. Nasieoel,New~~nt &:' Paper 
Mills Ltd. ',' ~> • 

26. Shipping Corroration of Ind~a 
Ltd. 

".,. Neyveli Lignite Corporation Ltd. 27. State Trading Corporation 
India Ltd. 

28. Nation~ PrOjects Con.'1truction 
Corporation Ltd. 

29. National Rethtrch Development 
Corporation I Ltd. 

]0. National Seeds Corporation Ltd. 
31. National SJDIlllndu8tries Corpora-

tion Ltd. 
32. 011 & Natuta1 Gas Commission. 
33. Pyrities & C~micah Devtloprnent 

Co. Ltd. . 
34. Rehabilitation Industries Corpora-

tion Ltd.. j " 

3S. Triveni Structurals Ltd. 
, t,::i 



APPENDIX ~ 

(Vide para 215) 

Undertakings which have same account heads in detail!!d projtct 'e~ 
and account books . . 

1. Bharat Aluminium Co; Ltd. 
2. Bharat Earth Movers Ltd . 

. 3. Bharat Electronics Ltd. 
4. Bharat Heavy Electricals Ltd. 
5. BJ;w-at Heavy Plate & Ve~1s Ltd. 
6~ Bokaro Steel Ltd. 
7. Damodar Valley Corporation. 
8. Fertilizers & Chemicals Travancore Ltd. 
9. Heavy Electricals (India) Ltd. 

10. Hindustan Insecticides Ltd. 
11. Hindustan Machine Tools Ltd. 
12. Hindustan Organic Chemicals Ltd. 
13. Hindustan Salts Ltd. 
14. Hindustan Teleprinters Ltd. 
15. Indian Drugs & Pharmaceuticals Ltd. 
16. Indian Oil Corporation Ltd. 
17. Indian Rare Earths Ltd. 
18. India Tourism Development Corporation Ltd. 
19. Instrumentation Ltd. 
20. Janpath Hotels Ltd. 
21. Lubrizol· Jadia Ltd. 
22. National Mineral Development Corporation Ltd. 
23. National Newsprint & Paper Mills Ltd. 
24. National Projects Construction CQrpQfatipn Ltd. 
25. Neyv.eli .Lignite Corporation Ltd. 
26. Oil • Natunl Gas Commission. 
21. Shipping Corporation of India Ltd. 

1.Q3 
179 (Ali) LS-8. 



APPENDIX XXVI 
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Summary 0/ Conclusions/Recommendations. contained in the Report 

S .. No. 
I -

1 

1. 

2. 

Reference to 
para No. of 
tbeReport 

2 

11. 

14-16. 

Summaty of Conclusions/ReCOmmendations 

3 

There is little doubt that as a general rule • 
aeparate and well-organised Financial Division is abso-
lutely essential for the efficient financial management 
of a public undertaking. It is also ~ssary that a 
Fmancial Division with a nucleus staff should be 
organised even from the time of project stage, so that 
its expert guidance or advice regarding the various 
proposals is available to the management or the pro-
ject administrator at a stage when both money and 
time have to be conserved. 

The Committee feel that the present system of 
the administrative Ministry and the Ministry of Finance 
taking a whole range of basic decisions which affect 
the economic viability of the project without associat-
ing at the earliest opportunity the persons who are to 
ultimately manage or operate the project as its Chief 
Executive and Financial Adviser, is not sound. 
They consider that these two persons in all projects 
of a major nature at least should be associated with 
it as soon as it is conceived so that they are fully 
aware of the circumstances, problems, etc. connected 
with it and know as to what is expected of the project. 
At any rate they would be able to point out practical 
limitations to the expectations and help in laying down 
realistic targets and time schedules for completion of 
construction, commencement of production, delays in 
both of which have damaged the image of pubHc 
undertakings unnecessarily. Having been associated 
at the initial stage itself, they could also be held' 
aquarely responsible for the achievement of targets: 

104 



1 2 

8. 19. 
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3 

and adherence to the time schedules laid down as well 
as tested as to their abilities and efficiency. 

The Committee appreciate that preparation of 
techno-economic feasibility studies and detailed pro-

ject reports may, in certain cases, have to be entrusted 
to a foreign consultant but this does not detract from 
the need to make timely appointment of the Chief Ex-

ecutive and the Financial Adviser. The appointment 

of the Chief Executive and the Financial Adviser at 
the initial stage should help the timely and economic 
completion of the projects. 

As regards the argument that it would be a waste 
of man-power if there was not sufficient work at the 
beginning, the Committee feel that undue importance 
should not be given to this aspect, because the useful-
ness of the top executives at that stage, as already 
indicated, cannot be measured in terms of volume of 
work but in terms of adherence and fulfilment of time 
schedules and cost estimates. The processes of con-
sideration and approval of detailed project reports and 
completion of preliminaries relating to the setting up 
of a new public undertaking which are at present pro-
tracted would be considerably expedited if the Chief 

Executive and the Financial Adviser are appointed in 
the early stages. 

The Committee feel that the need for studying the 
organisational set up of Financial Divisions in compar-
able enterprises in India and abroad has not been given 

the importance it deserves by the public undertakings 
from inception. They have been content to follow any 
set pattern without trying to evolve a set up which 
would be most suitable to the particular industry. It 
needs no reiteration that the efficient running of a com: 
mercial enterprise depends greatly on the efficiency of 
the organisational set up and particularly that of the 
Fmancial Division which is expected to examine all 
proposals, correctly gauge the economics of different 
activities and feed the management with basic data 
required for taking correct decisions. The CommIttee 
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reoolDJ'lICDd that before organising their Financial Divi-
sions. the public undertakings should carry out a syste-
matic study to determine the set up that would be most 
IUitable to their orpnisatioDS. 

4: 20. In the case df even those un&ertakings which have 
afteady set up their Fin'ancial Divisions, the Committee 
re-commend that a review on the lines suggested above, 
COUld be undertaken with benefit to the undertaking. 

,. 33. There is no doubt that the appointment of Financial 
Adviser' has far reaching implications. He has to be 
independent in expressing his views, particularly be-
cause he has to comment critically on the proposals of 
the management. At the sam:e time the need for 
independence has tei be balanced with the other factor 
whether it would come in the way of his being treated 
as an integral part of the management. In the circums-
tances, the Committee feel that a solution to the prob-
lem can be found only in a suitable combination of the 
two methods followed at present. The Committee 
therefore, recommend that initiative to select the Finan-
cial Adviser in all major undertakings should be taken 
by the Board of Directors, the appointment being made 
with the approval of the Government whereafter he 
should be responsibte to the Board just as the Chief 
Executive himself is responsible to it. To help the 
.,ubtic Undertakings in making a selection, the ad-
ministrative Ministry and the Bureau of Public Enter-
pr.ilIes may draw up a panel of eligible persons from 
which the public undertaking could draw, the actual 
sppointment being made by the Board of Directors 
.nth the appr(m.l· of the Government. 

~. 36-39. the Committee agree that the appointment of the 
bead of the Financial Division as a Director wiD 
meet to a great extent the twin requirements of in-
dependence of the Financial Adviser and his being 
made part of the management. They do not. bow-
ever, think that a fuU time Director of Fmance can 
be appointed only where other functional directors 
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for Production, ,Materials etc. exist. They feel that 
there would be adequate work for a full-time Finance 
Director in a number of large public undertak~ 

ings, even it there may not be justification for having 
oilier functional directors. The Committee, there-
fore recommend that, to start with, this proposal may 
be introduced in big undertakings where there is 
justification for employing a full-time Finance 
Director. 

In their Twenty Eighth Report (1966) the 
Committee have expressed themselves in favour of a 
functional board as far as Hindustan Steel Ltd. is 
concerned. On the general question of functional 
Boards, the Estimates Committee had recommended 
mbr.ed Boards, consisting of some part-time and some 
full-time directors. (52nd Report of EC. on Personnel 
Policies in Public Undertakings. (Para 26). The 
Committee trust that Government will take into ac-
count all relevant factors and arrive at a decision. 
However, as regards Finance Director, they feel that 
this should be considered a separate issue and wher-
ever there is justification, fPe heads of Financial 
pivisions should be made full-time Directors. 

7. 41. The Committee agree w.ith the desirability of 
bifurcating the functions relating to maintenance 
of accounts and rendering of financial advice in large 
pul>lic undertakings. They feel that one way of 
bifurcating the 'tWo fijnctions and yet maintaining 
the necessary co-ordinatiqn would be to make the 
Director. (Fitwlce) r~sponsibJe for rendering tinan-
ci.aladvice pnJy and toappoiPt a person under him 
to look ¢er maintenance .pf ,;u:counts. 

8. .7-49. On the basis of the evideltce before the Com--
mittee, they cannot recommend scrapping of the system 
of 8ubmissionl of quarterly financial reviews which 
bas been fOUftd to be ver., advantages so far. The 
quarterly financial renew· ~ the management alert 
88e1:~ gove.tlmtellt weH~·mecl. The Committee 
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understand that to make the quarterly financial re-
view a useful tool in management, a practice has 
been evolved in many undertakings to show the re-
view to the Chief Executive at the draft stage and to 
have controversial points resolved. The Committee 
consider this an adequate safeguard apinst any un-
reasonable criticism by the Financial Adviser based 
on inadeq uau facts. 

The Committee do not consider that the Financial 
Adviser becomes a "watch-dog" of government merely 
because he submits the quarterly financial reviews or 
by reason of his being appointed by Government. 
The responsibility to submit the quarterly financial re-
views is not intended to place him in a position of 
pr~minence or to endow him with the powers of 
veto over the Chief Executive and the Board of Direc-
tors. The Financial Adviser should be responsible 
to the Chief Executive and the Board of Directors 
and should consider himself an integral part of the 
management. But it is equally important that he should 
get the reciprocal feeling that he is considered as 
part of the management by the Chief Executive and 
other headc; of departments and that he enjoys their 
confidence. It is only in such an atmosphere that 
a person can give his best. 

In the opinion of the Committee, the feeling 
on the part of the Chief Executives that the provision 
relating to the submission of quarterly financial re-
views by the Financial Adviser to the Government 
and the requirement about differences with him 
being referred to the Board of Directors c0m-

promise their authority is not justified. The 
oumplc of private sector is quoted by them to 
Rinforce their contention that if the Chief Executive 

'is to be hold solely responsible, he must be given full 
and . oomplcte powers. The Committee agree that 

t .. ' . ~. the Chief Executive ofapublic undertaking sbouJd be 
giveD powers corresponding 'b) his responsibilities.. 
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,9. 53. 

10. 54. 

11. 60. 
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But they do not agree that the provisions relating to 
submission of financial reviews and reference of 
differences of opinion between him and the Financial 
Adviser to the Board reduce in any way his effectiw-
ness or authority. In quite a number of undertakings. 
the Chief Executive is vested with the power to over-
rule the Financial Adviser if circumstances warrant. 
Thus, he has been given full powers to run the 
organisation efficiently. The requirement that di1!er-
ences of opinion! shall be referred to the Board of 
Directors acts as a check on the exercise of power 
and responsibilities by either of them. The Com-
mittee therefore feel that the present arrangement 
should continue. 

The Committee recommend that more chartered 
accountants should be employed by the public under-
takings for manning suitable positions in the Finan-
cial Divisions. If necessary, the conditions of service 
may be improved, so as to attract the best talent 
from the market. 

The Committee consider that it is equally important 
to give chance of promotion to persons who haft 
worked in the organisation· and proved their worth. 
They trust that the undertaking~ will give due con-
sideration to their claims. 

The Committee do not think that a Financial Ad-
viser can function fearlessly only if he is a deputa.-
tionist. Similarly, it is also not true to say that the 
deputationists tend to bide their time. These vieW! 
represent only the two extremes. In the 09inion of 
the Committee' a capable man can function e1f~ 

tively whether he is a deputationist or a direct recruit. 
The drort should therefore be to select "e oest man 
available from all the sources. There should be 
neither too much dependence on deputationists as at 
present nor should a competent person be disqualifted 
from holding the post merely because he happens to 
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be a deputatiouist. It is tbeperson and his compe-
&e1M:C that matter end not the service or source from 
which· he is drawn. 

The Committee were informed that the question: 
whether persons who were initially taken on deputa-
tion should be permanently absorbed or allowed to 
come back to their parent departments was under 
the consideration of Government. The Committee 
are inclined to think that the balance of advantage 
would lie in absorbing them permanently in the un-
dertaking, if found fit. 

The Committee feel that the functions of an import-
ant executive like the F'mancial Adviser should not 
be left undefined. An indication in the delegation 
of powers of the cases· that would require to be re-
ferred to him can, by no means, be considered as 
exhaustive because his functions do not end with 
examining what is referred to him. He has to play 
a positive role in helping the management to run 
the enterprise efficiently. For this purpose, he has.. 
to undertake systematic study of progress reports, 
statistical statements, inputs and out puts. export 
Committee repOrts etc. The COmmittee, therefore,_ 
reconunend that the main ·functions, responsibilities. 
and powers of the Financial Adviser lihould be clear-
ly laid down. 

While aD the undertakings agreed that there is wide' 
scope for the F'manciaI Adviser to carry out studies· 
for improVing the worlibg of the organisation as •. 
whole and indicating possible economies, the Com-· 
mittee find that !tUcb regufar· studies have been under-
taken in ODly eight undertakings. This clearly shoWs: 
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that the Financial Divisions have not paid adequate at-· 
tention to this aspect but have been content to main-
tain the accounts and to do such work as was spe-
cially given to the,Ill. The Committee would, there-
fore, urge that the Financial Advisers should take 
more initiative and make useful contributions to-
wards successful running of an undertaking. This 
can be better achieved if there is a clear definition 
of the basic objectives for which the Financial Divi-
sion is set up, so that the Financial Adviser plans 
his work in such a manner as to fulfil them. 

The Committee recommend that at least major pub-
lic undertakings should introduce a legular system 
of Management Accounting soon. The job calls for· 
high intellectual acumen and an innate ability to 
analyse and interpret facts and figures and experi-
ence in examining the working of the organisation 
as a whole. 

On the basis of the experience of major public· 
undertakings, the smaller undertakings may also in-
troduce such a system in their organisations by getting 
their staff trained ;in the bigger undertakings. 

The Committee consider that the efforts of various 
public UDdertakings at organising separately training 
courses· for their· staff could be advantageously co-· 
ordinated at one place. The staff working in the· 
Finance Divisions can be posted in batches to under-· 
go training along with persons recruited from the' 
open market. Each undertaking can pbase the train-
ing programme in such a manner as to avoid cur-
rent work falling into arrears. Since all the public 
undertakings will be sending their personnel to a 
Central Training OrganisatiOJi it will also be econo-, 
mJeal. 

The Committee consider that arrangements made 80' 

far for the. training· of Financial Advisers are made. 
quate. TIley are not sure if the courses organised by t~ 
institutes of m~gcmCllt would meet the peculiar 
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requirements of public sector undertakings. 1bo 
person who is to be posted as Financial Advise! 
should be given thorough training in the intricacie. 
of commercial accounts, projection of facts ana 
figures in the form of periodical statements, prepa-

ration of quarterly financial review and the techni-
que of rendering financial advice. In the case of 
persons who are taken on deputation from govern-
ment departments, training in commercial accounting 
should be given in sufficient detail and depth. 

In addition to such courses as might be arranged to 
give effect to the above recommendation, the Com-
mittee suggest that the persons who are to be 
appointed as Financial Advisers should be given 
practical training by posting them for at least six 
months to one of the public undertakings as under· 
studies or as deputies to the Financial Advisers. 

The Committee also suggest that a specified number 
of officers serving in Gov~mment departments might 
be selected and trained in finQllcial management 
techniques so that when there is a vacancy in any 
undertaking, persons so trained might be considered 
along with the candidates from the open market and 
those serving in the organisation and a selection may 
be made of the best man among them. 
The training should be a regular feature and the 

list of persons so trained and who are available for 
appointment should be maintained by the Bureau of 
Public Enterprises and made available to the under-
takings as and when required. 

The Committee consider that the issuing of ms,tuc-
tions to the effect that the Fmancial Advisers should 
invariably be invited to attend the meetings of the 
Board of Directors is a step in the right direction. 
It would give the Fmancial Adviser a much needed 
sense of participation in managing the aftairs of the 
undertaking. The Committee feel that it is not 
enough, if he is in attendance oo1y. He should be 
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encouraged to actively participate in the Board meet-
ings, put forward his views whenever he considers 
it necessary rather than doing it only when asked to 
do so. The Committee recommend that witable in-
structions should be issued to all the undertakings. 

The Committee regret to note that satisfactory 
arrangements for consultation with finance have not 
been made in an important undertaking like Hindu 
stan Steel Ltd. A situation where the Financial Ad-
viser is consulted only when it is required, is not a 
happy one. The corporate form itself contemplates 
management by a committee or group rather than 
decision by one individual particularly when import-
ant decisions have far reaching financial implications 
and Corporations tend to grow considerably in size. 
The Committee feel that it was wrong not to make 
it obigatory for the Chief Executive to consult finance 
on all important matters. That in practice the Gene-
ral Managers consulted finance on all important mat-
ters and that the present Vice-Chairman consults the 
Financial Adviser on all matters is itself an argument 
that the Financial Adviser should be a necessary 
party to all decisions. The Committee recommend that 
steps should be taken to make consultation with 
finance obligatory on prescribed matters. 

The Committee are unhappy that even though the 
Financial Adviser brought to the notice of the 
Chairman of Hindustan Steel Ud. and the then 
Secretary, Ministry of Iron and Steel, the fact that he 
had not been consulted on various matters, no reme-

dial action was taken. Government have overall res-
ponsibility for the eftlcient working of public under-
takings and certain powers have been vested in them 
to ensure this. It is strange that Government were in 
the first instance not aware of what was going on 
in Hindustail- Steel LtIL What is more surprising Is 
tbat even after it was brought to their notice, noth-
Ing was done to set _ matterB rigbt as testified "r tbe 
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Fmancial Adviser. If such matters are not set right 
effectively and immediately, they work ultimately tOt 
the detriment of the undertakings. The Committee 
recommend that due note should be taken of this· 
instance and appropriate action initiated to ensure 
that there is no such recurrence. 

The Committee have outlined the role of the Finan-
cial Adviser in paras 42 to 49. Tn order to enable 
him to discharge his functions in conformity with 
that, it is necessary that he is consulted on all mat-
ters having a financial bearing, even where no im-
mediate expenditure is' involved. It will not only 
keep him well posted but also infuse a sense of 
participation in him. 

The Committee are of the view that whereas in most 
cases involving financiaJ implication, con~ltation with 
finance may be sufficient, it i'i necessary to obtain 
prior concurrence to major proposals involving long 
term financial obligations or departure from approv-
ed plans. It should be left to the Board of Directors 
to determine the matters which wilJ be reserved for 
concurrence of finance and what win be reserved 
for their consultation. Tn this context, the import-
ance of bringing the right attitude on the part of tbe 
Ctnd Executive and the Financial A~ is of vital 
Importance. The Chief Executive on his part shoutd 
appreciate that. the Fmancial Adviser has a usefuf 
CODtn"bution to ma.ke. The FiQ8J1ciaJ Adviser, on his 
part, should .feel that be llas. a constructive role to. 
play ra.ther ~an COIltrolUng qpenditure ooly. 

The Committeo magestcbat whenever'demands for 
IIIcIitiIDal iaWStacBt ill pubtic undertakings either 

.by. wa, of Iota .~ • .re placed before Parlia-

.......... ~ ftlfprmation about tbe past 
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investlIlents in such undertaki.l1gs, their achievements 
and working results should' be given so that Parlia-
ment can exercise more effective scrutiny before ap-
proving the demands. 

So far as new public undertakings are concerned, the 
Committee are of the view that prior approval of 
Parliament should be obtained before registering a 
Government Company as far as possible. Government 
should also lay before Parliament a document giving 
in detail the objectives of the proposed undertaking, 
its expected profitability, financial and other obli-
gations. 

There is thus a marked divergence of opinion bet-
ween the undertakings and the Ministries in regard 
to equity debt ratio. After consl!lering the replies 
given by all the undertakings and the evidence given 
before them, the Committee are inclined to think 
that there cannot be one common ratio applicable to 
all the undertakings. Moreover, for the same under-
taking also one ratio cannot be made applicable for 
all times. The Committee, therefore, recommend 
that rigidity may be avoided in appiying this ratio 
to all public undertakings. If some undertakings 
make out a strong case for altering the ratio, Govern-
ment should give it due consideration. The sugges-
tion that the first half of total investment should be 
in the form of equity and the other half might be in 
the form of loan also merits consideration. 

Another factor which leads to objection to the pre-
vailing equity~ebt ratio of 1 : 1 is the obligation to 
pay interest on loan. It appears that the real objec-
tion of the undertakings is to interest liability and no 
to the ratio itself. If a satisfactory solution could be 
found to this problem, the Committee feel that much 
of he present objection to the equity-debt ratio of 
1 : 1 will lose its edge. An arrangement which 
appeals to the Committee is to capitalise interest 
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liability during the construction period IUld to write it 
off from profits in the later years. This would 
afford adequate relief to the undertakings during c0n-
struction period and also ensure that Government 
do not lose in the bargain. 

It is obvious that the efforts of the individual under-
takings in going into the reasons for revision of capi-
tal estimates have not been successful in eliminating 
the causes of revisions. Nor do Government appear 
to have profited by such t.xercises because the same 
phenomenon has be{ln repeatin~ it~lf. The Com-
mittee are convinced that there is need for intensive 
study in this regard. Such a study can be carried 
out by the Bureau of Public Enterprises. It would. 
bowever. be more effective if the Bureau co-opts a 

few officers of the administrative ministries. In the 
first instance, a few undertakings may be sele:tro for 
study and in the light of the experience ~~jncd, it 
may be determined whether those studies would be 
sufficient for drawing guidelines for th~ preparation 
of capital cost estimates, or some funber sludies 
should be carried out. 

The importance of estimates in the detailed project 
report being as realistic as possible needs bardly any 
emphasis as the project report forms tbe very basi.~ 
on which Government approvc the project and the 
capital outlay. It is therefore ~'1ential that the 
estimates take into ltccount all foreseeable itf"IDS 'of 
expenditure and indicate the outlay as accurately as 
possible. 

The practice of making significant increases in the 
capital cost estimates is undesirable. H substantial 
increases in capital outlay are placed before Govern-
ment for approval after the project has been launched, 
Government are left witb no alternative exoept tiS 
approve the increase. However justifiable the reasons 
might be for increase in capital cost estimates of in-
dividual undertakings, the Committee cannot but de-
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precate the practice. They have pointed out the-
undesirability of this practice in their earlier reports. 
They recommend that stem action ~ called for on tho 
part of Government to put an end to this unhealthy' 
practice. 

In addition to taking stem action to put an end to 
the unhealthy practice of revising the capital cost 
estimates frequently, it should be ensured that theco' 
is no laxity or wastage on the part of the project 
authorities in the implementation of the projects. In 
the opinion of the Committee, this has been a contri-
butory factor to the considerable increase in the capi-
tal cost estimates of projects. Such increases in 
capital cost lead to increased burden by way of de-
preciation and interest which would be a recurring 
liability. 

The Committee agree that to a certain extent it wil 
be in the economic interest of a plant to provide for 
in-built capacity. But it should not be resorted to 
as a matter of course in each case. Before it is ~ 
cided to provide in-built capacity, there should be a 
realistic estimate of the potential and effective de-
,mand yearwise and if the demand is likely to increase 
substantially within say four or five years, then only 
in-bu.ilt capacity should be provided. As admitted-
by the Secretary, Ministry of Finance and the Secre-
tary, Department of Iron and Steel, the earlier assess-
ments regarding demand for steel have not beelS 
correct. The Committee have come across several 
other cases of wrong assessment of demand of steel,. 
coal, heavy electrical equipment etc. which they have 
pointed out in their reports. Since substantial sums 
arc involved in providing in-built capacity and pro-
fitability of the undertakings ;is also jeopardised due 
to mistaken assessment, the Committee recommend' 
that utmost care should be exercised in assessing the-
demand. Persons with proven ability and experience 
eouJd be drafted for such work. 
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The Committee find: that the public un«krtakinp 
are .. being put to unaecessary difficulties on account 
of inadequate working capital with the result that 
their efforts and time· have to be diverted from the 
important objectives of maximising production and 
keeping the costs low. If sufficient funds could not 
be provided by Government, the least that could have 
been done by Government was to arrange for the 
State Bank of India to extend cash credit arrange-
ments expeditiously. It is regrettable that Govern-
ment have not taken adequate steps to resolve these 
difficulties for the undertakings. 

The Committee recommend that Government should 
find out whether State Bank of India will be able to 
meet the working capital requirements of all public 
undertakings on suitable' terms. If it i'l not possible, 
the undertakings should be fEec to raise cash credit 
from other banks. 

On their part. the public undertaking!! should work 
out their workiDg capital requirements and exercise 
stricter 00Dtr0l on outstandings, inventories and other 
current assets. In the opinion of the Committee, 
adequate care has not been exercised in this regard 
with the result that the requirements of working 
capital of public undertakings have increased. 

~r-capitalisation has been dealt with in paras ] 21 
to 123. As regards under utilisation of capacity, 
the Committee suggest that each undertaking should 
immediately carry out a study for determining the 
extent of idle capacity, the reasons therefor, the 
remedial steps required to be taken and the time by 
which fol1 capacity is expected to be utilised and 
submit such study to Government. Government 
should keep a watch over its implementation and 
also provide such help as migjlt be necessary to the 
undertakiags. In future, where,-er there is under 
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utilisation of capacity, such study should become a 
regular feature and the work should bl! entrusted to 
the Financial Divisjons. 

The problem of surplus staff will have to be 
tackled on a nation-wide scale as the category 01 
undertakings with surplus staff is ever on the in-
crease. The Committee have come to the conclusion 
that assessment of staff made by the undertakings 
themselves is usually on the high side. Assessment 
may be made by specialised agencies. After such 
fixation of stafT strength, increase in any category 
should only be allowed on the basis of increase in 
production. 

The difficulty in Jaying off construction staff aftel 
the completion of construction has been a vexatiow 
problem for the public undertakings. Various solutions 
have been attempted including that of employing them 
in the production department after some training. 
This has its own problems because quite often they 
lack basic skills and as such their productivity is so 
low as to affect the production and profitability of the 
undertaking. The Heavy Engineering Corporation 
Ltd. is a case in point. The Committee therefore 
recoDDDend that the feasibility of getting civil engi-
neering works done on contract basi~, or by National 
Buildings Construction Corporation or a specialis-

ed agency to be created for the purpose may be 
examined. This will ensme that the construction 
staff do not become a permanent l;ability on ~he pro.-
ject, when construction is over. --Labour relations is a delicate subject and has to 
be handled with care. Judging by the number of 
undertakings which have been affected by labour 
trouble, it is obvious that there is need for co-ordt· 
nated effort in this regard. The Committee recom-
mend that a study should -be made oC the reasons for 
Jabour trouble in various public undertakings ant! tile 
steps taken to rem~dy the situation and Improve 
labour-management relations. 

179 (Aii ( LS-9. 
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The Committee have already refereed to the studies 
made by the Bureau of Public Enterprises. The 
Committee would. recommend that besides the indi-
vidual. u.ndertakings carrying out the studies referred 
to in the paragraphs 132 to 135, it would be useful 
if the Bureau undertakes studies on such subjects as 
losses, low retwu OIl investment, idle capacity, 
labour relations and draw conclusions to enable the 
Government to take remedial measures. 

The extent of under-utilisation of capacity in public 
undea1aDop is a matter of serious concern. While 
the circumstances referred to an the preceding para 
are genuine enough to warrant fresh investment, such 
cases should be only by way' of exception. The Com-
mittee would urge that every undertaking should 
devote atl attention to tile early a<;hievement of the 
optimum output. The Committee do not think that 
demand is changing so faf>t in the case of the majority 
of items produced by public undertakings as to render 
difficult a fairly accurate ..IsseS/iment. If the a~sess
ment of the demand is correctly made, there would be 
no need for changing the product-mix at a later stage. 
The Committee recommend that great care should be 
exercised in determining the product-mix which should 
he based on a thorough :!sseSSOlt!ot of the u~mand. 

The Committee feel that it is in the interest of each 
undertaking to know the investment and return from 
each of its projects and phases thereof. If this infor-
mation is not available. adverse trends in the work-
ing of the first phase would go \lnnoticed. Even if 
separate accounts are not maintained, the undertak-
ings should anocate the expenditure to the respective 
projects and in the case of common expenditnre 
d'lStribute it on a pereentar:e basi:.. so as to get 
a dear picture of the profitability of each phase. 
Such proforma aDocation of expenses is being made 
by H'mdustall Steel Ltd. and it should be possible 
for the other undertllk~ also to do the same. 

The Committee consider that preparation of 
periodical profit and los..c; 3c~ountc; should be c.oosidered 
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as one of the main functi0Ds of the Financial Divisions. 
They accordin!!ly recommend that all undertakings 
should prepare such statements at least quarterly, 
because only then it will be possible for the manage-
ment to know the operational results in time and 
effect adjustments as might be necessary for im-
proving the operational resuHs. 

Concerted efforts are also called for to increase 
labour productivity in all the public undertakings. In 
the opinion of the Committee, the !'resent policy of 
"neither carrots nor stick<;" ha!' not worked very 
well. The Committee recommend that proper in-
ccm.tive seMmes should be worked out for all levels 
of' management staff and labour. Research studies 
should also be undertaken for groups of undertakin!!s 
in the same industry. Simultaneously, there should 
be stricter discipline and public undertakings should 
not hesitate to dispense ", .. ith th... persistently difficult 
and recalcitrant staff. 

45. 145 The Committee consider that projected profit and 
loss statements and balance sheets are necessary ad-
juncts to proper planning of operations of an under-
taking. Such statements should be reviewed each 
year in the light of '.!xperience gained during the pre-
vious year. No doubt various factors are involved in 
such calculations and there might be quite a degree of 
variation which would render close estimate~ of the 
profitability forecast a difficult task. But this factor 
should not deter the. undertakings from makin!!, as 
accurate an estimate as, possihle. 

46. 149-1 50 The policy guidelines referred to in the preceding 
para were laid down only in January, 1968. The 
Committee are surprised that. it took Government o;uch 
a long time to lay Jown the. policy guidelines. A 
perusal of these instructions shows that declar;ltion of 
dividends should be considered after appropriating 
funds ''to build up reasonable reserves and to augment 
their internal resources to finance the approved 
schemes of capital expenditure at,d!or to meet its 
immediate financial obligations without much strain", 
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The Committee feel that unless the maximum per-
centage of profits that can be utilised for building up 
internal resources is laid down, dividends may not be 
declared for years de<;pite pwfit'3. The Committee, 
therefore, recommend that the maximum percentage 

. of profits that can be utW!\ed for huikling up internal 
resources should be indicated so that some minimum 
portion of the surplus is declared as dividend. The 
Committee recommend that suitable instructions may 
be issued to all the undertakings in the light of tbe 
above remarks. 

A view was expressed that there should he a specific 
iDltruction or provision in the Articles of Associa-
tion to the effect that no work should be undertaken 
without a budget. The Committee are of the opinion 
tbat the Government should make it obligatory fo: 
undertakings to prepare detailed budget estimat~. 

The Committee consider th:tt it would he in the 
interest of public undertak:ngs to lay down the proce-
dure and fonn of budget. 

The Committee are inclined to think that the 
balance of advantage would lie in favour of baving 
the analysis of th~ reasons for variations between 
budget estimates and aetua1s done by a section other 
than that which prepares the budget. They would 
commend this system to all public undertakings. 

The Committee feel that if the unite; cO'lcemed Me 
asked to prepare their own budgets, they will be 
more realistic because they wm be prepared bv per-
sons with first hand 1cnowledge. Moreover. the units 
wD1 feel more responsible for adhering to the esti-
mates. The Committee recommend that the system 
of concerned unit preparing its own budget may bt-
adopted by all tbe public undertakings. The budgets 
of the units will of course have to be approved by 
thrl Board of Directors at the Head Office. 

The Committee recommend that ill ordtr to have 
better ftnancial control over various activities of the 
undertaking, aD undertakings should prepare subsi-
diary ~s suited to their requirements. For the 
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industrial undertakings, it is necessary to prepare a ' 
Sales Budget before fixing the production programme. 
Based on this programme, the different subsidiary 
budgets should be nrepared and the general budget 
should be a consolidation of those budgets. Such a 
break up of the overall budget into subsidiary budgets 
would render easy an analysis ot reasons for variation. 

A very important subsidiary budget for any under-
taking is the Cash Flow statement which is necessary 
for ensuring optimum utilisation of funds. It aims 
at forecasting the time i)f expenditure and makes 
estimates of sales realisations, realisations of 01lt-

standings and utilisation of internal resources, so 
that only the balancl! will have [0 be raised by way 
of cash credit from banks or loans from Government. 
This will help in ensuring that the outstandings are 
not allowed to accumulate and that interest bearing 
loans or cash credits are restricted to the minimum 
possible. 

The Committee are in agreement with the recom-
mendation of the Adminis'rativl.! Reforms Commission ' 
that a public undertaking need not be required to 
submit its revenue target for Government approval 
unless it is a deficit budget and Government are ex-
pected to make up the deficit. They would, however, 
like to add that as soon itS the Budget is approved by 
the Board of Directors, it should be !'oent to Govern-
ment for information. 

The Committee think that a capi[('l budget should 
not be looked at from the point of view of funds alone. 
Even though an undertaking may have created liur-
pluses to finance its capital budget. Government lihould 
be !iatisfied that the undertaking is employing them 
judiciously. The Committee ,are therefore of the 
view that the capital budget should continue to be 
submitted to Government for prior approval. 

The Committee agree that the absence, of proper 
checks may lead to premature withdrawal of funds by 
the undertakings. They however feel that Govern-
ment had gone to the other extreme of excessive 
control by allowing: releao;e of funds monthly. They 
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consider that both the points uf view would be lnet 
if the funds are released on quarterly basis. The 
Committee do not think that it would be advisable to 
give full freedom to public undertakings to draw upto 
90 per cent of the budget amount \\ithout reference 10 

the administrative Ministry. As long as they get the 
required funds released by the Ministry within a 
reasonable time, there is no need for giving such 
freedom. Since, under the new procedure, there is no 
need to consult the Ministry of Finance during the 
tirst three quarters, there should be no delay on the 
part of the administrative Ministry to release funds. 

The Committee feel that since pulJlic undertakings 
are to function as commercial enterprises in the true 
sense, they should be given the necessary r1exibility 
in the utilisation of thz funds at their disposal. 
There are of course certain undertakings which pro-
duce some specific items necessary for the economic 
nnd industrial development of the country. Barring 
~uch cases, which involve public interest, and where 
adherence to the production plan is essential, the 
other undertakings must be encouraged to bring in a 
flexible approach in regard to adjusting the production 

. programme in 5uch a way a~ to earn maximum 
profits. 

The whole economic success of any projc.(.'t depends 
on an efficient and accurate system of cost 
control. The Committee would, therefore, urge that 
a proper costing system should be introduced in all 
pu~lic undertakings. Without a proper costing sys-
tem, it will not be possible to fix the prices correctly 
and to exercise adequate control over various ele-
ments of cost. 

The Committee further consider that since the 
detailed project report is the basis of judging the 
profitability of a project, Government should insist 
that an estimate of the cost of production must be 
included in the detailed project report. The vast 
experience gained so far in establishing and running 
of industrial projects should be utilised in making 
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available to the consultants/collaborators such data 
as may be required by them for correctly estimating 
the cost of production and for making an independent 
check of the estimate made by them. 

The Committee note that 35 undertakings 
have laid down the procedure for costing and some 
out of them have also evolved proforma. cost sheets. 
The Committee recommend that similar action should 
be taken by all public undertakings. 

The Committee consider that each undertakinu 
will be in the best position to judge whether or not 
the integrated system of cost and financial accounts 
would be suited to it. But whatever the system, 
collection of cost data should be completed as 
speedily as possible. It will be seen from the state-
ment at Appendix XVI that in a number of under-
takings, the compilation of cost data takes more 
than a month's time, and in some cases it takes as 
much as three months. Prompt steps for cost reduction 
can be taken only if full data for cost analysis is 
readily available. The Committee therefore recom-
mend that the undertakings should gear up their 
costing organisations so that cost data is compiled by 
each undertaking within the shortest possible time. 

The Committee feel that introduction of standard 
cost is very necessary for exercising effective cost 
control. The standard cost should be calculated on 
the basis of normal levels of activity and efficiency 
and should be reviewed periodically so as to take into 
account changing conditions. There may be some 
difficulty in expressing the standard cost in monetary 
tenns, as due to the allround increase in price, stand-
ard cost is likely to become ('ut of date very often. 
The Committee, therefore, consider that it will be 
advantageous to Jay down physiCal norms for deter-
mining standard cost, i.e. the quantity of materials 
that should be consumed per unit of end product, 
labour hours, machine hour~ etc. per unit of end 
product. 
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The Committee agree that Government should be 
the ultimate authority to decide the items whose price 
should be fixed by it. But they feel that it would be 
in the fitness of things if the method of price fixation 
is fair to the undertaking concerned. 

The Committee feel that it is not possible to lay 
down any uniform method on the basis of which the 
public undertakings can be asked to determine the 
prices of their products. Their pricing policy will 
naturally depend on different selling conditions, such 
as competitive selling, partial monopoly, total mono-
poly. selling in public interest, selling only to Govern-
ment etc. Public undertakings should not, however, 
lose sight of the basic fact that they must prove to be 
viable economic units and earn a reasonable return on 
capital employed so that they could contribute to 
general revenues. 

When an undertaking is to sell in a competitive 
market. market price should be the guiding factor. 
If, however, the public undertaking is able to produce 
at a much cheaper rate than the market price, it 
should set an example by adjusting its price to the 
level of cost of production plus an adequate return 
on investment. 

In the case of partial and total monopoly, the 
principle of cost of production plus reasonable margin 
will have to be carefully applied because it will not 
leave any incentive to reduce the cost of production. 
Rather, the guaranteed return will be acting as an 
adverse factor in controlling costs. A suggestion made 
in this regard is to apply the import-parity price. The 
difficulty in this method is tliat Indian conditions differ 
vastly from conditions in foreign countries and there-
(ore comparison should. more appropriately, be made 
with the home marleet price in those countries and not 
to the Janded cost, because not infrequently. export 
prices are subsidised directly or indirectly. 



1 2 

65. 186 

66 .. 187 

67. 188 

,.1. ' 

127 

3 

Quite often public undertakings are given partial 
or total monopoly in producing certain items as aD 
import substitution measure or for boosting exports. 
It is but right that when undertakings discharge such 
responsibilities, they should not be asked to run at a 
loss by being compelled to sell at prices lower than 
their cost of production. In such cases, the cost of 
production and a reasonable margin should be allowed 
to the undertakings. But to counter any apprehension 

that it would lead to laxity on the part of the under-
takings in controlling costs, the cost of production 
should be determined by a body of persons which 
includes some impartial outsiders also. The same, 
considerations apply when the undertakings are re-
quired to sell something in public interest at a price 
lower than the cost of production. In cases where the 
only buyer is a Government department, the price 
should not be allowed to exceed the cost of produc' 
tion plus a reasonable margin. 

The Committee are of the view that in cases where 
the public undertakings are required to undertake the 
production of an unprofitable item at the instance 01 
Government, specific directives should be issued by 
Government to the undertaking concerned. 

These are only general guidelines. The Com-
mittee recommend that the items produced by differ-
ent public undertakings should be classified into dis-
tinct groups and the guiding factors for' determining 
the pricing policy for each group should be laid down 
by Government having due regard to the consumers' 
interests. 

68. 199-200 The Committee are convinced that the supplemen-
tary or test audit of the accounts of public undertak-
ings by the Comptroller and Auditor General in some 
form or the other is essential to ensure their account-
ability to Government and Parliament. They feel that 
the existing arrangements have· been working by and 
large satisfactorily. If some undertakings have ex-
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perienced procedural difficulties in attending to twO· 
audit parties at the same time, these can be solved by 

-- greater eo-ordination between. the Comptroller and 
. Auditor General's offiee and the statutory auditors. 

The statutory auditors are responsible for the 
~r~y of the ~ts and. for certifying that the 
baJap~slleet and profit and Joss account give a true 
aDd fair view of the affairs of the company. The 
Coounittc=e find that the scope of the normal audit by 
tha. sWutory auQitors has been. considerably enlarged 
by: the directions issued to them by the CllmptroUer 
and Auditor General. Nonnall),. therefore, there may 
be no need fOf !pe Q)mptro~ & Auditor General to 
examine the initial accounts and go over the ground 
alreldy covered by the. s.tatutorY auditors. The Com-
mittee are of the view that the supplementary audit of 
the Comptroller and Auditor General should concen-
trat~ Jl)OR 011 ~ncy-cum-pJ;opriety-audit so that 
his reports to Parliament give an overall appraisal of 
the financial working of the undertakings. The Com..-
mittee further recommend that technical personnel 

. may be associated by the Comptrol1er & Auditor 
General with his staff, so that the audit parties may 
be reinforced in evaluating and appraising efficiency 
in operation and management of the undertakings. 
The Committee suggest that a. beginning may be made 
III this direction on an experimental basis. 

The Committee would not like to express any 
opiRion on the recommendati0rt5 of the Administra-
tM R-eforms Commi!lsion re~arding fomlation of 
Audit Boards. From the evidence before them, it 
appears that the Government consider it. to be a dis~ 
tinct improvement over the present arrangements. 
During discussions, the majOr unde-rblldngs also 
appeared to welcome lhe proposal jf it would mean 
ending the present duality of aydit work. The Com-
mittee have no douht that before taking a decision in 
this matter, the GoVl'!mment win en!lure that any new 
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system will not only make audit more purposeful, 

but also go a step further in making Parliament's con-

trol over the public IJndertakin~ more effective. 

An effective system of Internal Audit is an import-

ant instrument of financial control. The Committee, 

therefore, urge that those undertakings which have not 
so far set up Inteml'll Audit Departments should do 

so immediately. 

The review of the accounts of Public undertakings 

presently done by the Director of Commercial Audit 

gives a useful analysis of accounts and a limited num-

ber of ratios are calculated. - Since the review 

is in the nature of a post-mortem, the exercise h~s 

limited utility. The Conunittee have carefuJIy consi-

dered the need for provmg a mechanism for conti-

nuous appraisal of efficiency. during the operation of 
a concern. They feel that internal audit should dis-

charge this function. Besides, quarterly profit and 

loss accounts should be prepared as suggested in 

para 141 and they should be analysed and various 

accounting ratios should be worked out. A considtr-

able amount of information can be glraned from 

such ratios and analytical study, which conld provide 
guidelines for effecting improvements in operation 

and performance. They also assist in identifying 

areas of weakness and laxity in control. Where feao;ible 

inter-unit comparison mAy also be effected. 

The Committee are also of the view that functions 

of an Internal Audit I>epartl1lent should indude a criti-
cal review of the systems, procedures and the 
operations as a who1e, rather than merely of the 

accounting work. They are inclined to agree with 

the idea to associate teA:Mically qualified persons with 

professional accountants and to make internal audit 

a part of the functions of the management audit team. 

As regards actual extent and nature of checks to be 

exercised by the Internal Audit Department, the C.om-

mittee feel that no uniformity can be prescribed as 
the checks will depend upon the pecUliarity of the 
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organisation and the quaUty of internal control in 
each undertaking . 

. The Committee are also of the view that for being 
effective, it is necessary to give certain amount of 
independence to the Internal Audit Department within 
the administrative set-up of the undertaking. They 
tberefore feel that the Internal Audit Department 
should not function under the person who is respon-
sible for maintenance of accounts, but should be 
directly under the Financial Adviser, or the Managing 
Director as the case may be. 

Considering all aspects of the ffueation, the Com-
mittee are .in agreement with the decision to introduce 
straight line method for providing for depreciation 
and would reoommend its adoption by the undertak-
ings which have not introduced it so far. 

The Committee note that different undertakings 
have laid down different rates of depreaation for 
same class of assets. The Committee consider that 
for enabling a comparison of the working ot public 
Undertakings, standardisation of the different classes of 
assets and laying down tbe rates at whicb they llbou!d 
be depreciated would be necessary. If for purposes 
of rates of depreciation, it becomes difficult to treat 
all public undertakings alike, they should be grouped 
according to the nature of the industry and uniform 
rates of depreciation of assets should be made appli-
cable to the undertakings in each group. 

I t will be seen that while smaller undertakings 
have been given authority to incur capital expenditure 
upto a higher limit, the limits for bigger undertakings 
like Ajr India, Indian Airlin~ Corporation and HiD· 

dustan Machine Tools Ltd. are lower. The Committee 
recommended that the powers enjoyed by all the un-
dertakings should be reviewed and refixed in such a 
manner as to bear relationship to the total capital out-
lay and the annual capital expenditure incurred by an 
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undertaking. Such limits should be· reviewed- periodi-
cally with a view to making suitable adjustments. 

The Committee recommend that efforts should be 
made to standardise the financial rules applicable to 
public undertakings on the bas;is of the experience so 
far gained. A Standard Accounts Manual should 
also be compiled and adopted by the individual under-
takings with such modifications as might be consider-
ed necessary. 

The Committee, therefore, recommend that all 
public undertakings should use the same account 
heads in the Account Books as given in the Project 
Reports as far as possible. In the case of those under-
takings where detailed project reports are already in 
existence, action may be taken to redistribute the ex-
penditure estimated in the detailed project reports 
under heads used in the account books. The feasibi-
lity of drawing up a list of standard account heads 
under which expenditure should be estimated while 
preparing a detailed project report may also be exa-
mined. 

In addition, the account heads should also cor-
respond to the budget heads so that progressive ex-
penditure under each head can be watched against 
the budget provision and any variation can be prom.-
ptIy brought to the notice of the management. 
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