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INTRODUCTION 

I, the Chairman, Committee on Public Undertaking!!, having been 
authorised by the Committee to submit the Report on their behalf, 
present 'this Thirty-Fourth Report on the action taken by Govern-
ment on the recommendations contained in the Hundrecl and 
Twenty-Fourth Report of the Estimates Committee (Second Lok 
Sabha) on Hindustan Aircraft Ltd. 

2. The Hundred and Twenty-Fourth Report of the Estimates 
Committee was presented to the Lok Sabha on the 6th April 1961. 
Government furni~th.ed their replies indicating the action taken on 
the recommendations contained in that Report between 13th July, 
1962 and 12th September, 1966. As the Public Undertakings are 
now to be examined by this Committee, the replies of Government 
to the recommendations made by the Estimates Committee in the 
.aforesaid Report have been considered by this Committee. The Draft 
Report was adopted !by this Committee on the 21st November, H,66. 

3. The Report has been divided into the following two chapters:-

I. Recommendations that have been accepted by Government. 
II. Recommendations which the Committee do not desire to 

pursue in view of Government's reply. 

4. An analysis of the action taken by Government on the recom-
mendations contained in this Report of the Estimates Committee is 
given in Appendix. It would be observed therefrom that out of the 
'20 recommendations made in the Report 30 per cent have been 
accepted by Government and the Committee do not desire to pursue 
70 per cent of the recommendations in view of the Government's 
reply. 

NEW DELHI; 
November 21, 1966. 
Kamka 30, 1888 (S.). 

D. N. TIW ARY, 
Chairman, 

Committee on Public Undertakings. 



CHAPTER I 

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED 
BY GOVERNMENT 

Recommendation (Serial No.4) 

It would be obviously de8ira.ble to prescribe a tenure for Direc
tors and make it unifonn to all Public Undertakings. (Paragraph 11). 

REPLY OF THE GOVJ!llU(MENT 

The recommendation of the Estimates Committee is already being 
followed in respect of the Undertakings, viz. BEL, GRW, MDL and 
Praga Tools. This ·recommendation will be taken into account while 
drawing up the constitution of the single Corporation, comprising 
HAL, AIL and AMD, which will be responsible for the activities con-
nected with aircraft production and repairs. 

[Ministry of Defence U.O. No. 5 (3)/61/HAL/D (HAL) PC-XIV, dated 
the 1st May. 1964]. 

Recommendation (Serial No.8) 

It is obvious that adequate attention has not 'been paid towards 
development of ancillary industries by the HAL. In view of the 
importance of the aircraft industry to the country and its speedy 
expansion in the foreseeable future the requirement. of components 
are bound to go up very much. Increasingly more and more compo
nents will also ha.ve to be produced indigenously. The Committee, 
therefore, recommend that steps should be taken by HAL, without 
delay for the development of ancillary industries. (Paragraph 15). 

REPLY OF THE GoVERNKENT 

HAL i$ already sub-contracting a number of its requirements 
mostly plutic and rubber products which have been developed indi-
genously to meet aircraft specifications. Some raw materials like 
aluminium specification L59, dopes, thinners and paints are 
also obtained through indigenous sources. The requirements of air-

• At the time of factual verification, the Ministry of Defence lias stated 
thus:-

" ...... This recommendation has been accepted and BU!table provision 
made in the construction of a Single Corporation Comprising 
~'!t~~. ~~onautics (India) Ltd., and Aircraft Manufacturing 

(Minist", of DefeflCe lette1' No. 26(l3)/66ID(HAL-l), date4 the 16th Novem-
ber. 1968]. 



craft parts and components of HAL being small, and the specification 
for the aircraft parts being necessarily high, it is d.i1Bcult to develop 
Bub-contract sources. for most of the aircraft parts at present. The 
value of the items of accessories etc. prodUCed in India is naturall,. 
rather ~ at thi, Itare. 

This Ministry has set up a Directorate of Technical Development 
and Production (Air) fOf the indigenous manufacture of raw 
materials, instruments parts and other accessories required for the 
Aircraft Industry. HAL is maintaining close liaison with this organi-
sation in prescribing the requisite standards and specifications and 
ensuring the ultimate production in conformity with the prescribed 
standards ~uired for the aircraft industry.:\: 

[Mim.ftty of Defence U.O. No. S(3)/6I/HAL/PC-III/D (Air-I), dated 
the lOt" December, 1962]. 

a'CQ$Q.endadpQ. (Serial No.8) 
The practice of debiting expendituTe \in.cuTTed on. new pro;ects to 

old projllCts qJ.Teady un4eT production does not appeaT to be quite 
correct as S'Uch a pTactice will not 'give a clieaT pictuTe of the cost of 
production. The Committee feel that it wouH be desira'ble to make 
at least a profoTma allocation between the ,projects alTeady estab
lished and those u.ndeT development so that a mOTe Tealistic cost of 
pr..oduction is available. (Paragraph 19). 

RIPLY OF THE GOVEllNMDT 

It i~ c}erified that in respect of new projects the development 
~4ifUrt; is invariably seiJ'egated. It is mainly in respect of the 
Planning ~rtD1ent that the total expenditure is debited to the current 

W the UI\ne f)f faetual verification, the Ministry of Defence have ampli-
fled their reply as under:-

"In addition, a Standing Committee has been set up with effect from 
8th September, 1965 for coordinating the development of the 
manufacture of aircraft spares and stores comprising Secretary 
(Defence Production) 86 the Chairman and representatives of Air 
Headquarters, Hiadustan A.erOD8utics Limited, Directorate General 
of Civil AvlatWn, Air India and the Indian Airlines Corporat1oll. 
'l'~ pjrectof of Technical Develop~ent and Production (Air) is 
'the Member Secretary of this Committee. ThJs Committee is 
Pr1m.~concerne4 witA, the £o.OJ'dination and of the steps ne:ces-
sery for achieving as early as possible a greater and more inten-
sive utilisation of the capacity available in the country for the 
meufaCture (jf aircraft, general spares (AGS). The intention is 
that this CommIttee's jtirisdiction would be u~ded to other 
aim'aft et!fIIlpment in due course." 

[Mifti#rII of P-fenc, ,t~ liG. 2eHJ)/06/P'(HAL-l) , dcJt.ed the l.6th No~ 
ber.I868], 



3 
~project althouglt a large percentage of the staft' is generaUy employed 
on future projects. T"e question how' expenditure on the plannina 

:ltaft'should be allocated betWeen new.lnd old projects is'proposed to be 
eJ:aminedin consultation wit 1 the Director of CoDUl1ercial Audit. 
rMUtistry oJ Defmcs U.O. He. S(3)/61/HALIPC.PID (Air-I) dar'" rlw 

13th July, 1962]. . 

RecommeuodoD (Serial No. 10) 

The Committee e~ect that raising the wages of workers should 
·be ClCcDmpcnied btl a corresponding rise in productivity. They B'UfI-
gest toot it is time that an e:rpert productivity study is made to 48Se18 
whether the large increase of ratio in the e:rpenditure over the pro

. duction was fully justified and whether the production could ?LOt be 
.stepped up reasonably. (Paragraph 23). 

REPLy. or THJ: 'GoVERNMJ!lNT 

HAL has alre~'dy set up its own productivity study deparunent 
'in collaboration wit'l MIs. Ibcon, a firm of Industrial and Business 
Consultants in Bflmb'lY, W"lO Were appointed by HAL in 19S2 to investi-
gate and advise the Management with the object of reorganising 
the factory and improving the operating efficiency. The functions 
of this department are to advise the Management on works simpli-
fication, methods improvement and rationalisation of procedures. Based 
on works study, the department fixes standards for each manufacturing 
operation. A number of HAL engineers have been trained both by 
Messrs. Ibcon and HAL's Industrial Engineering Deptt. as standard 

,Engineers in works study and other Industrial Engineering techniques. 
The implementation of recomn1endations made by MIs. Ibcon after 
extensive investigation in a number of Deptts. of HAL has helped the 
company to achieve economy in' expenditure. A continuous watch 
will be maintained by HAL to study whether production is proportional 
to the increase on aCCOWlt of the expenditure relating to wages and 
salaries. 
[Ministry of Defence U.O. No. 5(3)/6r/HALIPC. VI/D(A-I) dated the 2nd 

August. 1962]. 

Recommendation (Serial No. II) 

The plea tOOt in aircraft industry it took several years to sta'bilise 
the production of new items may be true f(1'(' developing anew aircraft 
but not nece8sarily for items which are a.lrea4y proved and are being 
developed under licence. However. taking only the investment on 
old projects into account, 'the ratio C1f total capital employed on oLd 
projects to.production during 1958-59 works out to 1:0'5. Normally, 
the minimum ratio of capital to turnover should be 1: 1. Thm it would 
appear toot the tumouer of the company is tow. (Paragraph 25). 

2131 (ail) L.S.-2. 



.. 
RlP1.Y OF TIll GoVIBNMINT 

The ob.ervations of the CJmminee have been noted. 
The Company hal been 10 iafonntd and requesttd to improve the· 

capital-turaover ratio with a view to reach a ratio of at least I: I within the 
monett pOsaible time. 
[Minim), of Defence U.O. No. S (3)j6IjHALjD (HAL)/PC. Xl, .daud the 

30'h April, 1964]. 

Reco,..eaciadoD (Serial No. 19) 
Since both the HAL and the IAF Mainten41\ce C'ofmtumd, KClnpu"-; 

would be under the administrati'Ve control of the 8am~fMiniBtry aM 
would be m4nufacturing different types of planes the necessary ele-
ment of competition. is not prima facie very apparent. On the other 
hand, as already recommended by the Committee in para 3 of their 
80th Report (Second Lok Sabha), the normal pattern should be to 
utilise the existing organisations to take up new activities in the line 
instead of creating new units. The Committee hope that Govern
ment wilt examine at an appropriate time the feasibility of having 
one organisation for the two undertakings engaged in aircraft indU.9-
tf1l. In this connection, trn; Committee note the pa.ttern followed 
in the case of Fertilisers and Steel where for very good reasOns the 
Government set up one organisation to look after allied, producing 
units. (Paragraphs 38-39). 

*RiPLY Of THE GOVIRNMBNT 

The recommendation has been accepted. Government have since 
decided to set up a single Corporation to look after the activities connected 
with aircraft production and repairs. The single aircraft Corporation will 
have within its ambit the aircraft production units of Hindustan Aircraft 
Ltd., the production units dealing with the manufactUre of MIG aircraft 
and the production unit dealing with the manufacture of Transport air-
craft at Kanpur. 
(AlilliJ'", of D4I_nce U. O. No. 1I(3)/61/D (HAL) dac,d the 2.2.nd April, 

1964]· 
• At the time of factual verification the Ministry of Defence, have amend-· 

ed their reply as under:-

"The recommenda.t.ion baa been accepted. Government have set up a 
single corporation With effect from 1st October, 1964 to look after 
the activities connected with aircraft produetlon and repairs. Thill 
lingle aireraft eorporation haa within its ambtt the atn:raft produc-
tion units of HiDdustan AeronautiCII Limited, the Pl'Qduction units 
dealiDC w~ th. manut.:ture of KlO. 2.1 aircraft aDd the produc-
tion unit deeling with the trUlSport aircraft at Kanpur." 

(MiniIt'rJI of Defence leUer No. 26(15)/86/D(HAL-l), ""tcd the 1'6th NO&/eTn-
ber, 1ge1]. 



CIIAPT8It D . . 
RBOOMM'ENDATIONS wmCH THB OOMM.ITTEE 00 NOT 

DESIRE TO PURSUE IN VIEW OF nIE GOVERN-
MENT'S RBPL Y 

RecommcD4adoD (Serial No. I) 
During the three yetrrl ending 1958-59, on an average manufacture 

of o.ircra!ts and overhaul/servicing have accounted for 64 per cent 
of the undertaking's activities. The Committee are glad to note that 
the HAL has given up the manufacture of 'bus body kits, It has long 
been engaged in the production of rail coaches which in the cir
cumstances reem to be a good standby. They wouL:f, however, point 
out the desirabUity 01 planning the future developments of' HAL 80 
ca, not to allow the standby units of production to get the better Of 
the main line, (Paragraph 5). 

·RDLY OF THE GOVERNMiNT 

This Ministry is generally in agreement with the recommendatioDs 
of the Estimates Coxr..mittee that the standby units of production should 
not get the bcner of the main line. But the rail coach DiVision of HAL 
is a separate Division with its own manufacturing programme to meet the 
country's vital needs in the Third Five Year Plan for rail conches, W880QS 
and rail cal'll. 
[Mw.f17)' of D-Jenc, U. O. No. S(3)/6I/HAL/PC.I/877/D (Air-I), dartd 

thl :md AlltfUt, 1962]. 

Recommendadon (Serial No. a) 
Though Government had recogni8~ the need for reconstitution of 

the Board of Directors of the Company in the light of the recom-

• At the time of factual verification, the Ministry of. Defence have amend-
ed their reply as under:-

"This Ministry is generally in at1'"IDeat with the recommendatfons 
of the Estimates Committee that the standby units of production 
should not get the better of. the main line. The Rail coach Diviaion 
of. Hindustan Aeronautics Limited was a separate Division with its 
own manufacturing programme to meet the country's vital needJ 
in the 3rd Five Year Plan for rail coacltea, wagons aDd rail Cal'll. 
Also with effect from lit November, 1965, tte Rail eoech DivWon 
was separated from the Hindustan Aeronautics Limited and ita 
control transferred to Bharat EaTth IIovera Limited." 

LMinilt"1l of Infence lene,. No. 26(111)/66/ D(HAL--I), dated the 16th Novem-
ber, 19G6]. 

s 
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m.endGtionI mcuIe in paras 14 and 13 oj 67th Report oj the E,tim.4t" 
Committee (First Lok Sabha) , the same have not yet been. giVeft. 
effect to. The Committee trust that Government wm imptem.en.t 
the recommendationa without any fu,rt'Mr delay. (Paragraph 7), 

REPLY OP THB GoVERNMENT 
The recommendations of the Estimates Committee have been duly 

considered. No non-'Jfficial has been inCluded at present in the Board of 
Directors of Hindu8tan Aircraft. LiD1itedlargely . l?~cause of Security 
reasons. . 
[Ministry of Defence V.O. NO,5 (3)/6I/HALIPC. X.IIi(HAL-I), dated the 

15th October, 1963]. 
'. RecommeDdatioD (Scrial NO.3) 

The. aircraft industry ~is a highly technical and specialised one in 
which ma;or technical changes are taking place at a ja.st pace. The 
€om.mittee are dOUibtjul whether there are any special advantages, 
CIS have 'been claimed, in having as Directors persons who have no 
I'pecial i .. terest in the Undertaking. As 1'egards the reason.c; advan
ced by the Defence SeCTetary that the appointment of full time 
Di1'ectors .'Would involve high expen.::litu:re, the Committee would in
mie a reference to para 1 of their 65th Report (Second Lok Sabha). 
ltis quite likely that the appointment of full time functional Di1'ectors 
would enable the posts of Gene1'al Manager (Technical) and Deputy 
General Managers to be done away with, which could offset to some 
extent the additional expenditure involved. The Committee recom
mend that the Government may examine the desirability of increas
mg the strength of fun-time Directors for the HAL. 
U'aragraph 10). 

REPLY OF THE GOVERNMENT 
In .pursuance of th~ rccon1n~endations contained in p:tra 10 of the 

124th Report of the Estimates Committee, a full time Chairman hlS been 
appointed in HAL. It would nOt, therefore, be necessary to have at present 

[more full-~imc Directors on t'le BO..ird of DireCtOrs of HAL. 
(Minislry of Defence U.O. N.I. 5(3)/61!HliL 'PC. XIl/!D (HAq, dared the 

15th OCtober, 1963]. .• 
RecommcDdation (Serial No. s) 

Tke Committee trust that the HAL has tumed the comer in 1'egard 
Ie realisation of its production targets and the future will show in
rreasing impro'Vemf:nt. (Paragraph 13). 

RBP!.Y OF THE GOVERNMENT 
HAL is consHntly end~avouring to increase production and achieve 

(he prescribed targets. 
(Ministry C'f Defence V. O. No. S(3)/6I/HAL/PC. /l.J9 I s:D(Air-1). 

da'cdrfrc 13thJuly, 1962]. 
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RecommeDdadoD (Serial NO.7) 
The ratio of 35 per cent between labour and overhead8 appears 

prima facie on the high side. The committee hope toot efforts will 
be made to fix a lower ratio as the target. Unless the ratio of over
heads is brought down, it is unlikely that the cost crt production can 
be appreciably reduced. (Paragraph 18). 

REPLY OF TIm GOVERNMENT 

The ratio of 350% between labour and overheads at HAL is not on 
the high side and is rather a very tight target in an aircraft industry. 
Even in industries like Telephones, the ratio of labour to overheads is 
more than 400%. It may be pointed OUt that on the basis of 350% over-
heads, its man-hour rate w,ould be even less than 1/3rd of the man-hour 
rate in the U.K. In fact, HAL overhead cost per hour is approximately 
Rs. 3/- as against Rs. 9/- per hour in the U.K. Even the HAL's over-
head percentage is not really high in comparison to that in the U.K., if in 
comparing in two ratei, due consideration is given to the fact that higher 
wages tend to bring down overhead rates. According to the inforll1ation 
collected by HAL, the overhead rate in aircraft factOries in the U.K.. 
varies from 200% to 400% although their wages are about five times of 
those paid by HAL. In this COntext, the ratio of 350% prevailing in HAL 
appears reasonable. 
[Ministry of Difence U.O. No. 5(3)/6I/HAL/PC. IV/D (Air-I) dated ths 

I3lh July, 1962]. 
RecommendatioD (Serial No. ,) 

The higher cost of .HAL's coach is due to higher overheads. In 
this connection it would be Televant to invite a reference to the state
ment made by the Tepresentative of the HAL before the Public 
Accounts Committee in 1957-58 that their coach was expected to be 
cheaper than that of the Integral Coach Factcny. The Committee 
feel that though the HAL's coach might be somewhat difJeTent, that 
cannot justify BUCh large difJerences in cost. The Committee hope 
that on stabilisation, the HAL would be able to produce a rail coach 
-at lower cost than in the Integral Coach Factory, as previously pTa-
-mised. (Paragraph 21). 

REPLY OF THE GoVERNMENT 

The recommendations of the Committee have been examined. 
Efforts have been made to bring down the cOSt of the integral coaches 
(Mode14II) being built at HAL. However, due to steep rise in the COst 
of ntaterials and wage rates since 1-4-58 when the original estiInates of 
COSt were prepared, it has not been possible to bring down the cost. 
Moreover, due to diversion of production from M0del4I1 to Mode1411 
(sleeper coaches), the stage of stabiliz(ltion of production which was ex-
pected to be attained beyond 6Soth c:oacb, has net yeneac:hed. In this 
connection it may be D'tenrioned thlt a realistic c8mparison of cost of in-
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tearal coaches produced at HAL and the ICF Perambur was not feasible 
at any time as the costing systems in the tWO factories were different. 

The 3rd class integral coaches are not being manufactured at I.C.P. 
Perambur now. 
[Ministry of Defmce U.D. No. IIj(I)6:l./D (HAL), dated the 30th July 

1963] -
FURTHiR INFORMATION DESIRED BY THE COMMITrEl! 

The Committee on Public Undertakings deBi.,.ed to be furnishet! 
with the following fuTthe.,. inf01'mation:-

"(i) Present diffeTence in the cost of production of a coach 
pro::luced at the ICF, Perambur and at the HAL. 

(ii) Reasons f01' the difference in the cost of production,. 
if ant/ •• ,_ •• " 

[L.8.S. OM. No. 15 PU/62, dated the 25th August, 1966] 
FUllTHIR REPLY OF TID! GoVERNMENT 

The Ministry or Defence informed the Committee re&arding the 
present difference in the COst of production of a Coach produced at the 
Integral Coach Factory, Perambur and at the HAL- as follows :-

"The Broadguase Integral Coaches produced during 1965-66 by 
the Integral COach FaCtory, Perambur are understood to be ot 
a different model and type than the Coaches produced by 
BBML. It is, therefore, not feasible to compare the COst of 
production of a Coach produced at the Integral Coach Factory, 
Perambur, with that produced at BBML." 

[Ministry of DB/me, D.M. No. 29(I)j66/BEMJD(BEL) dated the 12th 
Sep,"""", 1966) 

Recommeadadoa (Serial No. 12) 
Even if allowance is made of the investment on new projects, the 

percentage of net profits (bef01'e tax and interest) to total capital 
invested on ,old projects during 1958-59 comes to 3· 5 per cent. It 
would thus appear that the profits on the established items of pTo. 
duction w01I.1d still be low. The Committee hope that the under
taking w01I.ld take adequate steps to remedy the position. (Par,a-
graph 28). 

REPLY OF THE GOVERNMENT 

HAL have admitted that the percentage of net profit to the total 
capital invested is very low and expressed the view that this situation 
would not improve unless the Government of India agree to a higher 
margin of profit. HAL have further expressed their view that in fixing 
the profit for HAL, the Government may take note of the recommenda-
tions of the Select Committee on Estimates in UK . 

• Thc wort of the Rlilcoach manuflCtwc 1fas ttanaferrccl from the H.A.L. to the 
Bbarat Barth Mover. Ltd., Banplore (a Public UndqtaItinaJ on the lit January, 1965. 
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In all cases the margin of profit to HAL in transactions with the 
Government is decided after mutual discussions and is fixed at a limit 
considered reasonable. 

[Ministry oj Defen~ U.O. No. S(3)61/HAL/D(HAL)/PC. XV, daud eM 
16th July, 1964] 

Recomme:acladoa (Serial No. 13) 
The Company has 'been unable to give any return on the invested 

capital. (Paragraph 29). 

REPLY OF TIlE GoVERNMENT 
During the three years ending 1958-59. HAL earned the following 

profits:-

Year 

1956-S7 
1957-58 
1958-59 

Profit eartUd 

Rs. 32,28,6.45 
Rs. 34,16,293 
Rs. 39,51,348 

However, no dividend was declared as the profits during these years 
were ploughed back into the business so that its prograntme of expansion • 
was partly financed from its own reSOUrces. 

[Ministry of Dejene. U.O. No. S(3)/61/HALIPC. VII/D(Air-I), dattd ,,,-
17th Oelohn', r962] 

Recommeacladon (Serial No. 14> 
Considering that the Company has bee"t in existence for 20 yea1'8 

and the fact that no dividends have been declared e~cept once, the 
amount 01 reserves built up by the Company is very low, j'IUt one
fifth of what it should be normally. It has also not been able to 
meet any aignificant portion of e~nsion/development programme 
for which the paid-up capital has had to be raised by Rs. 700 lakhs 
during the three years. (Paragraph 30). 

REPLY OF THE GoVBRNM!NT 

HAL is mainly engaged on Defence Projects. It is entrUsted with 
the Air FOrce repair /overhaul work, which it does on 'cost plUS' basis. 
In the case of manufactUring projects, HAL is allowed profit to the extent 
of 5% to 6%. In a number of projects undertaken by HAL, appropriate 
amounts are advanced to the Company to' enable them to purchase raw 
ntaterials and impon spare parts, bought-out items, etc. and, therefore, the 
profit margin allowed to HAL is considered adequate. In the circum-
stances HAL are not in a position to effect any substantial increase in the 
reserves. • 
(MinUtry oj DeJenct U. O. No. 5(3)/61/HAL/PC.Jl.III/D(Air-r), darlll 

,''' 17th October, 1962] 
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Recommendation (Serial Nc.. 15) 
lneome-Tax rates of deprec,iation aTe fixed for tax purposes on the 

basis of the overall expected life of a class ofa8sets. In an industry 
changing so rapidly and radicaUy like the aircraft industry, the nor
mal rate of depreciation allowed by Income-tax authorities is not 
.likely to prove adequate. The Committee consider that in the case 
of HAL the special requirements of the a.ircraft industry in respect 

·()f depreciation catl tOT examination. (Paragraph 31). 
REPLY OF TIlE GOVERNMENT 

The question of revising the present rates of depreciation has been 
considered by the Board of Directors and it has been decided that the de-
preciation rates as provided for Income-Tax purposes shOUld continue to 
be adopted. The Company have stated that in U.K. the rates of deprecia-
tion on plant and Machinery vary from 7t% tv 20%, while the HAL is 

,charging at the rate of 10% for single shift and 15% for twO shifts which 
is considered adequate. 
[Ministry oJ Defence U.O. No. S(3)/61/HAL/ PC. IX/D(A;r-l), daled t~ 

13th July, 1962] 
Recommendation (Serial No. 16) 

The Committee feel that the present system of 'Cost-plus' basis on 
which HAL works is not very conducive to e'fji.ciency and Teduction 
of costs. It will be desirable for the HAL to WOTk out its expected 
costs properly and quote prices on that basis. The profit it makes 
can thus be a true test of its performance. The Committee suggest 
that the present system of 'Cost.plus' basis foliowed by the HAL 
should be replaced by a fixed price to be worked' out in the manner 
indicated. (Paragraph 34). 

REPLY OF TIlE GOVERNMENT 
As regards repair/overhaul it is possible for HAL to give fixed quo-

tations only for specified schedules of work and that tOO in respect of such 
projects where HAL has gained sufficient experience. But, by and large 
due to the diversity of the jobs and inherent difficulty in adopting fixed 
rates. the substitution of the 'Cost-plUs profit' by a system of fixed quo-
tations is nOt generally feasible; Government, however, would exan1ine 

. each and individual case, as and when fixed quotations are proposed by 
HAL, and consider such proposals on n1erits. 

As regards manufactUre of aircraft/engines HAL have propo.ed 
the prices of the first few aircraft/engines may be on 'cast-plUs' prOfit 
basis and thereafter it might be pOssible to worit oUt fixec1 quotations. 
In this connection it may be noted that the Government decides the 
basis of pricing in each case in consUltation with HAL. • 

1[Jfi..utry ef ~fmceU.O. No. 5(8)/61/RAL/D(HALjPC.XV).dated 
, the 16th July, 1964.] 
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RecoDllD.elldatioD (Serial No. 11) 

·r 

The Committee recommend that the erirtin.g practice m regard 
to the valuation of the wm-ks-in-progress may be reviewed. (Para-
graph 35). 

Rl:PLY OF THE Govi:R.NMENT 

The method adopted by the HAL is in accordance with the prac-
tice followed by the other Central Govt. Undertakings like KM.T., 
B.E.L. & I.T.I. The recommendations of the Estimates Committee 
are being examined by HAL in consultation with Audit. 

[Ministry of Defence, V.O. No. 5(3) 16IIHALIPC. XID (Air.I) , dated 
the 17th Oeiober, 1962] 

FuRTHER INFORMATION DESIRED BY THE COMMlTl'EE 

........ the result of uamination of the recommendation at 
Serial No. 17 (Paragraph 35) of the above Report may be intimated 
to this Secretariat by 21st Oeiober. 1963. 

[L.S.S. O.M. No. '15-64162, dated the 26th September, 1963]. 

FuRTHER REPLY OF THE GOVERNMENT 

In view of the recommendations of the Estimates Committee as" 
contained at serial No. 17 of Appendix II of the abo~ Report, the 
existing practice of HAL in regard to the valuation of work-in-pro-· 
gress has been examined by the Company in consultation with their 
statutory Auditors who are of the view that the present system does 
not need any change. The Dy. Director of Commercial Audit aRo-
has not suggested· any change. An extract from the reeommeRda~ 
tiOJlS of the Institute of Chartered Accountants of EDgknd and 
Wa·}es, as given below, also justifies the existing ~r*ctilee in HAL: 

"Long-term contracts--In business which undertake coatracta 
extending over a period of years the normal tendency ll-
to include overhead expenditure in work:-m.progress ex-
cept where it is considered to be irrecoverable. If over-
heads are not included in work-in-progress on such con-
tracts the accounts for the early years may indicate losses, 
follOWed by unduly large proftts in the years when the-
contracts are completed. This would be a wholly unrealis-
tic presentation in relation to a contract sbowirrg abnormal 
profit." 

[Ministry of Defence V.O. No. 5 (3)/61/D (HAL) , dated tM 8th J1.I.1J1~. 
1964] • 
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Beeommendation (Serial No. 18) 
Though the porition in regard to book debts has undoubtedly 

improved during the last one year, the total amount outstanding is 
.still substantial. The total amount of loans taken by the Company 
jrom the Government and the State Bank of India as 31st March 1959, 
'Was Rs. 42 1akhs. Better realisation of its own dues wouH have 
.enabled the undertaking to dispense with such borrowings. The Com
mittee were informed that in a system in which selling price is fi:red 
en "cost-plus" basis, a certain amount of delay in the recovery of 
.outstanding dues is unavoidable. This is Iyet another ground for 
,changing the present system of 'cost-plus' basis. (Paragraph 36). 

R.I!lPL Y OF THE GOVERNMENT 

With a view to keep the outstandings of HAL against the IAF 
at the lowest possible limit, the procedure of making provisional pay-
ments during the progress of projects at HAL is being simplified. 

[Ministry of Defence U.O. No. 5(3) 1611HALID (HAL) I PC. XV, dated 
the 16th July, 1964] 

Recommendation (Serial No. 20) 
The Committee would have very much desired a coordinated plan

ning between Defence (I.A.F.) and Civil Aviation (I.A.C.) so that 
the same plane could serve the dual purpose of meeting the demands 
of both the Departments. There is no meaning in not coming to a 
4ecision on this question at the earliest. F01' otherwise, the 1.A.F., on 
the one hand, has to be content with its restricted requirements and 
will not be able to W01'k the concern to it~ fwll capacity and thus 
bring down the unit coS't of production to the minimum. On the other 
hand, .the 1.A.C. has to depend not on aveilable iindigenous production 
'but on foreign supply lOring valuetble foreign exchange or plan an
other aircraft factory involving huge outlay. If the maintenance 
Command, Kanpur cannot meet the immediate requirements of I.A.C. 
the latter need only obtained such of its requirements as would be 
needed tin the Maintenance Command is able to supply them. 
(Paragraph 40). 

REPLy OF THE GoVERNMENT 
I. The question of selection of a suitable aircraft to replace the 

Dakota aircraft in use Iboth in the lAC and the IAF was considered 
in detail by a Committee consisting of the representatives of the 
Ministries 'of Defence and Transport and Communications Rnd Air 
Headquarters, DGCA and the lAC, which was appointed in June, 
1959 for the purpose. As however, no agreement could be reached 
-on the choice of the aircraft, it was decided to undertake !.he manu-
:facture of A VRO 748 to meet the requirements of the IAF in regard 
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to the transport aircraft. It was also decided that the A VRO 748 
manufactured at AMD, Kanpur, should be tried by the lAC. 

*The Indian Airlines can use AVRO 748 Series II on their routes 
.after the aircraft has secured the civil certificate of air-worthiness. 
nGCA has since set up an inspection organisation at Kanpur Depot 
for stage inspection, in connection with the grant of such certificate 
of atr-worthiness. The lAC propose to introduce an A VRO 748 air-
craft on their services, on an experimental basis, as soon as the air-
craft receives the civil certification. On the basis of its actual per-
formance characteristics and unit operating cost, in comparison with 
similar type of aircraft pres~ntly used by them, the Corporation will 
decide the question of placing orders for them with the Kanpur De-
pot. It is estimated that 15 aircraft of this type would be required 
by lAC during the next 3 years. 
[Ministry of Defence O.M. No. 2 (4) /65-D (HAL-II), dated the 6th 

February, 1965] 

NEW DELHI; 
November 21, 1966. 
Kartika 30, 1888 (Saka). 

D. N. TIWARY, 
Chairman, 

Committee on Public Undertakings. 

eAt the time of factual verifieation, the Ministry of Defence, have amend-
ed their reply as under:-

"The HS-'148 aircraft manufactured at Kanpur received the certt8cate 
of air-worthiness from the DGCA in 198&. The Indian Airtme. 
Corporation have given a letter of intent to the HindU8tan Aero-
nautics Limited (Kanpur Division) for the supply of 15 HS-'148 
aircraft." 

(Ministrll Qf Defence letter No. 26(15)/66ID(HAL-I), dated the 16th Nooetn-
ber, 1966] 



APPENDIX 
(Vide Para 4 of Introduction) 

An2lysis of action uk-;n by governmmz on the recommendations contained 
in th~ I24th R~port of the Estimates Committee (Second £Ok Sabha) 

I. Total No. of recommendations made ao 
II. Recommendations that have been accepted by Government 

(Vide recommendations at S. Nos. 4, 6, 8, 10, II, 19). 
Number 6 
Percentage of total . 

III. Recommendations which the Committee do not desire to 
pursue in view of Govemment I'f'ply (Vide recommendations 
at S. Nos. 1,2, 3, S, 7, 9, I2, 13, IS, 16, 17. 18.20). 

Number 
Percentage to total 

• 
2131 (ail) L.S.-3. 

l~ 
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