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INTRODUCTION

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 the:
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 Committee 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 evidence 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 Undertakings.

NEew DELHI;
April 22, 1968.

Vaisakha 2, 1890 (S).
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INTRODUCTORY

This study on ‘Financial Management in Public Undertakings’ is  the
third it thte series of stodiéy oh differént aspects of management under-
taken by the Committee on Public Undertakings. The earki¢? two studies
were on ‘Management and:Administration in Public Undertakings (Plan-
ning of Projects)’ and Materials Management in Public Undertakings’.

. 2. Fimemcinl Masagoment hus come: tonbe recognised as the key tool in
motlerm mansgemem.: In: fact; it could be said. that every decision of the
management has ultimately its repefcussions on the 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 adopts, 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 Flectricals (India) Ltd.

(4) Heavy Engineering Corporation Ltd.
(5) Hindustan Machine Tools Ltd.

(6) Hindustan Steel Ltd.

(7) Indian Qil Corporation Ltd.

(8) State Trading Corporation of India Ltd.
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5. This was followed by the evidence of the officials of the following
Ministries of the Government of India:—

(i) Ministry of Commerce;
(ii) Ministry of Finance;
(iii) Ministry of Industrial Development and Company Affairs;
(iv) Department of Iron & Steel;
(v) Department of Mines & Metals; and
(vi) Ministry of Petroleum & Chemicals.
6. The Committee have considered problems in financial management

common to all the undertakings. Necessarily, therefore, the treatment of
the subject by the Committee is general in its nature.
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A. Time of setting 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
had 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. In the following undertakings the Financial Division was
set up many years after the project was launched: —

() Hindistan Antibiotics Ltd. 7 Years later.

(i) Indian Telephone Industries Ltd. . 6 .

(11) Hindustan Salts Ltd. . . DY .

(iv) Rehabilitation Industries Corporation Ltd. 4 .

(v) Ashoka Hotels Ltd. . . About 3} 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 when
vital decisions relating to the Project, such as, size, location, collaboration
arrangements, capital cost etc. were taken. All the undertakings agreed
that it would be very desirable to have the Financial Division right 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 doubt that as a general rule a separate and well-
organised Financial Division is absolutely essential for the efficient finan-
cial management of a public underfaking. It is also necessary that
a Financial 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 project adminis-
trator at a stage when both money and time have to be conserved.

3
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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 Finance stated that the matters re-
ferred to were covered by techno-economic feasibility studies and detailed
project reports.  These studies required expertise which required necessary
qualifications and experience in the same industry. A new man like the
Financial Adviser elect, was not likely to be in possession of that expertise.
It had to be done by a techno-economic body or by engaging some foreign
consulting firm,

13. The Secretary, Ministry of Industria] Development & Company
Affairs said that the question of associating at the initial stages a person who
was to be appointed Financial Adviser should be comsidered a pragmatic
one. If the volume of work in the intitial stages justified the appointment
of a person, it should be done. If there was not sufficient work, 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 comany was registered.

14. The Committee feel that the present system of the admimistrative
Mhnistry and the Ministry of Finance taking a whole ramge of basic de-
cisions which affect the economic viability of the project without associat-
Mm&emwhmrhmmu}ﬁm@m
or operate the as its Chief Execptive and Financial Adviser. is
not soupd. myconsiderduthesetwppqsonshanmiectso(

be gssociated with it as soon as it is con-
ey are fully motthedmmmpmbkms,e«.
it and oy as to what is expected of the project. At
lnyrﬁoﬂnywoddbeabletopohtoutpncﬂmllimihﬁonsmﬂwu-
pectations and belp in laying down realistic targets and time schedules for
completion of constrnction, commencement of production, delays in both
of which bave damaged the image of public undertakings unnecessarily.
Having heen associpted at the imitial stage itself, they could also be beld
squarely respousible for the achievement of targets and adherence to the
time schedules inid downt as well as tested a8 0 their abilities and efficiency.

1S. The Commiftee appreciate that pnp.uﬂo- of techno-economic
wmwmmmny,hwtahm have to
be catrusted to a foreign consyltant but this does not detract from the need
to make timely sppointment of the Chiet Executive 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.



16, As regards the argument that it would be a waste of map-powest
if there was not sufficient work at the begimning, the Committee feel that
‘undue importance should nat be givem to .this aspest, because the useful-
ness of the top executive at that stage, as alveady imdieated, canpot be
measured in terms of volume of work but in sevms of adlierence and fulfil-
ment of time schedules and cost estimates. The processes of considers-
tion and approval of detasiled project reporis amd cempletion of preli-
minaries relating to the setting up of a mew public undertaking which are
at present protracted would be considerably expedited if the Chief Exe-
cutive and be conmsiderably expedited if the Chief Executive sand the
Financial Adviser are appointed in the early stages.

N B. Organisational set-yp
17. The Committee noticed that, except a few, most of the public
undertakings had not undertaken any study of the organisational set up of
Financial Divisions in comparable enterprises before organising their Finan-
cial Divisions. The undertakings which undertook some such study relied:
mostly on the orgﬂﬁggﬁonlal set-up of some pyblic undertakings already i
existence as shown helow:

Sl Name of undertaking which carried Name of the organisation wt ose:
No. out a study set up was studied by the under-
taking.

1 Fertilizer Corpo :ticn f Indiz Ltd. TISCO and TELCO
(Sindri Unit)
Bharat Heavey Electricals Ltd. . Heavy Electricals (India) Ltd.

Bharat Heavy Plate & Vessels Ltd. (i) High Pressure Boiler Plant
of Bharat Heavy -Electricals

Ltd.

(1) Heavy Machine Tools Plant
of Heavy Engineering Cor pora-
tion Ltd.

4. Janpath Hotels Ltd. Ashoka Hotels Ltd.

5. Hindustan Steel Ltd. Study carried out by Adminis-
trative Staff College, Hydera-
bad and set-up reorganised.

w N

6. Triveni Structurals Ltd. . Determined on the basis of ex-
perience of similar under-
takings in India and the ex-
perience of the collaborators
viz. M/S. 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 Committee feel that the need for studying the organisationsl
‘set up of Finemcial Divisions in comperable enterprises in India =nd
-abroad has not been given the importance it deserves by the public under-
takings 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 mo reiterstion that the efficient running of
a commercial enterprise depends greatly on the efficiency of the organisa-
tional set up sad particularly that of the Financial Division which is ex-
pected 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 recommend that before organising their
Fimancial Divisions, the public undertakings should carry out a systematic
study to determime the set up that would be most suitable to their
-organisations,

20. In the case of even those undertakings which have already set up
their Financlal Divisions, the Committee recommend that a review on the

fines suggested above, could be undertaken with benefit to the undertaking.



It
FINANCIAL ADVISER
A. Appointing authority.

21. The mode of appointing Financial Adviser is not uniform in the
‘public undertakings. It will be seen from the statement at Appendix
I that in 47 undertakings the Financial Adviser is appointed by Gov-
.ermment, while in 12 undertakings the appointment is made by the Board
of Directors. From the views expressed by the undertakings it is seen
that the 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
aflected if one of them was appointed by and made responsible to an
outside authority. It was argued that the Board of Directory must be
made responsible 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 sclected ministries, the Secretary, Ministry of Finance recalled
that the decision that Government should appoint the Financial Adviser
was 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 post.

7
179 (aii) LS—2
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25. When his attention was drawn to the recommendation of the
Administrative Reforms Commission that all appointments 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 with the concurrence of Government.

26. The Secretary, Ministry of Industrial Development & Company
Affairs said 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 also 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 appoint-
ments.

28. The representative of the Department of Mines & Metals said
that at least in the early years of an undertaking, it should 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 decision in
these matters without consplting the management,

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

30. The question of appointment of Financial Adviser raises the
following issues:—

(i) whether it is 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 Financial Adviser is appointed by
Government; and
(i) Whether for securing team spirit among the top managerial
personnel and to ensure smooth and efficient working of the
undertaking it is necessary that the Financial Adviser be
appointed by the Board of Directors.
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(iii) 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 Financjal Adviser in the Board of Directors so as to
ensure harmonious 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 that the appointment of Financial Adviser has
far reaching implicaions. He has to be independent in expressing his
views, particularly 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 treated as an integral part of the management. In the cir-
cumstances the Committee feel that a solution to be problem can be found
only in a suitable combination of the two methods followed at present. The
Committee therefore, recommend that initiative to select the Fimancial
Adpviser in all major undertakings 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-
self is responsible to it. To help the public undertakings in making a
selection, the administrative Ministry and the Bureau of Public Enterprises
may draw up a panel of eligible persons from which the public undertaking
could draw, the actual appointment being made by the Board of Directors
with the approval of the Government.

B. Financial 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 express his views before the 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 Execu-
tive and the head of the Financial Division. The representatives of
undertakings who gave evidence before the Committee were not only in
favour of having Finance Directors but supported the idea of functional
directors 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-
viscd 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
Director would have to be decided in each case with reference to the
functions and responsibilities which were cxpected of the Financial
Adviser.

36. The Committee agree that the appointment of the head of the
Financial Division as a Director will meet to a great extent the twin re-
quirements of independence of the Financial Adviser and his being made
part of the management. They do not, however, think that a full-time
Director of Finance can be appointed only where other fumctional direc-
tors for Production, Materials etc. exist. They feel that there would be
adequate work for a full-time Finance Director in a namber of large public
undertakings, even if there may not be justification for having other func-
tional director. The Committee, therefore recommend that, to start with,
this proposal may be introdaced in big undertakings where there is justifica-
tion for employing a full-time Finance Director.

37. During cvidence, the earlier unsuccessful experiment in Hindustan
Sicel Ltd. to have a system of functional directors, was brought to the
notice of the Committee. The Secretary, Ministry of Industrial Deve-
lopment & Company Affairg (former Sccretary, Department of Iron and
Steel) agreed that thero were possibilities of conflict between the func-
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 functional directors were people with ability,
then the General Managers would have respect for them.

38. The Secretary, Department of Iron and Steel put forward the view
that the possible conflict between functional directors and General Mana-
gers could be avoided if it was understood that within the Plant it was the
General Manager who was responsible for everything and the functional
directors weie responsible for framing of general policies, laying down
norms, settlement of inter-plant matters and not for advising the General
Managers.
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39. In their Twenty-Eighth Report (1966) the Committee have ex-
pressed themselves in favoar of a functional board as far as Hindustan
Steel Ltd. is concerned. On the general question of functional Boards,
ﬂneEmtesCommltteehadrecommendedmixedboardsconsmungot
some part-time and some full-time directors. [52nd Report of E.C. on
Personnel Policies in Public Undertakings. (Para 26)]. The Committee
trust that Government will take into account all relevant factors and arrive
at a decision. However, as regards Finance Director, they feel that this
should be considered a separate issue and wherever there is justification,
the heads 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
former should be made the responsibility of the Director (Finance) and
the latter that of a person to be designated as Financial Controllei or
Deputy General Manager (Finance).

41. The Committee agree with the desirability of bifurcating the
functions relating to maintenance of accounts and rendering of financial
advice in large public undertakings. They feel that one way of bifurcating
the two functions and yet maintaining the necessary co-ordination would
be to make the Director (Finance) responsible for rendering financisl ad-
vice only and to appoint a person under him to look after maintenance of
accounts.

(c) Role of Financial Adviser

42. A proper appreciation of the role of Financial Adviser is neces-
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
knowledege on technical matters. Another question which has created
difficulties and to an extent caused the blurring of responsibilities of the
Financial 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 Directors ana
should function just as any other head of department.
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43. During evidence, the Committee discussed at length these issues
with the representatives bf public undertakings and Ministries. There
was no difference of opinion among the witnesses that the Financial
Adviser should not be a watch-dog of Government. But the feeling
appeared to persist in the minds of the representatives of undertakings that
the Financial Adviser was prone to consider himself or was prone to be
considered as the watch-dog of Government. Three reasons could be dis-
cemned for that feeling. One was that the Financial Adviser was appointed
by Government. 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 was 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 if they were to be responsible to Parliament for
public money. The Vice-Chairman, Hindustan Steel Ltd. stated that the
reviews 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 he
was expected to be a watch-dog of Government. 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.

4S. 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 Heavy Electricals (India) Ltd., Indian Oil Cor-
poration Ltd. and Hindustan Steel Ltd. thought that there was no need to
do so.

46. The Chairman, Heavy Electricals (India) Ltd. referred to the con-
trol and supervision exercised by the Finance Ministry and the consequen-
tial feeling that it was superior to others. He said that some carry-over
of this thought was permeating the public sector. He contested the special
position given to the Financial Adviser, whereby the Chief Executive was
abliged to refer to the Board matters on which he and the Financial
Adviser differed. This was not so in the case of other heads of depart-
ments. The Vice-Chairman, Hindustan Steel Ltd. 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 quartery financial
reviews which has been found to be very advantageous so ‘far. The
quarterly financial review keeps the management alert and the government
well-informed. The Committee understand ¢hat to make the quarterly
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 this an adequate safeguard against any unreasonable criticism by
the Financial Adviser based on inadequate facts.

48. The Committee do not consider that the Financial Adviser becomes
a “watch-dog” of government merely because be submits 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 Chief executive and the Board of Directors. 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
heads 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, the feeling on the part of Chief
Executives that the provision relating to the submission of quarterly financial
reviews by the Financial Adviser to the Government and the requirement
about differences with him being referred to the Board of Directors com-
promise their authority is not justified. The example of private sector is
quoted by them to reinforce their contention that if the Chief Executive is
¢o be held solely responsible, he must be given full and complete powers.
The Committee agree that the Chief Executive of a public undertaking
should be given powers corresponding to his responsibilities. But they do
not agree that the provisions relating ¢to submission of financial reviews and
reference of differences of opinion between him and the Fimancial Adviser
to the Board reduce in any way his eflectiveness or authority. In quite a
number of umdertakings, the Chief Executive is vested with the power to
overrule the Fimancial Adviser if circumstances warrant. Thus, he has
‘beena given full powers o run the organisation efficiently. The requirement
that differences of opimion shall be referred to the Board of Directors acts
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as a check on the exercise of power and responsibilities by either of them.
The Committee therefore feel that the preseat arrangement should contimwe.

D. Field of Selection

50. The field of selection of Financial Adviser at present covers direct
recruitment, promotion from within the organisation and persons drawa on
deputation from government services. Though there are threc distinct
groups, majority of the public undertakings have deputationists as Financial
Advisers. Out of the undertakings which furnished infarmation to the
Committee 7 did not have Financial Advisers. Out of the remaining as
many as 46 undertakings had deputationists as Financial Advisers. The
Committee also noticed that except in 2 undertakings, wherever, Govern-

ment of India was the appointing authority, deputationists had been ap-
pointed.

51. Asked as to which system was preferable, 21 undertakings stated
that they preferred deputationists, 21 undertakings stated that they prefer-
red direct recruitment or promotion from within the organisationt and 16
undertakings wanted the best man and had no particular preference or ob-
jection to direct recruits or departmental promotces or deputationists. De-
tails are shown in Appendix 1V.

52. The Commnittee discussed the desirability of chartered accountants
-being cmployed as Financial Advisers in the public undertakings. ‘The
representatives of the undertakings were in general agrcement that more
chartered 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 Elec-
tricals (India) Ltd. stated that at the level of giving financial advice, it was
the individual’s capacity which counted rather than the basic training. He
would not therefore put an extra premium on chartered accountants.

53. The Committee recommend that more chartered accountants should’
be employed by the public undertakings for manning suitable positions im
.the Financial Divistons. It necessary, the conditions of service may be
improved, so as to attract the best talent from the market.

a.mcmmmnsmmmmmmgmm
promation to persons who have worked in the organisation snd proved

-theiy, worth. - They trust that the undertakings will give due comsiders--
- Sion. to thelr ciaims.
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55. As regards employment of deputationists as Financial Advisers,
there were divergent views. Some undertakings prefered deputationists for
the following reasons:—

(i) The public undertakings are accountable to Government and
Parliament for their efficient working and a Firancial 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 deputationists were stated to be:—

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

(ii) There is no continuity or long tenure because of frequent
changes of incumbents and the post remains 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. statea
that the top man of the Finance Division should have a sense of belonging
and involvement in the undertaking 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 techmical a subject and persony who had been associated
with the government-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 Chairman, Indian Oil Corporation Ltd.  was of the view that
there should be no hard and fast rule about developing persons from within
the organisation, but the best man should be selected from whatever source
available. The Chairman, Heavy Electricals (India) Ltd. stated that the
attempt should be to look for people who could be permanently appointed.
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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 Committee do not think that a Fimancial Adviser can function
fearlessly unly if he i a deputationist. Similarly, it is also mot true to
say that the deputationists tend to bide their time. These views represent
only the two extremes, In the opinion of the Commitiee, a capable
man can function efiectively whether he is a deputationist or a direct re-
cruit. The effort should therefore be to select the best man available
from all the sources. There should be neither too much dependence om
deputationists as at present nor should a competent person be disqualified
from holding the post merely because he happens to be a deputationist. It
is the person and his competence that matter and not the service or source
from which he is drawn.

61. The Committee were informed that the question whether persons
who were initlally taken on deputation should be permanently absorbed or
allowed ¢o come back to their parent departments was under the considera-
tion of Government. The Committee are inclined to think that the balance
of advantage would lie in absorbing them permanently in the undertaking,
if found fit,

E. Functions of Financial Adviser

62. A statement showing the undertakings which have laid down the

functions of Financial Advisers and those which have not is given 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 ths delegation
of powers and this could hc 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 not be any advantage
.in compartmentalising the functions of a Financial Adviser. The Chairman,
Fertiliser Corporation of India Ltd., and the Financial Director of Indian
-Oll Corporation Ltd. were also of the view that there was no need to define
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the functions of the Financial Adviser. The Financial Advisers of Hindu-
stan Steel Ltd. and Heavy Flectricals (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 jindication
in the delegation of powers of the cases that would require to be referred
to him can, by no means, be considered as exhaustive 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 ou¢-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 carry 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 omly eight umder-
takings. This clearly shows that the Financial Divisions have not paid
adequate attention to this aspect but have been content to maintain the
accounts and to do such work as was specially given to them. The Com-
mittee would, therefore, urge that the Financial Advisers should take more
initiative and make useful contributions towards successful running of an
undertaking. This cam 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 Advisen 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, particularly in finan-
cial management. Modern management is primarily economic management
and every decision of the management 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
the job of the Management Accountant to collect rclcvant data, interpret
them and to foresee the effects.
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68. The Committee recommend that at least major public undertakimgs
should infroduce a regular system of Management Accounmting soon. The
job calls for high intellectual acumen and an innate ability to analyse and
interpret facts and figores and experience in examining the working of the
organisation as a whole.

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

G. Training

70. The Committee find that only a small number of undertakings have
made arrangements for imparting training in financial management. During
evidence, the representatives 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.

71. The Committee consider that the efiorts of various public under-
takings at organising separately training courses for their staff could be
advantageously coordinated at one place. The staff working in the Finance
Divisions can be posted in batches to uadergo training along with persons
recruited from the open market. Each undertaking can phase the traim-
ing programme in such a manner as to avoid current work falling imfo
arrears, Since all the public undertakings will be sending their persomnel
to a Central Traiming Organisation it will also be economical.

72. As regards imparting training to the Financial Advisers, except a
few undertakings which have sent their Financial Advisers for undergoing
short courses organised by such institutions as the Administrative Staff
College. Hydcrabad, no serious attempts have been made to impart regular
training to the Financial Adviser for a reckonable period of 1ime. 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 Committee counsider that arrangements made so far for the
training of Financial Advisers are inadequate. They are not sure if the
courses organised by the imstitutes of management would meet the peculiar
requiremesnts of public sector undertakings. The person who is to be posted
as Finamcial Adviser should be givea thorough traiming in the imtricacies
of commercial accoumts, projection of facts and figwres in the form of
pevriodical statements, preparation of gquarterly finamcial review and the
technique of remderimg fimancial advice. In the case of persoms who
are takem on deputation from govermment departments, traiming im com-
mercial accounting should be given in sufficient detail and depth,
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74. In addition to, such courses as might be arranged to give effect
to the above recommendation, the Committee 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.

75. The Committee also suggest that a specified number of officers
serving in Government departments might be selected and trained in
financial management techniques so that when there is a vacancy in any
undertaking, persons so trained might be considered along with the candi-
dates from the open market and those serving in the organisation and
a selection may be made of the best man among them.

76. 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 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 16 he attends only some. In 26 undertakings, the Financial Adviser
participates in the meetings, while in others, he puts forward his views only
when 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 Electricals (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 Qil 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 hig 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 Financial Advisers attended the Board meetings and ex-
pressed their views.
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81. The Secretary, Ministry of Finance stated that instructions had been
issued recently by Government to the effect that the Financial Adviser should
invariably be invited to attend the mectings of the Board of Directors.

82. The Committee consider that this is a step in the right direction.
It would give the Financial Adviser a much needed sense of participation
in managing the affairs of the undertaking. The Committee feel that it
is not enough, if he is in attendance only. He should be encouraged to
actively participate in the Board meetings, put forward his views whenever
ke considers it necessary rather than doing it only when asked to do so.
The Committee recommend that suitable instructions should be issved

to all the undertakings,
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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:—

Sl. Name of the Undertaking Details of procedure that is
No. followed
@) Hindastan Steel Ltd. Consequent 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 consujtation with
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.

(s) 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




1) (2)

3

(#s5) Praga Tools Ltd.

concurrence. In actual prac-
tice, however, the Chairman
and Managing Director issues
sanctions only after obtaining
financial concurrence.

There are no set rules in the

Company in respect of matters
requiring the prior concurrence
or approval of the Financial
Adviser and Chief Accounts
Officer.  All important matters
however have prior financial

concurrence.

(iv) 1ndia Tourism Dsvelopment Corpo- The Financial Adviser has a right

ration Ltd.

to record his views on all
financial proposals before they
are considered by the company.
The advice of the Financial

Division is obtained by various
subject D'visions wherever it is
felt necessary to dc so.

(v) H'nlustan Steel Works Construction There has been no delegation

Ltd.

(vi) Madras Refineries Ltd.

of powers to FA & CAO by
the Board on any matter except
that in deciding tenders FA
& CAO will be consulted by
the Managing 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
Mansaging D'rector, he should
ordinarily consult the Financial
Adviser on all matter he deems
it necessary so to do and in
particular where he seeks to
have an appraisal of financial
implications of any transaction.

84. During evidence, the Financial Adviser & Chief Accounts Officer,
Hindustan Steel Ltd. stated that whereas in other public undertakings con-
sultation 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 Financial 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-Chairman, Hindustan Steel Ltd. stated that when func-
tional board was in vogue, the functional 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 the 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 finance on all
matters, even those which did not strictly have any financial implications.

86. Asked whether he had complained to Government or to the 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 spcke but
the matter stood where it was.

87. The Committee regret to mote that satisfactory arrangements for
consultation with finance have not been made in an important undertaking
like Hindustan Steel Ltd. A situation where the Financial Adviser is
consulted only when it is required, is not a happy ene. The corporate
form itself contemplates management by a committee or group rather
than 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 all important
matters. That in practice the General Managers consulted finance on all
important matters and that the present Vice-Chairman consult: ihe Financial
Adviser on all matters is itself an argument that the Fin-ncial Adviser
should be a necessary party to all decisions. The Commiitee recommend
that steps should be taken to make consultation with finance obligatory on
prescribed matters.

88. The Committee are unhappy that even though the Financial Adviser
brought to the notice of the then Chairman of Hindustan Steel Ltd. and the
then Secretary, Ministry of Iron and Steel, the fact that he had not been
consulted om various matters, no remedial action was taken. The Gov-
emment have overall responsibility for the efficient working of public
nadertakings and certain powers have been vested in them to ensure this.
It is strange that Govermment were in the first instance not aware of what
was going on in Hindustan Steel Ltd. What is more surprising is that
even after it was brought to their notice, nothing was dome fo set matters
179 (Aii) LS—3
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right as testified by the Financial Adviser. If soch matters are mot set
right effectively and immediately, they work uitimately to the detriment of
the undertakings. The Committee recommend that due note should be
taken of this imstance and appropriate action initiated to emsure that there
is no such recurrence,

B. Scope for censultation

89. While most 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. The Committee have outlined the role of the Financial Adviser in
paras 42 to 49 ante. In order to enable him to discharge his functions in
conformity with that, it is necessary that he is consulted on all matters hav-
ing a financial bearing, even where no immediate expenditure is involved.
It will not only keep him well posted but also infuse a sense of participation
in him.

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. 1n a few other undertakings certain matters are
reserved for concurrence while on others financial division is consulted only.

92. The Committec 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. 1t 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 func-
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-

gatory.

94. In the State Trading Corporation of India Ltd. concurrence was
necessary in regard to certain items and in regard to others finance was con-
sulted. The Chairman, Heavy Electricals (India) Ltd. stated that in some
cases snecific financial concurrence should be obtained.  Otherwise, there
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‘was no protection to the manageinent 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 Qil 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 this regard, it might create a feeling that the Financial Adviser
was not a part of the Management, but 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 Commiittee are of the view that whereas in mosé cases mvol-
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 his part should appreciate
that the Financial Adviser has a useful contribution to make. The Finan-
cial Adviser, on his part, should feel that he has a constructive role to
play rather than controlling expenditure only.
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INVESTMENT
A. Approval of Parliament

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 full-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 give 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. should"
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 befere the-
Cabinet.

101. This is an important matter and deserves serious consideration by -
Government and Parliament.  The investment by Government in public

undertakings in the form of shate eapital and loans has assumed luge pros-
26
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sportions 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 demands for additional
investment in public undertakings either by way of loan or equity, are
placed before Parliament, detailed upto-date information about the
past investments in such undertakings, their achievements and working re-
sults should be given so that Parliament can exercise more effective scrutiny

before approving the demands,

103. 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
-obligations. ‘

B. Equity-debt ratio

104. In 1960, Government considered the question of distributing the
investinent 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. was concerned, equity debt ratio

of 1:1 was suitable.

106. The Vice-Chairman, 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 alnght but

ultimately it should be 40:60. ?



107. The Chairman, Heavy Electricals (Ilndia) Ltd. considered an-
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 .
cven 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 powers to:
raise Joans or equity when required.

109. 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 1:1 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 loan and if the
undertakings were to give a return of 6 per cent on equity, it would have
to carn a profit of 12 to 14 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.

111. The Secretary, Department of Iron and Steel stated 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 : 1 worked out a little unfairly to
the undertaking. The Secretary, Ministry of Industrial Development and-
Company Affairs stated that in private sector the equity debt ratio was 1 : 2.
If it was not possible to attain that ratio, the public undertakings should at
least maintain 1:1 ratio and there was no 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 Ministries in this matter. After considering 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 undertaking
also one ratio cannot be made applicable for all times. The Committee,
therefore, recommend that rigidity may be avoided in applying this ratio
‘to all public undertakings. If some undertakings make out a strong case for
altering the ratio, Government should give it due consideration. The
suggestion 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 consi-
deration.

113. Another factor which leads to objection to the prevailing ratio
of 1:1 is 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. If a satisfactory solution could be found to this problem, the Coni-
mittee feel that much of the 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 liability during the construction period and to write it off
from profits in the later years. This would afford adequate relief ¢o 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 reasons 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-
able.

(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 time at which the
project was actually launched.

(v) Increase in customs duty.
(vi) Devaluation.

116. During evidence, the Committee cnquired whether any study was
made to sce whether the same reasons led to revision of cost estimates of
several 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
also include outsiders.

117. It is obvious that the efforts of the individual undertakings fn
going into the reasons for revision of capital estimates have not beea
successful in eliminating the causes of revisions. Nor do Government
appear to have profited by such exercises becanse the same phenomenon
has been repeating itself. The Committee are convinced that there is need
for intensive stady in this regard, Such a study can be carried out by the
Bureau of Public Enterprises. It would, however, be more effective if the
Bureau co-opts a few officers of the administrative ministries. In the
first instance; a few undertakings may be selected for study amd in the
light of the experience gained, R may be determined whether those studies
would be sufficient for drawing guidelines for the preparation of eapital
cost estimates, or some farther stadies should be carried out.

118, The importance of estimates in the detailed project report being
as realistic as possible needs hardly any emphasis as the project report
forms the very basis on which Government approve the project and the
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capital outlay. It is therefore essential that the estimates take into
account all foreseeable items of expenditure and indicate the outlay as
accurately as possible. .

119. The practice of making significant increases in the capital cost
estimates is undesirable. If substantial increases 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 the undesirability of this practice in
their earlier reports. They recommend that stern action is called for on
the part of Government to put an end to this unhealthy practice.

120. In addition to the above, it should be ensured that there is no
laxity or wastage on the part of the project authorities in the implemen-
tation of the projects. In the opinion of the Committee, this has been
a contributory factor to the considerable increase in the capital cost esti-
mates of projects. Such imcreases in capital cost lead to increased burden
by way of depreciation and interest which would be a recurring liability.

(b) Over capitalisation

121. Tt 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 Adviser, 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 ope.

123. The Committee agree that to a certain extent it will be in the eco-
nomic 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 decided
to provide in-built capacity, there should be a realistic estimate of the poten-
tial and effective demand yearwise and if the demand is likely to increase
substantially within say four or five years, then only in-built capacity
should be provided. As admitted by the Secretary, Ministry of Finance
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and the Secretary, Department of Iron and Steel, the earlier assessments
regarding demand for steel have not been correct. The Committee have
come across several other cases of wrong assessmgnt of demand of pteel,
coal, heavy electrical equipment etc. which they have pointed out m their
reports. Since substantial sums are involved in providing in-built capacity
and profitability of the undertakings is also jeopardised due to mistaken
assessment, the Committee recommend that utmost care should be exer-
cised in assessing the demand. Persons with proven ability and experience
should be drafted for such work.

D. Working capital

124. At present public undertakings raise their working capital by
having cash credit arrangements with the banks, mostly State Bank of
India. In reply to a question, 19 undertakings informed the Committee
that they experienced considerable difficulties in raising working capital
tand the complaints were mostly directed against State Bank of India. Tt
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
operations.

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
required 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 a loan themselves to the undertaking. Asked whether
there was any directive that the public undertakings should deal only with
State Bank of India, the Finance Secretary said that there was no specific
ban on the undertakings having dealings with other scheduled banks, but
there had been earlier instructions that the undertakings should keep their
deposits with the State Bank of India.

127. The Commnittee find ¢hst the public wndertakings are being put
to wnnecessary difficuities on account of inadequate working copital Wwith
the result that their cfiorts and time have to be diverted from the important
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objectives of maximising production and keeping the costs low. It suffi-
cient 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 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 out
whether State Bank of India will be able to meet the working capital re-
quirements of all public undertakings on suitable terms. If it is ‘not possi-
ble’ the undertakings should be free to raise cash credit from other banks.

129. On their part, the public undertakings should work out their
working capital requirements and exercise stricter control 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.
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WORKING RESULTS
A. Return on investment

130. The statement at Appendix VIII shows the undertakings which
are carning profit, those which are running in loss and those under cons-
truction. Out of those which 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.

131. The undertakings have given various reasons for running in
losses or giving less than adequate returns. The following reasons appear
to be common to many undertakings:—

(i) Over-capitalisation. N
(ii) Under utilisation of the capacity created.

(iii) Surplus staff.

(iv) Labour trouble.

132. Over-capitalisation has been dealt with in paras 121 to 123 ante.
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 therefore, the remedial steps required

to be taken and the time by which full capacity is expected to be utilised
and submit such study to Government. Govermment should keep a watch

over its implementation and also provide such help as might be necessary
to the undertakings. In future wherever there is under-utilisation of capa-
city, such stady should become a regular feature and the work should be
entrusted to the Financial Divisions.

133. The problem of surplus staff will have to be tackled on a nation-
wide scale as the category of undertakings with sarplus staff is ever on
the increase. The Committee have come to the conclusion that assess-
ment of stafi made by the undertakings themselves is usually on the high
side. Assessment may be made by specialised agencies. Alter such fixa-
tion of staff strength, increase in any category should only be allowed on the
basis of increase in production.

134. The dificaky in laying off comstruction staff after the completion
of coastruction has been a vexations problem for the public undertakings.

34
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Various solutions have been attempted including that of employing them
in the production department after some training. This has its own prob--
lems 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 Com-
miftee therefore recommend that the feasibility of getting civil engineering
works done on contract basis, or by National Buildings Construction Corpo-
ration or a specialised agency to be created for the purpose may be exa-
mined. This will ensure that the construction staff do not become a
permanent liability on the project when construction is over.

135. 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-ordinated effort in
this regard. 'The Committee recommend that 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
Burean of Public Enterprises. The Committee would recommend that
besides the individual undertakings carrying out the studies referred to in
paragraphs 132 to 135 :above, it would be useful if the Bureau under-
takes studies on such 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 cxamination.  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 undeitakings it
became necessary to diversify production in response to changin: 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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138. The extent of under-utilisation of capacity in public undertakings
is a matter of serious concern. While the circumstances referred to in the
preceding para are genuine enough to warrant fresh investment, such cases
should be only by way 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 chang-
ing so fast in the case of the majority of items produced by public under-
takings as to render difficuit a fairly accurate assessment. If the jssess-
ment of the demand is- correctly made, there would be no need for chang-
ing the product-mix at a later stage. The Committee recommend that great
care should be exercised in determining the product-mix which should be
based on a thorough assessment of the demand.

139. As regards the need for showing separately capital outlay on the
first phase and expansion, the Committec were informed 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-
gineering Corporation Ltd. and the Heavy Electricals (India) Ltd. however
felt that it would not be possible to maintain separate accounts.

140. 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 information is not available, adverse trends in the work-
ing of the Rrst phase would go unnoticed. Even if separate accounts are
not maintained, the undertakings should allocate the expenditure to the
respective projects and in the case of common expenditure distribute it
on a percemtage basis, so as to get a clear picture of the profitability,
of each phase. Such proforma allocation of expenses is being made by

Hindustan Steel Ltd. and it should be possible for the other umdertakings
also to do the same.

141. 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 Committee were informed that in Indian
Oil Corporation Ltd. and Air India. monthly profit and loss acoounts were
prepared. In Hindustan Steel Ltd., Heavy Electricals (India) Ltd. and
Hcavy Engineering Corporation Ltd., half-yearly profit and loss accounts
were prepared.  The Committee consider that preparation of periodical
profit and loss accounts should be considered as one of the maim fumc-
tions of the Fimancial Divisions. They accordingly recommend that ali
undertakings should prepare such statements at least quarterly, becamse
only then it will be possible for the management to know the operational
results in time and effect adjustments as might be mecessary for improvimg
the operational results,
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142. Concerted efforts are also called for to increase labour producti-
vity in all the public undertakings. In the opinion of the Committee, the
present policy of “neither carrots nor sticks” nas not worked very well.
The Committee recommend that proper incentive schemes should be
worked out for all levels of management staff 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 the benefits of suchi an exercise were dubious
because of various uncertainties. Some undertakings like the Air India,
Bharat Heavy Electricals 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.

145. The Committee consider that such projected statements are neces-
sary adjuncts to proper planning of operations of an undertaking. Such
projected profit and loss accounts 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 difficult task. But this factor should not 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: —

(i) Shipping Corporation of India Ltd.
(ii) Oil & Natural Gas Commission.
(iii) Fertilizer Corporation of India Ltd.
(iv) National Industrial Development Corporation Litd.
(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 dividead 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
fixed 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
preliminary  cxpenses.  As regards the undertakings which were not
declaring 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
would be a sort of discouragement.

149. The policy guidelines referred to in the preceding para were laid
down only in January, 1968. The Committec are surprised that it took
Government such a long time to lay down the policy guidelines. A perusal
of these instructions shows that declaration of dividends should be consi-
dered after appropriating fumds “to build up reasonable reserves and to
sugment their internal resources to finance the approved schemes of capital
expenditure and/or to meet its immediate financial obligations without much
strain’’,

150. The Committee feel that unless the maximum percentage of profits
that can be utilised for building up internal resources is laid down, dividends
may not be declared for years despite profits. The Committee, therefore,
recommend that the maximom percentage of profits that can be utilised for
building up internal resources should be indicated so that some mmimum
portion of the surplus is declared as dividend. The Committee recommend
that suitable instractions may be issued to all the undertakings in the hght
of the above remarks.
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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. During evidence, the representatives of the
undertakings agreed that preparation of such estimates should be compul-
sory. A view was expressed by the Director (Finance), Indian OQil Cor-
‘poration Ltd. that there should be a specific instruction or provision in the
.Articles of Association to the effect that no work should be undertaken
"without a budget. The Committee are of the opinion that ¢the Govern-
‘ment should make it obligatory for undertakings to prepare detailed budget
-estimates.

152. From the replies given to the Committee, it is found 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 XII. The Committee consider that it
‘would be in the interest of public 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 having 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
‘balance of advantage would lie in favour of having the analysis dome by a
section other than that which prepares the budget. They would commend
this system to all public undertakings.

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 constituent units are prepared by the Head
Office. The Committee feel that if the units concerned are asked to prepare
their own budgets, they will be more realistic because they will be prepared
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by persons with first hand knowledge. Moreover, the units will feel more-
responsible for adhering to the estimates. The Committee recommend that
the system of concerned unit preparing its own budget may be adopted by all
the public undertakings. The budgets of the units will of course have to be
approved by the Board of Directors at the Head Office,

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

156. The Committee recommend that in order to have better financial
control over various activities of the undertaking, all undertakings s :ctid
prepare subsidiary budgets suited to their requirements. For the industrial
undertakings, it is necessary to prepare a Sales budget before fixing the pro-
duction programme. Based on this programme, the different subsidiary bud-
gets referred ¢to above should be prepared and the general budget should be
a consolidation of those budgets. Sach a break up of the overall budget into
subsidiary budgets would render easy an analysis of reasons for variation..

157. A very important subsidiary budget for any undertaking is the Cash
Flow Statement which is necessary for ensuring optimum utilisation of funds.
It alms at forecasting the time of expenditure and makes estimates of sales
realisations, realisations of outstandings and utilisation of internal resources,
50 that only the balance will have to be raised by way of cash credit from
banks or loans from Government. This will help in ensuring that the out--
standings are not allowed to accumulate and that interest bearing loans or
cash credits are restricted to the minimom possible.

B. Government approval

158. Except 13 undertakings listed in Appendix XIV, the others do
not submit their revenue budgets to Government for approval. The Com-
mittee asked for the opinion of the witnesses on the recommendation of the
Administrative Reforms Commission 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 among the representatives of under-
takings that revenue budgets need not be submitted to Government for appro-
val. The Financial Adviser of Fertiliser Corporation of India Ltd. however
stated that if money was to be provided by Government, then the budget
should be submitted to them for approval, whether it was a revenue budget:

or capital budget.
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160. The Committee are in agreement with the recommendation of the
Administrative Reforms Commission referred to above. They would, how-
ever, like to add that as soon as the Budget is approved by the Board of
Directors, it should be seat to Government for information.

161. During evidence, the Chairman, Hindustan Machine Tools Ltd.
and the Financial Adviser, Fertilizer Corporation of India Ltd. expressed the
opinion that if funds were not to be provided by Government, even capital
budgets need not be submitted to them for approval. The Commiftee think
that g capital budget should not be looked at from the point of view of funds
alone. Even though an undertaking may have created surpluses to finance its
capital budget, Government should be satisfied that the undertaking is em-
ploying them judiciously. The Committee are therefore of the view that

the capital budget should continue to be submitted to Government for prior
approval,

C. Release of funds

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
909, 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 709, of the actual budgeted amount. During 1964 and
1965, cases had come to the notice of Government zhat large
amounts drawn by these undertakings remained unutilised and
funds released for capital expenditure were diverted 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 confers 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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Ministry of Finance vide its letter dated 31st May, 1965 ad-
vised that the funds required by Public Undertakings be plan-
ned on 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 liberalised 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 the last
quarter are to be released in consultation with the Finance
Ministry so as to ensure that large unutilised 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 the budgets
for public sector undertakings was of the order of Rs. 310 crores and 450

tively.

16S. The Committee agree that the absence of proper checks may lead
t0 premasture withdrawal of fends by the undertakings. They however
feel that Government had gone to the other extreme of excessive control
by allowing release of funds monthly. They consider that both the points of
view would be met i the funds are released on quarterly basis. The Com~
mittee do not think that it would be advisable to give full freedom to public
undertakings to draw upto 909, of the budgeted amount without reference
to the administrative Ministry. As long as they get the required funds re-
leased by the Mimistry within & 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 first three quarters, there should be ne
delay on the part of the administrative Ministry to release funds.

D. Appropriations within the 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 great 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 restricted to appropriation
within major heads only.

167. During evidence, the Committice enquired whether precedence
should be givea to better working results or to adherence to an approved
plan of production expressed in the form of budget. The Financial Advi-
ser of Hindustan Steel Ltd. said that the two went hand in hand. The
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representatives of Indian Oil Corporation 1td., 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 Engineer-
ing Corporation Ltd. attached more importarice to reaching the optimum
level of production. The Vice-Chairman, Hindustan Steel Ltd. stated that
the plan of production was prepared by the project authorities themselves
and hence there should be no sanctity about it.

168. In a note furnished to the Committee after evidence, Government
have stated that at present the Board of Directors has been authorised to
sanction variotions upto 109, 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 undertakings are to function
as commercial enterprises in the true sense, they should be given the
necessary flexibility in the utilisation of the funds at their disposal. Thers
are of course certain undertakings which produce some specific items neces-
sary for the economic and industrial development of the country. Barring
such cases which involve public interest and where adherence fo the pro-
duction plan is essential, the other undertakings must be encouraged b»
bring in a flexible approach in regard to adjusting the production pre-
gramme in such a way as to earn maximum profits.
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COSTING

170. Twenty-four undertakings listed in Appendix XV do not have a
costing 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. Indian Oil Corporation Ltd.,, Hindustan
Machine Tools Ltd., and Hindustan Steel Ltd. stated during evidence that
the cost of production had been worked out in the detailed project reports.
The Fimancial Adviser of Heavy Electricals (India) Ltd. stated that the
detailed project report indicated only an overall cost of all items and did
not indicate the cost of each product. The Chairman Incharge, Heavy
Bgineering Corporation Ltd. informed the Committee that some idea of the
ultimate 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 collaborators to have a good idea of it, and that they gave a broad
indication of the cost of production.

171. The whole economic success of any project 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 public undertakings.
Without a proper costing system, it will not be possible to fix the prices
correctly and to exercise adequate control over various elements of cost.

172. The Committee further consider that since the detailed project re-
port 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 available to
the consultants/coBaborators 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.

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

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

4
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sufficed. The disadvantage was stated to be due to the difference in
«osting heads and account heads which led to delays.

175. The Committee consider that each undertaking 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. The statement at Appen-
dix XVI shows the time taken by each undertaking in compiling cost data.
It will be seen therefrom that in a number of undertakings, 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
recommend that the undertakings should gear up their costing organisations
so that cost data is compiled by each undertaking within the shortest possible
time.

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 only 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 Chairman of Hindustan Machine Tools Ltd. stated that they had in-
troduced the standard cost system right from the beginning. But they had
expressed the cost data in physical terms such as, machine hours, material
ctc. instead of expressing in financial terms.

177. The Committee feel that introduction of standard cost is very nece-
sary 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 accoumt changing conditions.
There may be some difficulty in expressing the standard cost in monetary
terms, as due to the all round increase in price, standard cost is likely to be-
come out of date very often. The Committee, therefore, consider that it
will be advantageous to lay down physical norms for determining standard
cost, i.e. the quantity of materials that should be consumed per unit of end
“product, labour hours machine hours etc. per unit of end product.
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PRICING POLICY

178. The statement at Appendix XVIII shows the undertakings whichs
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 Natural Gas 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 1st October, 1968 cent per cent release is expected to be made. If
these are left out, the other undertakings in respect of which Government
fix the price fall 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) Indian Telephone Industries 10% margin is provided on cost
Lud. plus basis. But the margin is
not enough for building up-

internal resources.

(i) Hindustan Cables Ltd. Profit margin allowed was 10 %,
But s‘nce the base cost was
1965-66 cost, the actual margin-
works out to 6 to 61/2%
only.

(1)) NEPA Mills Ltd. . Price was fixed in 1958 and has
remained unchenged. The
price fixed is lower than the
price of imported newsprint.
Hence profitability has been
reduced.

(+v) Hindustan Antiboiotics Ltd.  Price fixed for streptomycin hasf
resulted in loss. Prices o
sub-divided products do not
appear t0 have been based on
sc’entific evalvaticn. Pricing po—
licy is respomsible for low profits
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180. The undertakings which have suffered loss and the difficulty exe-
perienced by them are given below:

(i) Indian Airlines Corporation In 1956 , Air Transport Council
recommended a fare structure
on a teles copic basis. In-
creezses in fares, have there-
after not kept pace with the-
rising cost of other items, gig-
cost of aircraft, cost of fuel

and wages.
(i) National Min=ral D :velopm=nt Exports bzing effected at a price
Corporation Ltd. agreed to by Government with

the Japanese Steel Mission.
Export is resulting in loss in
respect of Kiriburu project.
In respect of other project, the
margin of return is low.

(i11) Bharat Earth Movers Ltd. To a certain extent, losses may
be suffered due to limitations
imposed on fixation of price-
by DGS&D.

181. 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 National 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 auntheority to decide the items whose price should
be fixed by it. Bat they feel that it would be in the fitness of things if the
method of price fixation is fair to the vndertaking concerned.

182. Different public undertakings have determined their pricing
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
method on the basis of which the public undertakings can be asked to deter-
mine the prices of their products. Their pricing policy will naturally de-
pend on different selling conditions, snch as competifive selling, partial mo-
nopoly, total monopoly, selling in public interest, selling only to Government
etc. Public undertakings should not, however, lose sight of the basic fact that
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they mast prove to be visble economic units and earn a reasonsble returs
- on capital employed so that they could contribute to gemeral revemues.

184. 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,

185. In the case of partial and total monopoly, the principle of cost of
production plus reasonsble 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 that Indian conditions differ vastly from condi-
tions in foreign countries and therefore comparison should, more appro-
priately, be made with the home market price in those countries and not to
the landed cost, because not infrequently, export prices are subsidised
directly or indirectly.

186. Quite often public undertakings are given partial or total monopoly
in producing certain items as an Import substitution measure or for boosting
exports, It is but right that when undertakings discharge such responsibili-
ties 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 undertakings 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 required
to sell something in public interest at a price lower than the cost of produc-
tion. In cases where the only buyer is a Government department, the price
should not be allowed to exceed the cost of production plus a reasonable

margin,

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

188. These are only geaeral guidelines. The Committee recommend
that the items produced by different public undrtakings should be classified
into distinct groups and the guiding facters for determining the pricing
policy for each group should be laid down by Gevernment, having due re-
‘gard to the consamers’ interests.
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AUDIT
A. Statutory audit

189. All the Government companies are subject to audit by chartered
:@accountants generally called Statutory Auditors. The appointment of
-aauditors 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. Such
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 results 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
of 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 the-
present audit arrangements. However, 19 undertakings (listed in Appen-
dix—XX) stated that there was duplication of audit work between the-
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.

193. 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 was 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 public 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.

(ii) Each Board should have five members; three should be perma--
nent members common to all the Boards and should be
senidr 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 staff. For each
undertaking, combined audit parties comprising the staff of
Audit Boards and professional auditors should be formed
so 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 undertakings and
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(v) A systematic appraisal of the performance of public undertakings
should be undertaken by the 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. The
Chairman Incharge 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) Ltd.
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 zone, then it would be overdoing audit.

196. The Chairman, Indian Oil Corporation Ltd. stated that if the re-
commendation 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
conduct 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 be
an improvement on the existing arrangements for audit. The Secretary,
Ministry of Finance 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-
-able 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 working 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-
facie it appeared to be an improvement on 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. The Committee are convinced that the supplementary or test audi¢
of the accounts of public undertakings by the Comptroller and Auditor
General in some form or the other is essential to ensure their accountability
to Government and Parliament. They feel that the existing arrangements
have been working by and large satisfactorily. If some undertakings have
experienced procedural difficulties in attending to two audit parties at the
same (ime, these can be solved by greater co-ordination between the Comp-
troller and Auditor General's office and the statutory auditors.

200. The statutory auditors are responsible for the accuracy of the
accounts and for certifying that the balance-sheet and profit and loss account
give a true and fair view of the affairs of the company. The Committeq-
find that the scope of the normal audit by the statutory auditors has been
considerably enlarged by the directions issued to them by the Comptroller
snd Auditor General. Normally, therefore, there may be no need for the
Comptroller & Auditor Creneral to examine the initial accounts and go over
the ground already covered by the statutory aunditors. The Committee are
of the view thst the supplementary audit of the Comptroller and Anditor
General should concentrate more on efficiency-cum-propriety-audit so that
his reports to Parliament give an overall appraisal of the financial work-
ing of the undertakings. The Committee further recommend that techni-
cal personnel may be associated by the Comptroller & Auditor General
with his staff, so that the audit parties may be reinforced in evaluating
aad appraising efficiency in operation and mansgement of the
wndertakings. The Committee suggest that & beginning may be made in
this direction on an experimental basis,

201. The Committee would not like to express any opinion om the
recommendsations of the Administrative Reforms Commission regarding
formation of Audit Boards. From the evidence before them, it appears
that the Government consider it to be a distinct improvement over the pre-
sent arrangements. During discussions, the major undertakings also appeared
to weicome the proposal if it would mean ending the present duality of
andit work. The Committee have no doubt that before taking a decision
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in this matter, the Government will ensure that any new system will not
only make audit more purposeful, but also go a step further in making
Parliament’s control over the public undertakings more effective.

B. Internal Audit

202. The Committee noted that though most of the undertakings have
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 would
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 Finarcial Controller
of Air India stated that while entrusting that function-to internal audit,
action should be taken to associate technmically 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. An effective system of Intermal Audit is an important instrument
of financial control. The Committee, therefore, urge that those undertakings
which have not so far set up Internal Audit Departments should do o -
immediately.

205. The review of the accounts -of public undertakings presently done-
by the Director of Commercial Audit gives a useful analysis of accounts -



5+

and a limited number of ratios are calculated. Since the review is
in the nature of a post-mortem, the exercise has limited utility. The Com-
mittee have carefully considered the need for providing a mechanism for
continuous appraisal of efficiency during the operation of a concern. They
feel that internal audit should discharge this function. Besides, quarterly
profit and loss accounts should be prepared as suggested in para 141 ante
and they should be analysed and various eaccounting ratios should be
worked out. A considerable amount of information can be gleaned from
such ratios and analytical study, which could provide guidelines for effecting
Improvements in operation and performance. They also assist in identifying
areas of weakness and laxity in control. Where feasible, inter-umnit Com-
parison may also be effected.

206. The Committee are also of the view that functions of an In¢ernal
Audit Department should include a critical review of the systems, pro-
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 technically
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 Committee feel that no uniformity can be prescribed

as the checks will depend upon the peculiarity of the organisation and the
quality of internal control in each undertaking.

207. The Committee are also of the view that for being effective, it is
mecessary to give certain amount of independence ¢o the Internal Audit De-
partment within the administrative set up of the undertaking. They there-
fore feel that the Internal Audit Department should not function under the
person who is responsible for maintenance of accounts, but should be direct-

ly under the Financial Adviser, or the Managing Director as the case may
be.



X
MISCELLANEOUS
A. Depreciation

208. Until 1963-64, public undertakings provided for depreciation ac-
wording 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—
XXID) are still following the reducing balance method. In reply to a ques-
tion opinions have been expressed in favour of both methods as shown
below: — .

Advantages of straight line method

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

(i) 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 balaince 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 larger
but repairs and maintenance will be smaller. In the succeed-
ing years, depreciation will be smaller, but the expenditure on
repairs and ‘maintenance will be greater.

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

55
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straight line method and another for purposes of Income-tax:
providing for depreciation under the reducing balance method.

209. Considering all aspeets of the question, the Committee are in agree-
ment with the decision ¢o introduce straight line method and would recom--
mend its adoption by the underfukings which have mot introduced it so far..

210. The Committee note that different undertakings have laid down
diffierent rates of depreciation for same class of assets. The Committee con-
sider that for enabling a comparison of the working of public undertakings,
standardisation of the ' different classes of assets and lying down
the rates at which they should be depreciated would be necessary.. If for
purposes of rates of depreciation, it becomes difficuit to treat all public
undertakings alike, they should be grouped according to the nature of the
industry and uniforms rate of depreciation of assets should be made ap--

plicable to the undertakings in each group.

B. Financial powers

211. While 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 intreased. The Committee find that the limit upto-
which a public undertaking can sanction capital expenditure differs from:
undertaking to undertaking. Some examples are given below:—

Rs. in lakhs.
i}. Name of undertaking Capital expenditure limit
o,
1 Cochin Refineries Ltd. 50
2 Fertilizers and Chemicals Travan-
core Lad. . . . 40
3 Hindustan Antibiotics Ltd. 25
4 Hindustan Machine Tools Ltd. . 25
s Ait India . . 10
6 Indian Airfines Corpotation . 10
7 National Mineral Development . 10
Corporation Ltd.
8 Hindustan Insecticides Ltd. 10

ZIthﬂkmMme-thWbmm
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undertakings like Air India, Indian Airlines Corporation and Hindustan
Machine Tools Ltd. are lower. The Committee recommend that the powers
enjoyed by all the undertakings should be reviewed and refixed in such a
manner as to bear relationship to the total capital outlay and the annual
capital expenditure incurred by an undertaking. Such limits should : be
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. During 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 recommend that efforts should be made to stan-
dardise the financial rules applicable to public undertakings on the basis of
the experience so far gained. A Standard Accounts Manual should also be
compiled and adopted by the individual undertakings with isuch modifica-
tions 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 will not be
possible to check whether the actual expenditure on a particular item has
exceeded the estimate made in the detailed project report, to analyse
reasons therefor and to take corrective measures. The Committee, there-
fore, recommend that all public undertakings should use the same account
heads in the Accounf Books as given in the Project Reports as far as
possible. In the case of those undertakings where detailed project reports
are already in existence, action may be taken to redistribute the expendi-
tare estimated in the detailed project reports under heads used in the ac-
counf{ books. The feasibility of drawing up a list of standard accounts
heads under which expenditure should be estimated while preparing a de-
tailed project report may also be examined.
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216. In addition, the account heads should also correspond to the bud-
get heads so that progressive expenditure under each head can be watched

against the budget provision and any variation can be promptly brought to
the notice of the management,

New DeLHy; D. N. TIWARY,
April 22, 1968. Committee on Public Undertakings.

Vaisakha 2, 1890 (Saka) Chairman,




APPENDICES

(The information given in the Appendices is based on the written replies
furnished by the undertakings. Only those undertakings have been includ-
ed which had given specific and clear replies).
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APPENDIX I
(¥ide para 4)

[List of Public Undertakings covered in the study

. Air India.

. Ashoka Hotels Ltd.

. Bharat Aluminium Company Ltd.
. Bharat Earth Movers Ltd.

Bharat Electronics Ltd.
Bharat Heavy Electricals Ltd.

Bharat Heavy Plate & Vessels Ltd.

. Bokaro Steel Ltd.

. Cement Corporation of India Ltd.

. Central Fisheries Corporation Ltd.

. Central Road Transport Corporation Ltd.
. Central Warehousing Corporation.

. Cochin Refineries Ltd.

. Damodar Valley Corporation.

. Engineers India 14d.

. Export Credit & Guarantee Corporation Ltd.
. Fertilizers & Chemicals Travaacore Ltd.
. Fertiliger, Cotporation of India 1td.

. Film Finance Corporation Ltd.

. Garden Reach Workshops Ltd.

. Heavy Electzicals (India) Ltd.

. Heavy Engineering Corporation Ltd.

. Hindustan Aeronautics Ltd.

. Hindustan Aatibiotics Ltd.

. Hindustan Cables Ltd.

. Hindustan Housing Factory Ltd.

. Hindustan Insecticides Ltd.

. Hindustan Machine Tools Ltd.
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29. Hindustan Organic Chemicals Ltd.
30. Hindustan Salts Ltd.
31. 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. Mincrals & 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. Neyveli 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 Small Industries Corporation Ltd.
61. Oil & Natural Gas Commission.

62. Praga 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.
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APPENDIX 11
(Vide para 7)

Undertakings which do not have a separate Financial Division

. Cement Corporation of India Ltd.

. Central Fisheries Corporation Ltd.

. Central Warchousing Corporation.

. Export Credit and Guarantee Corporation Ltd.

Film Finance Corporation Ltd.
India Tourism Development Corporation Ltd.

. Industrial Finance Corporation of India.

. Life Insurance Corporation of India.

. The Mogul Line Ltd.

. National Buildings Construction Corporation Ltd.
- National Industrial Development Corporation Ltd.
. National Instruments Ltd.

. National Newsprint & Paper Mills Ltd.

. National Research Development Corporation Ltd.



APPENDIX III
(Vide Para 21)

.Statement showing the undertakings in which Financial Adviser is appointed
by Government and those in which he is appointed by the Board of
Directors

Appointment by Government

1. Bharat Aluminium Co. Ltd.

2. Bharat Barth Movers Ltd.
‘3. Bharat Electronics Ltd.

4. Bharat Heavy Electricals Ltd.

5. Bharat Heavy Plate & Vessels Ltd..

6. Bokaro Steel Ltd.
7. Cemz2nat Corporation of India Ltd.

8. Ceatral Road Traasport Corpora-
tion Ltd.

9. Cochin Refineries Lxd.
10. Damodar Valley Corporation
11. Engineers India Ltd.

12. Export Credit & Guarantee Corpo-

ration Ltd.

13. Fertilizer Corporation of India Ltd.

14. Garden Reach Workshops Ltd.
15. Heavy Electricals (India) Ltd.

Appointment by Board of
Directors

1. Air India.
2. Ashoka Hotels Ltd.

3. Central Fisheries Corporation
Ltd.

4. Central Warehousing Corpora-
tion.

5. Pertilizers & Chemicals Travan-
core Ltd.

6. Hindustan Machine Tools Ltd.
7. Iadiwn Airlines Corp>ration
8. Iniian Rare Earths Ltd.

9. National Instr yments Ltd.

10. Neyweli Lignite Corporation Ltd.

I1. Ngtional Seeds Corporstion
Ltd.

12. Triveni Structurals Ltd.

16. Heavy Engineering Corporation Ltd.

17. Hindustan Aeronautics Ltd.

18. Hindustan Antibiotics Ltd.

19. Hindustan Cables Ltd.

20. Hindustan jfousing Factory Ltd.
.21. Hindustan Insecticides Ltd.

-~ -
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22. Hindustan Organic Chemicals Ltd.
23. Hindustan Shipyard Ltd.
24. Hindustan Steel Ltd.
2s. Hindustan Steelworks Construction Ltd.

26. Hindustan Teleprinters Ltd.

27. 1I‘ru.iian Drugs & Pharmaceuticals
td.

28. Indian Qil Corporation Ltd.
29. Indian Telephone Industries Lid.
30. India Tourism Development Corporation Ltd.
31. Instrumentation Ltd. '
32. Janpath Hotels Ltd.
33. Lubrizol India Ltd.
34. Madras Refineries Ltd.
35. Mayagon Dock Ltd.
36. Minerals & Metals Trading Corporation of India Ltd.
37. National Buildings Construction Corporation Ltd.
38. National Mineral Development Corporation Ltd.
39. National Newsprint & Paper Mills Ltd.
40. Nitional Projects Construction Corporation Ltd.
41. National Small Industries Corporation Ltd.
42. Oil & Natural Gas Commission
43. Praga Tools Ltd.
44. Pyrites & Chemicals Development Co. Ltd.
4S. Rehabilitation Industries Corporation Ltd.
46. Shipping Corporation of India Ltd.
7. State Trading Corporation of India Ltd.



APPENDIX IV
(Vide Para s1)

Statement showing the views of undertakings regarding source of selection
of Financial Adviser.

Undertakings in favour Undertakings in favour  Undertakings which

of deputationists. of direct recruitment desire best man from
or promotion from any source.
within.
1. Ashoka gyotels Ltd. 1. Air India 1. Bharat Electronics
Ltd.
2. Bharat Atuminium 2. Bharat Heavy Elec- 2. Bharat Heavy Plate
Co. Ltd. tricals Ltd. & Vessels Ltd.

3. Bharat Earth Movers 3. Bokaro Steel Ltd. 3. Engineers India Itd.
Ltd.
4. C2ment Corporation 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 Warehousing 6. Hindustan Insecti- 6. Hindustan Antibio-
Corporation. cides Ltd. tics Ltd.

-7. Dimodar Valley 7. Hindustan Machine 7. Hindustan Housing
Corporation. Tools Ltd. Factory Ltd.

8. Garden Reach Work- 8. Hindustan Salts Ltd. 8. Hindustan Organic
shops Ltd. Chemicals Ltd.

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

10. Hindustan Cables Ltd. 10. Indian Airlines 10. Indian  Telephone

Corporation, Industries Ltd.

11. Hindustan Shipyard 11. Indian Drugs & 11. 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. National Instru-
ters Ltd. Ltd. ments Ltd.

14. India Tourism De- 14. National Buildings 14. National  Mineral
velopment Corporation Construction Corpo-  Development  Cor-
L. ration Ltd. poration Ltd.
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Undertakings in favour Undertakings in favour Undertakings which

of deputationists. of direct recruitment desire best man
or promotion from any source.
within.
15. Instrumentation Ltd. 15. National Industriat 15. National Newsprint
Development & Paper Mills Ltd.
Corporation
Ltd.
16. Lubrizol India Ltd. 16. Neyveli Lignite  16. State Trading
Corporation Ltd. Corporation of India
Ldd.

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

18. Minerals & Metals 18. Oil & Natural Gas
Tradmg Corporation Commission.
of India Ltd.

19. National Sceds 19. Pyrites & Chemicals
Corporation Ltd. Development Co.,
Ltd.
20. Praga Tools Lid 20. Shipping Corporation
of India Ltd.

21. Rehabilitation Indus- 21. Triveni Structurals
tries Corporation Ltd.  Ltd.




APPENDIX V

(Vide Para 62)

Functions of Financial Adviser

Undertakings which have laid down

1. Bharat Aluminium Co. Ltd.

2. Bharat Electronics Ltd.

3. Damodar Valley Corporation

4. Engineers India Ltd. .

5. Fertilizers & Chemicals Travancore
Ltd.

6. Fertilizer Corporation of India Ltd.

7. Garden Reach Workshops Ltd.

8. Hindustan Antibiotics Ltd.
9. Hindustan Housing Factory Ltd.

Hindustan Insecticides Ltd.
Hindustan Shipyard Ltd.

I0.
II1.

Hindustan Steel Ltd.

Indian Airlines Corporation
Indian Oil Corporation Ltd.
Indian Telephone Industries Ltd.

12.
13.
14.
15.

16. India Tourism Development

Corporation Ltd.
17. Janpath Hotels Ltd.
18. Lubrizol India Ltd.
19. National Instruments Ltd.
20. Neyveli Lignite Corporation Ltd.

21. National Projects Construction
Corporation Ltd.

69

Undertakings which have not laid’
dogn.

1. Air India.

2. Ashoka Hotels Ltd.

3. Bharat Earth Movers Ltd.

4. Bharat Heavy Electricals Ltd.

5. Bharat pyeavy Plate & Vescels:
Lid.

6. Bokaro Steel Ltd.

7. Cement Corporation of

Lid.

8. Central Road Transport Cor-
poration Ltd.
9. Central Warehousing Corpora-
tion.
Heavy Electricals (India) Ltd.
Heavy Engineering Corporation
Ltd.
Hindustan Aeronautics Ltd.
Hindustan Cables Ltd.
Hindustan Machine Tools Ltd.
Hindustan Organic Chemicals
Ltd.
Hindustan Steeiworks Cons-
truction Ltd.
17. Hindustan Teleprinters Ltd.
18. Indian Rare Earths Ltd.
19. Instrumentation Ltd.
20. Madras Refineries Ltd.

21. Manganese Ore (India) Ltd.

India

IO.
II.

12.
13.
14.
1s.

16.



22. Oil & Natural Gas Commission
23. Pyrites & Chemicals Development
Co. Ltd.

24. Shipping Corporation of India Ltd.
25. Emte Trading Corporation of India
td.
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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
Corporation Ltd.
30. Praga Tools Ltd.

31. Triveni Structural s Ltd.

Industries



APPENDIX VI
(Vide Para 89)

Undertakings which refer only matters involving expenditure to finance,

[y

. Hindustan Housing Factory Ltd.

. Indian Oil Corporation Ltd.
Instrumentation Ltd.

. Manganese Ore (India) Ltd.

. National Instruments Ltd.

. National Newsprint and Paper Mills Ltd.
. Neyveli Lignite Corporation Ltd.

. Pyrites & Chemicals Development Co. Ltd.
. Triveni Structurals Ltd.

O 00 N o & W

71
179 (Aii) LS—6.



APPENDIX VII
'(Pide para 104)
Eqmty-debt Ration

Undertak'ng» whrch have nu ob,cctmn

_ ba em e 4 be
BAAARW N~

t9,

20,

a7

. Ashnka Hotels Ltd.,

. Bharat Heavy Plate and Vessels Ltd
. Cement Corporation of India Led. !

. Engin<ers India Ltd.

OO ¥ AN P W N =

10 the prevailing ratio of 1 : 1

Undeﬁak'ngs which do not

consider the prevailing ratio of
1 : L as switable to them

I

@ 2

Film Finance Corporation Ltd.

. Garden Reach Workshops Ltd.
. Hindustan Housing Factory Ltd.

Hinfustan Insecticides Ltd.

. Hindustan Organic Chemicals Ltd.

Hindustan Shipyard Ltd.

. Hindustan Teleprinters Ltd.

. Indian Airlines Corporation

. Indian Qil Corporation Ltd.

. Indian Rare Earths Lid.

. Indian Telephons Industries Ltd.

Lubrizol India Ltd.

. Madras Refineries Ltd.
. National Newsprint and Paper

Mills Lid.

Pyrites and Cemicals Development
Co. Ltd.

State Trading Corporation ot India
Ltd.

Triveni Structurals Ltd.

1. Bharat Barth Movers Ltd.

. 2. Bharat Heavy Electricals Ltd.

3. Central Road Transport Cor-
poration: Ltd.
4. Central Warehousmg Corpo-

ratmn
5. Cochin ‘Refineries  Ltd.
6. Export Credit and Guarantee
Corporation Ltd.
7. Fertilizers and Chemicals
Travancore Ltd.
8. Fertilizer Corporation of India
Ltd.
Heavy Electricals (India) Ltd.
Heavy Engineering Corpora-
tion Ltd.

9.
10.

r1. Hindustan Aeronautics Ltd.

12. Hindustan Antibiotics Ltd.

13. Hindustan Cables Ltd.

14. Hindustan Machine Tools

15. Hindustan Steel Ltd.

16. Hindustan Steelworks Cons-
truction Ltd.

17. Indian Drugs and Pharmaceuti-
cals Ltd.

18. India Tourism Developmen
Corporation Ltd.

19. Instrumentation Lid.

20. Janpath Hotels Ltd.
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2

21.

22

23.

Manganese Ore (India) Ltd.
. Mazagon Dock Ltd.

Minera's and Metals Trading
Corporation India Ltd.

24. National Buildings Construc-

tion Corporation Ltd.

. Naticnal Industrial Develop-
ment Corporation Ltd.

. National Instruments Ltd.
. Neyveli Lignite Corporation

Ltd.

. National Mineral Develop-

ment Corporation Ltd.

. National Projects Constructicn
Corporation Ltd.

. National Research Development

Corporation Ltd.

. National Seeds Corpor_tion
Ltd.

. National Small Industries Cor-

poration Ltd.

33. Oil and Natural Gas
Commiscion.

34. Praga Tools Lad.

35. Rehabilitaton Industr'es Cori-
poraticn Ltd.

36.

‘Shipping Corporation of Inda
Ltd.
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APPENDIX IX
(Vide para 130)

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

Ashoka Hotels Ltd.

. Bharat Earth Movers Ltd.

. Fertilizer Corporation of India Ltd.

. Hindustan Antibiotics Ltd.

. Hindustan Cables Ltd.

. Indian Airlines Corporation.

. Indian Oil Corporation Ltd.

. The Mogul Line Ltd.

. National Small Industries Corporation Ltd.

. National Newsprint & Paper Mills Ltd.

. Oil & Natural Gas Commission.
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APPENDIX X
(Vide para 143)

List of undertakings which prepare projected profit and loss account and

bt et
N = O

13.
14.
15.
16.
17.

O 00 NN O L P W IN =

Balance Sheet

. Bharat Aluminium Co. Ltd.
. Bharat Earth Movers Ltd.
. Bharat Eleotronics Ltd.

Cochin Refineries Ltd.

. Damodar Valley Corporation.

. Garden Reach Workshops Ltd.

. Heavy Electricals (India) Ltd.

. Heavy Engineering Corporation Ltd.

. Hindustan Insecticides Ltd.

. Hindustan Organic Chemicals Ltd. (Propose to undertake)

. Hindustan Steel ILtd. (P & L Ajc only)

. Indian Oil Corporation Ltd. (Marketing Division— P & L

account only)
Indian Telephone Industries Ltd.
Lubrizol India Ltd.
National Seeds Corporation Ltd.
Shipping Corporation of India Ltd.
Triveni Structurals Ltd.
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APPENDIX Xi

(Vide para 146)

Underiukings which have declared dividend so far
. Air India.
. Ashoka Hotels Ltd.
. Bharat Electronics Ltd. '
Central Road Transport Corporation Ltd.
. Central Warehousing Corporation.
. Garden Reach Workshops Ltd.
. Hindustan Antibiotics Ltd.
. Hindustan Cables Ltd.
. Hindustan Housing Factory Ltd.
. Hindustan Insecticides Ltd.
. Hindustan Machine Tools Ltd.
. Hindustan Stcelworks Construction Ltd.
. Hindustan Teleprinters Ltd.
. Indian Airlines Corporation.
. Indian Oil Corporation Ltd.
. Indian Rare Earths Lid.
. Indian Telephone Industries Ltd.
. Industrial Finance Corporation of India.
. Manganese Ore (India) Ltd.
Mazagon Dock Ltd.
. Minerals & Metals Trading Corporation of India Ltd.
. The Mogul Line Ltd.
. National Newsprint & Paper Mills Ltd.
. National Instruments Ltd.
. National Projects Construction Corporation Ltd.
. Praga Tools Ltd.
. Sambhar Salts Ltd. (A subsidiary of Hindustan Salts Ltd.)
. State Trading Corporation of India Ltd.
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APPENDIX XH
(Vide para 152)

List of undertakings which have not laid down the procedure for pre-
paration of budget

. Ashoka Hotels Ltd.

. Bharat Heavy Plate & Vessels Lad.

. Cement Corporation of India Ltd.

. Engineers India Ltd.

. Export Credit & Guarantee Corporation Ltd.
. Fertilizers & Chemicals Travancore Ltd.

. Film Finance Corporation Ltd.

. Hindustan Antibiotics Ltd.

. Hindustan Organic Chemicals Ltd.

. Hindustan Shipyard Ltd.

. Hindustan Steelworks Construction Ltd.

. India Tourism Development Corporation Ltd.
. Lubrizol India Ltd.

. Mazagon Dock Ltd.

. Madras Refineries Ltd.

. National Buildings Construction Corporation Ltd.
. National Seeds Corporation Ltd.

. Praga Tools Ltd.

. Pyrites & Chemicals Development Co. Ltd.

. Rehabilitation Industries Corporation Ltd.

O 0 90N bsWN
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APPENDIX XM
(Vide para 154)

List of undertakings which get the budgets of constituent units prepared
at Head Office

. Central Fisheries Corporation Ltd.

Central Warehousing Corporation.

. Export Credit & Guarantee Corporation Ltd.

. India Tourism Development Corporation Ltd.

. Janpath Hotels Ltd.

Mazagon Dock Ltd.

. National Research Development Corporation Ltd.
National Seeds Corporation Ltd.

. Rehabilitation Industries Corporation Ltd.

. Shipping Corporation of India Ltd.
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APPENDIX XIV
(Vide para 158)

List of undertakings which submit their revenue budgets to Government
for approval

Bharat Heavy Electricals Ltd.

Cement Corporation of India Ltd.

Central Warehousing Corporation.

Heavy Electricals (India) Ltd.

Heavy Engineering Corporation Ltd.

Hindustan Organic Chemicals Ltd.

India Tourism Development Corporation Ltd.
National Industrial Development Corporation Ltd.

R N

. National Research Development Corporation Ltd.

p—
(=]

. National Small Industries Corporation Ltd.

Pk
—

. Neyveli Lignite Corporation Ltd.
. Oil & Natural Gas Commission.
. Rehabilitation Industries Corporation Ltd.

-
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APPENDIX XV
(Vide para 170)

List of Undertakings which do not have cost accosnting sysiem

— S ek gead  bed b
PSRN RENZEZIcarwn=0

© P No YA W N

Bharat Aluminium Co. Ltd.

. Bharat Heavy Plate & Vessels Ltd.

Bokaro Steel Ltd.

. Cement Corporation of India Ltd.
. Central Fisheries Corporation Ltd.

Central Road Transport Corporation Ltd.
Central Warehousing Corporation.
Engineers India Ltd.

Export Credit & Guarantee Corporation Ltﬂ.
Film Finance Corporation Ltd. '

. Hindustan Organic Chemicals Ltd.

. Hindustan Steelworks Construction Ltd.

. India Tourism Development Corporation Ltd.

. Instrumentation Ltd.

. Life Insurance Corporation of India Ltd.

. Lubrizol India Ltd.

. Madras Refineries Ltd.

. Minerals & Metals Trading Corporation of India Ltd.
. The Mogul Line Ltd.

. National Industrial Development Corporation Ltd.
. National Research Development Corporation Ltd.
. Rehabilitation Industries Corporation Ltd.

. State Trading Corporation of India Ltd.

. Triveni Structurals Ltd.



APPENDIX XVI

(Vide para 175)

Statement showing the time taken by Undertakings in compiling cost dota

W N~

O 0y W

10.

II.
12.

13.
1.
15.
16.
17.
18.
19.
20.
21.
22.

23.
. Indian Oil Corporation Ltd.

25. .
. Indian Telephone Industries Ltd. .
27.
. Madras Refineries Ltd. .

Ashoka Hotels Ltd.

. Bharat Earth Movers Ltd
. Bharat Electronics Ltd .
. Bharat Heavyv Electricals Ltd.

Bharat Heavy Plate & Vessels Ltd. .

. Cochin Refineriss Ltd. .

. Damodar Valley Corporation

. Engineers India Ltd.

. Fertilizers & Chemicals Travancore

Ltd.

Fertilizer Corrpor. tion of India Ltd.
Heavy Electricals (Irdia) Ltd.
Heavy Engincering Corporation Ltd.

Hindustan Aeronautics Ltd.
Hindustan Antibiotics Ltd.
Hindustan Cables Ltd.
Hindustan Housing Factory Ltd.
Hindustan Insecticides Ltd.
Hindustan Machine Tools Ltd.
Hindustan Shipyard Ltd.
Hindustan Steel Ltd.

Hindustan Teleprinters Ltd. .
Indian Airlines Coporation

Infan Drugs & Pharmaceuticals Ltd.

Inc .an Rare Earths Ltd.

Janpath Hotels Ltd.
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(Daily)
(3 to 4 months)
(1 month)

(Before the end of the f(;]low‘ngz
month)

(Under
(15 days)
(25 days)
(Information not furnished)
(Month  following):

construction).

(4th week of the following montt:)

(3 months)

(1 month in HMBP and 2 montl s
in FFP)

(Second mon-h following).

(3 weeks)

(1} montks)

(3 weeks).

(15 days).

(3 weeks.)

(20 days).

(Middieof succeeding month).

(about 1 month)

(1 month).

(10 days).

(15 to 20 days after closing «f
accounts sn respect of Re-
fineries and Pipelines Division
Information regarding Market-
ing Division not furnished.)

(2nd or 3rd week of next month)]

(By second following months).

(1 day)
(Daily)



29.
30.
3I.

32.
33.

3s.
36.

37

39.
40,

Manganese Ore (1ndia) Ltd. . (end of next month).
Mazagon Dock Lid. . . (end of next months).

Minerals & Metals Trading Cor- ( 3 weeks).
poration of India Ltd.

National Instruments Ltd. . . (3 to 4 months).

Neyveli Lignite Corporation Ltd. . (3 to 4 weeks).

National Mineral D>velopmsnt Cir- (end c¢f next month).

poration Ltd.

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

National Projects Construction Cor- (end of following month).

poration Ltd.

National Small Industries Corpora- (Information not furnished.)

tion Ltd.

. Oil & Natural Gas Comm’ssion (No time schedule at present:

Propose to compile in 8 weeks’
time).
Shipping Cy-poration of India Ltd. (8 to 10 weeks).

State Tradinty Corporation of India (10 days.)
Ltd.



AFPENDIX XVII
(Vide para 176) -
Undertakings having or in favour of having standard cost system

. Feértilizer Corporation of India Ltd.

. Fertilizers & Chemicals Travancore Ltd.
. Garden Reach Workshops Ltd.

. Hindustan Housing Factory Ltd.

. Hindustan Insecticides Ltd.

. Hindustan Organic Chemicals Ltd.

. Indian Telephone Industries Ltd.

. Madras Refineries Ltd. |

National Instruments Ltd.

Praga Tools Ltd.

. Rehabilitation Industries Corporation Ltd.

V- - U - N I RO N R
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APPENDIX XVII
(Vide para 178)
Undertakings which enjoy freedom of determining pricing policy..

1. Bharat Electronics Ltd.
2. Bharat Heavy Electricals Ltd.
3. Damodar Valley Corporation.
4. Export Credit & Guarantee Corporation Ltd.
5. Engineers India Ltd.
6. Garden Reach Workshops Ltd.
7. Heavy Engineering Corporation Ltd.
8. Hindustan Housing Factory Ltd.
9. Hindustan Insecticides Ltd.
10. Hindustan Machine Tools Ltd.
11. Hindustan Salts Ltd.
12. Hindustan Teleprinters Ltd.
13. Indian Drugs & Pharmaceuticals Ltd.
14, Indian Rare Earths Ltd.
15. India Tourism Development Corporation Ltd.
16. Lubrizol India Ltd.
17. Mazagon Dock Ltd.
18. Minerals & Metals Trading Corporation of India Ltd.
19. National Instruments Ltd.
20. Neyveli Lignite Corporation Ltd.
21. National Seeds Corporation Ltd.
22. Praga Tools Ltd.
™= 23. State Trading Corporation of India Ltd.
24. Triveni Structurals Ltd.

8 ,



Directions

I. System

APPENDIX XIX
(Vide para 189)

given by Comptroller & Auditor General to statutory auditors
under Section 619(3) of the Companies Act, 1956.

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

(3)

taking out periodical trial balances and is the reconciliation
of the bamk accounts, control accounts and subsidiary accounts
(including those pertaining to the branches and units) upto-

date? )

Are property/Plant 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.

11. 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?

®) Is

the procedure for write-off, discounts, refunds, etc. adequate?

89
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(3) Does the Company prepare capital, revenue, production and sales
budgets for a financial year with 'ddequite. 8eflls sufficiently in advance?
If, 50, the actual performance, in ‘relation to the budget provision and the

reasons given by the Managemem for abnormal’ vanauons, if any, may be
mdlga i h TR 1Y gl © R ety e get C oy

II1. Manufacturing and Production Account:

(D Does the Company mamtam pénodxcal quantity accounts of pro-
ducnqn of'thé majbr prdducté" " 'How do' these compare with the periodieal
targeis fixed? © ' SR At A .

(2) Are the existing Manufacturing Accounts drawn up properly?
Where appropnafe fhé lmes “of ‘impme!nent may ‘be suggéned

age

(3) Are records mamtamed for detcrrmmng the re]ecuons in produc-
tion? Have you noticed any abnormal vmauon?

(4) Cost Accounis:—

(a) Does the Company prepare accounts indicating the cost of
‘edch’ unit of its major products? -- Have you any comments to
make on the effectivencss: of the system of eosting and also
any suggestions to make on the maintenance of Ceost records
or distribution of overheads? Are the costs compiled in time,
or is lhcre a ﬁme lag lﬁ ﬁ\b compﬂaﬁdn of coste? i

(» Does the Company have a system “Tor ascertamlng the idle

- time for labour and machmery, specnfymg the reasbhk therefor?

lV Pmﬁt & Loss Account.
(1) Is theumcthod of valuation of closing stock and work-in-progress
guble"’ ‘ e&& “ifany) thay be Muwm dny suggmons for

A L I Y e B I ¢

(2) Indicate the method of depreciation adopted and your commeats,
if any.

(3) How do the sclhng pnces compare with. cost of production? Indi-

cntqsepantdxwhethgn i lossesweremcnrredonthesale/tndeo*
major commodities deait wiifu " G:*‘:ﬁ&mfi::gamﬂ fe4sobt for' the
m TR WK L300 ¢y~ 4iiaes fee nee

" (4) Were there any special features in the year which have affected
the results shown by the Profit & Loss Account substantially? ‘

'(5) What is the break- -up of tumn-over, i.e. value of sales/business in
respect of major products for the past 3 years? The percentage of in-
crease or decrease for the total turdover of major products, with the
Management's reasons for the variation, may be given.
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V. Balance Sheet.

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

(b) Pleasc mention the details of debts outstanding for more :il;an one
year in the following form:—

- st
Government Deptts. Others.

(i) Deb:s over 1 year but less than
2 years,

(ii) Debts outstanding for 2 years but
less than 3 years.

i A R " TR AL
(m Debts o.mtandmg for 3 years and
above

() {’Iant & Machinery. .
.A“’l‘;: TN wpisere ~

Have all items of Plant & Machinery costing more '{flan l,ls 5
each been installed and commissioned? In cases ot non-commxssnomng

of such Plant what are the reasons given by the Management?
f (3) Inventory procedure & Control
(a) Is the pncmg of storcs xssued done on a umform basxs?

(b) What are the.results of the physical venﬁcatlon of stogcks. Q( ﬁmshed
and semi-finished good,s -stores and spares and raw materials conducted
periodically by the Company" What action has been taken by the
Management on the excesses and shortages revealed as a result of such
physical verification?  Are you satisfied with the system of physical veri-
fication?

(c) Does the system of procurement and disposal of stores 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 periodically determined; (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 production 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 form:—

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

1. Cost of production
2. Inventory a; attheend of the year

3. Inventory in term: of number of
months’ cost of production.

(e) How many months’ consumption was represented by the stock
of raw materials, stores and spares held as at the date of the Balance
sheet during the past 3 years?

(f) How many months’ cost of production was 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?

V1. General Review.

(1) Are pro-forma accounts maintained in respect of the operation of
service units for the benefit of staff during the last 3 years; 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.
(¢) Gross profit to Sales.

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

term loans.

You may also give any other ratios which you feel might offer signi-
ficant information in the 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.

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

"VIII. General.

A general analysis of the accounts indicating Capital formation,
-growth of the Company, sources and uses of funds may be given in the
tpro forma appended. (Tables I and IT).



B
‘Growth & Working of S

LR ¢ S W T ¢ 5 D+ AL “‘Ar‘-
T R

Particulars 1961-62 1962—63 1963-64 1964-65

I. Rates of growth [percentage increase
(4) or decrease (—) per annum].

A. Liabilities and assets ;

1. Paid-up capital reserves
and surplus (Net worth)

2. (a) Gross fixed assets .
(5) Net fixed assets

3. Inventories .
4. (a) Gross fixed assets p!ul
inventories .
(b) Net fixed assets plus
inventories . .

§. (a) Total Gross assets .
(3) Total net assets

B. Income and Profits ;

. Total income
Sales

. Costof producnon
Profits before tax

. Profits after tax .
. Retained profits .
7. Dividends .

IT. Profit Ratios :

mv-g-wgo-

1. Retained profits as pcrcentage of
profits before tax .

2. Gross profits as percentage of
total capital employed .

3. Gmss proﬁts as pcrccmage of

4 Pmﬁts after tax as percentaae of
net worth .

%
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5. Dividends as percentage of pmd
up capital . .

6. Dividends as pcrcentage of net
worth . .

I11. Other ratios :

1. External sources as percentage of
total sources of funds . . .
2; Increase in borrowings from

Government as percentage of
external sources. . . .



TanLe II
Statem:m: showing source and Application of Funds
:SOURCE "OF FUNDS :
Internal Sources

Net Profit (loss) for the year after taxation

D :preciation provided in the accounts .

Increase in reserves by debit “above the line”

Increase in non-current provisions, such as
Provision for Gratuity, etc.

Sale of Investments

Sale of Fixed Assets

External Sources

Paid up capital . .
Birrowing from Gavcrnment/Banks

Borrowings from statutory Fm.ancual Corpora-
tions .

Issue of D:b-.mures
Other borrowings
D :crease in net current assets

APPLICATION OF FUNDS :
Additions to Fix:d Assets

Land .

Biilding: .

Pantani Machinery .
O:hers .
Purchase of Invesrments
In:rease in net current assets
Intangib!s assets
Miscellaneous Expend«ture .



APPENDIX XX
(Vide para 192)

Undertakings which experienced some difficulties on account of audit by
two agencies

. Bharat Earth Movers Ltd.

Bharat Electronics Ltd. Ll

. Bharat Heavy Electricals Ltd. !

Central Road Transport Corporaton Ltd.

Cochin Refineries Ltd.

. Fertilizer Corporation of India Ltd.

Fertilizers & Chemicals Travancore Ltd .

. Heavy Electricals (India) Ltd.

. Hindustan Housing Factory Ltd.

. Hindustan Machine Tools Ltd.

. Hindustan Steel Ltd.

. Indian Drugs & Pharmaceuticals Ltd.

. Indian Rare Earths Ltd.

. Manganese Ore (India) Ltd.

. Minerals & Metals Trading Corporation of India Ltd.

. National Instruments Ltd.

. National Mineral Development Corporation Ltd.

. National Seeds Corporation Ltd.

. Neyveli Lignite Corporation Ltd.

VPN A W N -

et kb s e e e
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(V:de para 202)

CORRRS sy o giem R A LTS

Undertakmgs wh:ch have not orgamsed mtemal audit

. Bharat Aluminium Co. Ltd.
. Bharat Heavy Plate & Vessels Ltd.

Cement Corporation of Indig Jtd.

. Ceatral Fisheries £orposatign, J-td.

Central Warehousing Corporation.

. EIIM India Ltd. A .8

. Film Finance Corporation Ltd.

. Hindustan Salts Ltd. LE g4

. Hindustan Steelworks Conmm”d ser

. India Tourism Development Corporation Ltd.
. Instrumentation Ltd.
. Lubrizol India Ltd.

. Madras Refineries Ltd.
. National Industrial Development Corporation Ltd.
. National .Instryments IAd,. - . ... . . , .

. National Research Development ¢org9rauon L.
. National Small- Industries Corporation Ltd.

. State Trading Corporation of India Ltd.

Vit aetyr
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APPENDIX XXII
(Vidé para 208"

Undertakmgs which are following the téducing balance method in providing

L I T e
W N - O

Voo 9h kWD

for depriciation.

. Ashoka Hotels Ltd.

Bharat Electronics Ltd.

. Central Fishcries Corporation Ltd.

Engineers India Ltd.

. Hindustan Antibiotics Ltd.

. Hindustan Cables Ltd.

. Hindustan Housing Factory Ltd.
. Hindustan Salts Ltd.

National Instruments Ltd.

. National Seeds Corporation Lid. r
. Oil & Natural Gas Commission. :
. Rehabilitation Industries - Corporation Ltd.
. Shipping Corporation of India Ltd.



APPENDIX XXHiI
(Vide para 211)

Undertakings which desire enhancement of their financial powers
. Air India.
. Cochin Refineries Ltd.
. Film Finance Corporation Ltd.
Hindustan Antibiotics Ltd.
. Hindustan Machine Tools Ltd.
. Hindustan Organic Chemicals Ltd.
Indian Airlines Corporation.
Janpath Hotels Ltd.
Mazagon Dock Ltd.
. Madras Refineries Ltd.
. National Mineral Development Corporation Ltd.
. Neyveli Lignite Corporation Ltd.

Voo 3o nPd wN
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APPENDIX XXIV

(Vide para 212) .

Pinancial Rules

Undertakings adopting
rules or following Government rules

largely
1

Government Undertakings having theirY own:

financial rules

2

( -

A LA W N~

II.

12.
13.

14.

15.
16.

17.

18.
19.

20.

. Bharat Electronics Ltd.
. Bharat Hzavy Electricals Ltd.
. Bokaro Steel Ltd.

C:mnz=at Corrporation of India Ltd.

. Czntral Fisheries Corporation Ltd.

. Central Road Transport Corpora-

tion Ltd.

. Central Warehoasing Corporation .

. Dimydar Vallzy Corporation
. Crchin Refiazries Ltd.

10.

Export Credit & Guarantee Cor-
poration Ltd.

Fertilizer =~ Corporation of India
Lud.
Heavy Electricals (India) Ltd.

Heavy Engineering Corporation
Ltd.

Hin iustan Aeronautics Ltd.
Hindustan Insecticides Ltd.

Hindustan Salts Ltd. .

Indian Drugs & Pharmaceuticals
L.
In4ian Qil Corporation Ltd.

India Tourism  Development
Corporation Ltd.
Instrumentation Ltd. .

1. Air India.

2. Ashoka Hotels Ltd.

3. Bharat Aluminium Co. Ltd .
4. Bharat Earth Movers Ltd.

5. Bharat Heavy Plate & Vessels
Ld.

6. Engineers India Ltd.

7. Fertilisers & Chemicals Travan-
core Ltd.

8. Garden Reach Work:hops L
9. Hindustan Antib’otics Ltd.
10. Hindustan Cables Ltd.

11. Hindustan Housing Factory
Ltd.

12. Hindustan Machine Tools Ltde

13. Hindustan Organic Chemicals
Ltd.

14. Hindustan Shipyard Ltd.
15. Hindustan Steel Ltd.

16. Hindustan Steel works Constru-
ction Ltd.
17. Hindustan Teleprinters Ltd.

18. Indian Airlines  Corporation.
19. Indian Rare Earths Ltd.

20. Indian Telephone Industries

Ltd.

101
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21. Janpath Hotels Ltd.

22. Lubrizol India Ltd.

23. Minerals & Metals Trading Cor-
poration of India Ltd.
. National Buildings Construction
Corporation Ltd. .

2¢. National Industrial De:velopment
Corporation Ltd.

-26. National Instruments Ltd.

27. Neyveli Lignite Corporation Ltd.

28. National Projects
Corporation Ltd.

29. National Reséarch Dcvelopmcm
Corporation:Ltd.

30. National Seeds Corporation Ltd.

31. National Small Industries Corpora-
tion Ltd.

32. Oil & Natutal Gas Commission.
33. gyrilt‘ites&Chemicals Devéiopmem

Construction

34. Rehabilitation Indusmes Corpora-
tion Ltd.- o :

3. Tnvcm Structurals Ltd
{ ‘ - l

21. Life Insurance
of India.

22. Madras Refineries Ltd.
23. Mazagon Dock Ltd.

Corporation

24. National Mineral Development
- Corporation Lid.

'25. Natienal, Newspnnt & Paper

Mills Ld. ., .
26. Shipping Corporatxon of India
Lid.

27. State Tradmg Corporatnbﬁ
India Ltd




(Vide para 215)

Undertakings which have same account heads in detailed project reports
and account books '

. Bharat Aluminium Co: Ltd.

Bharat Earth Movers Ltd.

. Bharat Electronics Ltd.

. Bharat Heavy Electricals Ltd.

. Bharat Heavy Plate & Vessels Ltd.

. Bokaro Steel Ltd.

. Damodar Valley Corporation.

. Fertilizers & Chemicals Travancore Ltd.

. Heavy Electricals (India) Ltd.

. Hindustan Insecticides Ltd.

. Hindustan Machine Tools Ltd.

. Hindustan Organic Chemicals Ltd.

. Hindustan Salts Ltd.

. Hindustan Teleprinters Ltd.

. Indian Drugs & Pharmaceuticals Ltd.

. Indian Oil Corporation Ltd.

. Indian Rare Earths Ltd.

. India Tourism Development Corporation Ltd.
. Instrumentation Ltd.

. Janpath Hotels Ltd.

. Lubrizol India Ltd.

. National Mineral Development Corporation Ltd.
. National Newsprint & Paper Mills Ltd.

. National Projects Construction Corporatipn Ltd.
. Neyveli Lignite Corporation Ltd.

. Oil & Nitural Gas Commission.

. Shipping Corporation of India Ltd.
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APPENDIX XXVI
Summary of Conclusions/Recommendations contained in the Report

" Reference to
S.No. para No. of Summary of Conclusions/Recommendations
‘ the Report
1 2 3
1. 11. There is little doubt that as a general rule a

scparate and well-organised Financial Division is abso-
lutely essential for the efficient financial management
of a public undertaking. It is also mecessary that a
Financial 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.

2. 14-16. 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 public
undertakings unnecessarily. Having been associated
at the initial stage itself, they could also be held
squarely responsible for the achievement of targets

! 104
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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-
ccutive 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
fndicated, 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 reiteratjon that the efficient running of a com-
mercial enterprise depends greatly on the efficiency of
the organisational set up and particularly that of the
Financial 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 Committes
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recommend 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
suitable to their organisations.

In the case of even those undertakings which have
afready sét up their Financial Divisions, the Committee
recommend that a review on the lines suggested above,
could be undertaken with benefit to the undertaking.

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 same time the need for
independence has to 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 takcn
by the Board of Directors, the appointment being made
with the approval of the Government whereafter he
should be responsible to the Board just as the Chief
Executive himself is responsible to it. To help the
public undertakings in making a selection, the ad-
ministrative Ministry and the Bureau of Public Enter-
prises may draw up a panel of eligible persons from
which the public undertaking could draw, the actual
gppointment being made by the Board of Directors
with the approval of the Government.

The Committee agree that the appointment of the
head of the Financial Division as a Director will
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, how-
ever, think that a full time Director of Finance 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 if there may not be justification for having
other 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 themseives 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
mixed 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, the heads of Financial
Pivisions should be made full-time Directors.

The Committee agree with the desirability of
bifurcating the functions relating to maintenance
of accounts and rendering of financial advice in large
public undertakings. They feel that one way of
bifurcating the 'two functions and yet maintaining
the necessary co-ordination would be to make the
Director. (Finance) responsible for rendering tinan-
cial advice only and to appoint a person under him
to look after maintenance of accounts.

On the basis of the evidence before the Com-
mittee, they cannot recommend scrapping of the system
of submissions of quarterly financial reviews which
has been found to be very advantages so far. The
quarterly financjal review keeps the management alert
and the government wellinformed. 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 against any un-
reasonable criticism by the Financial Adviser based
on inadequate 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
pre-eminence 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 heads 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 com-
promise  their authority is not justified. The
example of private sector is quoted by them to
reinforce their contention that if the Chief Executive

‘is to be held solely respoasible, he must be given full

and ‘complete powers. The Committee agree that

- .. the Chief Executive of a public undertaking should be

given powers corresponding t0 his responsibilities.
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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 effective-
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 differ-
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 have
worked in the organisation and proved their worth.
They trust that the undertakings 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 views
represent only the two extremes. In the opinion of
the Committee’ a capable man can function effep-
tively whether he is a deputationist or a direct recruit.
The effort should therefore be to select “he pest man
available from all the sources. There should be
neither too much dependence on deputationists as at
present nor should a competent person be disqualified
from holding the post merely because he happens to



140

12.

‘13,

61.

'64465.

be a deputationist. It is the person and his compe-
tence that matter and 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 pgrmanently 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 Financial 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,

recommend that the main -functions, responsibilities.

and powers of the Financial Adviser should be clear-
1y laid down.

While all the undertakings agreed that there is wide:
scope for the Financial Adviser to carry out studies:
for improving the working of the organisation as a
whole and indicating possible economies, the Com--
mittee find that such regular studies have been under-
taken in only 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 theip. 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 regular 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 undertakings 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 phase 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 Organisatiori it will also be econo--

“mical.

The Committee consider that arrangements made so:
far for the. training of Financial Advisers are inade--
quate. They are not sure if the courses organised by the-
institutes of management would meet the peculiar
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82

requirements of public sector undertakings. The
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 Adviscrs 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 Government departments might
be selected and trained in finagncial 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 instruc-
tions to the effect that the Financial 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 Financial Adviser a much needed

sense of participation in managing the affairs of the
undertaking. The Committee feel that it is not
enough, if he is in attendance only. 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 suitable 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 Ltd. 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 efficient 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 Hindustan Steel Ltd. What is more surprising fs
that even after it was brought to their notice, noth-
Ing was done to set matters right as testified by the
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Financial Adviser. If such matters are not set right
cffectively and immediately, they work ultimately tor
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. In 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 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 approv-
ed 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 import-
ance of bringing the right attitnde on the part of the
Chief Executive and the Financial Adyiser is of vital
importance. The Chief Executive on his part should
appreciate that the Financial Adviser has a useful
contribution to make. The Financial Adviser, on his
part, should feel that he has. a constructive role to
play rather than controlling expenditure only.

The Committee suggest that whenever demands for

- additional mvestment in public undertakings either
by way of Josn ot oquity, are placed before Parlia-

mont, detailed mprtordate nformation about the past
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investments in such undertakings, 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 considering 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 undcr-
taking also ome 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-debt 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 und to write it
off from profits in the later years. This would
afford adequate relief to the undertakings during con-
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 exercises because the same
phenomenon has been repeating itsclf. 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,
however, be more effective if the Bureau co-opts a
few officers of the administrative ministries. In the
first instance, a few undertakings may be selected for
study and in the light of the experience gzined, it
may bc determined whether those studies would be
sufficient for drawing guidelines for the preparation
of capital cost estimates, or some further studies
should be carried out.

The importance of estimates in the detailed project
report being as realistic as possible needs hardly any
emphasis as the project report forms the very basis
on which Government approvc the project and the
capital outlay. It is therefore essential that the
estimates take into account all foreseeable items of
expenditure and indicate the outlay as accurately as
possible.

The practice of making significant increases in the
capital cost estimates is undesirable. If substantial
increases in capital outlay are placed before Govern-
ment for approval after the project has been launched,
Government are left with no alternative except 3
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 stern action is called for on the
part of Government to put an end to this unhealthy:

practice.

In addition to taking stern action to put an end to
the unhealthy practice of revising the capital cost
estimates frequently, it should be ensured that there
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 de-
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-built 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 been
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
are 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
should be drafted for such work.
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The Committee find that the public undertakings
are being put to unnecessary difficulties on acoount
of inadequate working capitat 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 is not possible,
the undertakings should be free to raise cash credit
from other banks.

On their part, the public undertakings should work
out their working capital requirements and exercise
stricter oontrol 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.

Over-capitalisation has been dealt with in paras 121
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 full 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 might be necessary to the
undertakings. In future, wherever there is under
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utilisation of capacity, such study should become a
regular feature and the work should be entrusted to
the Financial Divisions.

The problem of surplus staff will have to be
tackled on a nation-wide scale as the category of
undertakings with surplus staff is ever on the in-
crease. The Conwnittee 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 staff strength, increase in any category
should only be allowed on the basis of increase in

production.

The difficulty in laying off construction staft afte1
the completion of construction has been a vexatious
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
recommend that the feasibility of getting civil engi-
neering works done on contract basig, or by National
Buildings Construction Corporation or a specialis-
ed agency to be created for the purpose may be
examined. This will ensure that the construction
staff do not become a permanent liability on the 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-ordi-
nated effort in this regard.  T'he Committee recom-
mend that a study should -be made of the reasons for
labour trouble in various public undertakings and the
steps taken to remedy the situatior and 1improve
labour-management relations.

179 (Aii( LS—9.
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The Committee have already referced to the studies
made by the Bureau of Public Enterprises. The
Committee would recommend that besides the indi-
vidual undertakings 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 return on 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
undertakings is a matter of serious concern. Whiic
the circumstances referred to in 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 all attention to tue early achievement of the
optimum output. The Committee do not think that
demand is changing so fast in the case of the majority
of items produced by public uadertakings as to render
difficult a fairly accurate assessment.  If the assess-
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 thc product-mix which should
be based on a thorough assessment of the demand.

The Committee feel that it is in the interest of each
undertaking to know the investment and return from
cach 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 vanoticed. Even if
separate accounts are not maintained, the undertak-
ings should allocate the expenditure to the respective
projects and in the case of common expenditure
distribute it on a percentage basis, so as to get
a clear picture of the profitability of each phase.
Such proforma allocation of expenses is being made
by Hindustan Steel Ltd. and it should be possible
for the other undertakings also to do the same.

The Committee consider that preparation of
periodical profit and loss accounts should be considered
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as one of the main functions of the Financial Divisions.
They accordingly 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 results.

Concerted efforts are also called for to increasc
labour productivity in all the public undertakings. In
the opinion of the Committee. the nresent policy of
“neither carrots nor sticks” has not worked very
well. The Committee recommend that proper in-
centive schemes should be worked out for all levels
of° management staff 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.

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 mizht be quite a degree of
variation which would render close estimates of the
profitability forecast a difficult task. But this factor
should not deter the undertakings from making as
accurate an estimate as possiblc.

The policy guidelines referred tc in the preceding
para were laid down only in January, 1968. The
Committee are surprised that it took Government such
a long time to lay down the. policy guidelines. A
perusal of these instructions shows that declaration of
dividends should be considered after appropriating
funds “to build up reasonable rescrves and to augment
their internal resources to finance the approved
schemes of capital cxpenditure andlor to meet its
immediate financial cbligations 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 despite profits. The Committee,
therefore, recommend that thc maximum percentage

" of profits that can be utilised 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 underiakings in the light of the
above remarks. '

A view was expressed that there should be a specific
instruction 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
that the Government should make it obligatory fo-
undertakings to preparc detailed budget estimates.

The Committee consider that it would be in the
interest of public undertakings to lay down the proce-
dure and form of budget.

The Committee are inclined to think that the
balance of advantage would lic in favour of having
the analysis of the reasons for variations between
budget estimates and actuals 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 units concerned are
asked to prepare their own budgets, they will be
more realistic because they will be prepared bv per-
sons with first hand knowledge. Moreover. the units
will feel more responsible for adhering to the esti-
mates. The Committee recommend that the system
of concerned unit preparing its own budget may be
adopted by all the public undertakings. The budgets
of the units will of course have to be approved by
the Board of Directors at the Head Office.

The Committee recommend that in order to have
better financial control over various activities of the
undertaking, all undertakings should prepare subsi-
diary budgets 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 orepared 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 of reasons for variation.

A very important subsidiary budget for any ander-
taking is the Cash Flow statement which is necessary
for cnsuring optimum utilisation of funds. It aims
at forecasting the time of expenditure and makes
estimates of sales realisations, realisations of ont-
standings and utilisation of internal resources, so
that only the balance will have ro 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 rccom-
mendation of the Adminisirative 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 as the Budget is approved by
the Board of Directors, it should be sent to Govern-
ment for information.

The Committee think that a capiial budget should
not be looked at from the point of view of funds alone.
Even though an undertaking may have created sur-
pluses to finance its capital budget, Government should
be satisfied that the undertaking is employing them
judiciously. The Committee .are therefore of the
view that the capital budget should continue fo be
submitted to Government for prior approval.

The Committee aeree 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 release of funds monthly. They
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consider that both the points uof view would be inet
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 without reference 1o
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
first three quarters, there should be no delay on the
part of the administrative Ministry to release funds.

The Committee feel that since public undertakings
are to function as commercia! enterprises in the true
sense, they should be given the necessary ilexibility
in the utilisation of the funds at their disposal.
There are of course certain undertakings which pro-
duce some specific items necessary for the economic
and industrial development of the country. Barring
such 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 such a way as to earn maximum

profits.

The whole economic success of any projicct depends
on an efficient and accurate system of cost
control. The Committec would, therefore, urge that
a proper costing system should be introduced in all
public 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 undertaking
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
terms, as due to the allround increase in price, stand-
ard cost is likely to become cut of date very often.
The Committee, therefore, consider that it will be
advantageous to lay 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 hours ctc. 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 cmployed 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 that Indian conditions differ
vastly from conditions in foreign countries and there-
fore comparison should, more appropriately, be made
with the home market price in those countries and not
to the landed cost, because not infrequently, export
prices are subsidised directly or indirectly.
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Quite often public undertakings are given partial
or total monopoly in producing certain items as an
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 ot
Government, specific directives should be issued by
Government to the undertaking concerned.

These are only general guidelines, The Coms-
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.

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 partics at the same time, these can be solved by

-- greater co-ordination between. the Comptroller and
- Auditor General’s office and the statutory auditors.

The statutory auditors are responsible for the
accuracy of the accomnts and for certifying that the
balance-sheet and profit and loss account give a true
and fair view of the affairs of the company. The
Committee find that the scope of the normal audit by
the statutory auditors has been. considerably enlarged
by the directions issued to them by the Comptroller
and Auditor General, Normally, therefore, there may
be no need for the Comptroller & Auditor General to
examine the initial accounts and go over the ground
already covered by the statutory auditors. The Com-
mittee are of the view that the supplementary audit of
the Comptroller and Auditor General should concen-
trate more on efficiency-cum-propriety-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 Comptroller & 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
in this direction on an experimental basis.

The Committee would not like to express any
opinion on the recommendations of the Administra-
tive Reforms Commission tegarding formation 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 undertakings also
appeared to welcome ihe proposal if it would mean
ending the present duality of audit work. The Com-
mittee have no doubt that before taking a decision in
this matter, the Government will ensure 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 undertakings 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 Internal 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 has
limited utility. The Committee have carefully consi-
dered the need for proving 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 consider-
able amount of information can be gleaned from
such ratios and analytical stedy, which conld provide
guidelines for effecting improvements in operation
and performance. They also assist in identifying
areas of weakness and laxity in control. Where feasible
inter-unit comparison may also be effected.

The Committee are also of the view that functions
of an Internal Audit Department should include a criti-
cal review of the systems, procedures and the
operations as a whole, rather than merely of the
accounting work. They are inclined to agree with
the idea to associate technically 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 Com-
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 quality of internal control in
each undertaking.

207 .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
therefore 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.

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

- 210 The Committee note that different undertakings
have laid down different rates of depreciation for
same class of assets. The Committee consider that
for enabling a comparison of the working of public
Undertakings, standardisation of the different classes of
assets and laying down the rates at which thcy should
be depreciated would be necessary. If for purposes
of rates of depreciation, it becomes difficuit 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.

o
-—
(]

It will be seen that while smaller undertakings
have been given authority to incur capital expenditure
upto a higher limit, the limits for higger undertakings
like Air India, Indian Airliney Corporation and Hin-
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 basis 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-
ptly brought to the notice of the management.

GMGIPND—LSI—179 ATl LS—29-4- 68-1370.
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27 way Camp, Delhi-9, 96
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Delhi. 66
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Delhi-1. . . 68
30 People’s  Publishing AGENTS INFOREIGN
ouse, Rani Jhansi
Road, New Delhi 76 COUNTRIES
31 The United Book Agen- -
cy, 48, Amrit Kaur 35 The Secretary, Establi-
Market, Pahar Ganj, shment Department,
New Delhi. . 88 The Commis-
sion of India, India
32 Hind Book House, 82, House, Aldwych,
Janpath, New Delhi 95 LONDON, W. C -2,
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