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INTRODUCTION 

1. I, the Chairman, Committee on Public Undertakings, having 
been authorised by the Committee to submit the Report on their 
behalf, present this Fifty-sixth Report on the Action Taken by Gov-
ernment on the recommendations contained in the Fifteenth Report 
of the Committee on Public Undertakings (Fourth Lok Sabha) on 
Financial Management in Public Undertakings. 

2. The Fifteenth Report of the Committee was presented to Lok 
Sabha on the 30th April, 1968. Government furnished their replies 
indicating the action taken on the recommendations contained in the 
Report on the 25th September, 8th, 14th and 3Qth November, 20th 
and 27th December, 1968, 15th January, 7th May and 29th September, 
1969. 

3. The replies of Government on the recommendations contained 
in the aforesaid Report were considered and approved by the Com-

o mittee on the 15th and 25th November, 1969. The Committee autho-
rised the Chairman to finalise the Report on the basis of the deci-
sion of the Committee and present it to Parliament. 

4. The Report has been divided into the following five chapters:-

(i) Report 

(ii) Recommendations which have been accepted by Govern-
ment. 

(iii) Recommendations which the Committee do not desire to 
pursue in view of Government's reply. 

(iv) Recommendations in respect of which replies of Govern-
ment have not been accepted by the Committee. 

(v) Recommendations in respect of which replies of Govern-
ment are still awaited. 

5. An analysis of the action taken by Government on the recom-
mendations contained in the Fifteenth Report of the Committee on 
Public Undertakings (Fourth Lok Sabha) is given in the Appendix: 
XXXIX. It would be observed therefrom that out of 79 recommen-
dations contained ui the Report, 90 per cent have been accepted 
by the Government and the Committee do not desire to pursue 

(ix) 



(x) 

3 per cent of the recommendations in view of Government replies. 
Replies in respect of 7 per cent of ~e recommendations have not 
been accepted by the Committee. 

NEW DFuu; 
Decernber 15, 1969 
Agrahaytma 24, 1891 (8) 

M.B.~A 
.r> ChaiTman~ 

Comm:itt;e'\n Public UndeTtakinga. 



CHAPTER I 

Ri:PORT 

A. TRAINING IN FINANCIAL MANAGEMENT 

Recommendation (Sl. Nos. 15 and 16) (Pal'a 71 and 73) 

In Para 71 and 73 of their 15th Report (4th Lok Sabha) on 
Financial Management in Public Undertakings, the Committee on 
Public Undertakings had observed that arrangements made so far 
for the training of the Financial Advisers had been inadequate. 
They had r~ommended that a Central Training Organisation should 
be set up. In their reply, the Government have stated that the need 
for training the Financial Advisers, officers and staff of Finance 
division in the modern techniques of Financial Management and in-
tricacies of commercial accounts in fully recognised. The reply indi-
cates that arrangements are being made so that the public under-
takings can take the advantage of the facilities and training courses 
available at the management and training institutes. In the circum· 
stances, the, Government do not consider it necessary to organise a 
separate Central Training Organisation for training to financial staff 
of public undertakings. The Committee have considered the reply 
of the Government. The reasons advanced hy the Government for 
not .setting up a Central Training Organisation are .not convincing, 
The Committee had ~ommended the setting up of Central Train-
ing Organisation so that even financial advisers could r~eive train· 
ing there. As the modern concepts and techniques of financial 
management had not received adequate attention in the past, the 
Committee reiterate their recommendation and would urge the Gov-
ernment to set up a Central Training Organisation of the type 
contemplated in the Committee's recommendations. TIle Committee 
wish to make it clear that they attach great importance to the need 
for setting up of such an organisation. 

B. PRICING POLICY 

Recommendations (SI. Nos. 62 to 65) (Para 183 to 186) 

The Committee have considered the reply of the Government 
to these recommendations. It is noticed that in pursuance of Com· 
mittee's recommendations, while the Government had issued guide 
lines for enterprises which operate under monopolistic or semi· 
monopolistic conditions vide their O. M. No. BPE/oK/ADV. F /68/%5, 
dated Z7th December, 1968. (Appendix I) the Govermnent had not 



z 
pareICIiW -,. ...... Ihaes for tracIiD& orpaiaatiolls like S. T. Co, 
lI.M.T.C. etc. 

The CommIttee emphasise that ill 10 far as tradill , orpuisatioas 
wen CODeemed the Government abouJd keep in view the recom-
..... datlon. made by tbe Committee in Pan 3.131 of taeir 51st Report 
(1118-0) on tbe State Trading CorporatiOil Lgartin, m<,ppiDff up of 
I1II'Plua prolt by Government. The Committee.1so emphasise that 
Ia other Ca&eI referred in Para 3(c) of the O.M. ibid the views of the 
Taria Board ahouJd abo be obtained. 

C. IMPLEMENTATION or REr..oMMJ:N1)A'nONS 

Th. Committee Ind third in most of ,he case:., tbe Bureau of 
Public: Enterprlaes have ollly brou,bt tht' ~aDu,.cndation.iobser. 
".Uona of tb. Committee to the notice of Public Undtriakinp.. They 
desire tbat the Bureau should watch tM adual impleruentation of 
the c.mmitlee'. rec:ommendaUol1l by the variOU!l public under-
•• 'nop. 



CHAPTER B 

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED BY 
GOVERNMENT 

Becommendatioa. (Serial No. 1) 

There is little doubt that as a general rule a separate and well-
organised Financial Division is absolutely essential for the efficient 
financial management of a public undertaking. It is also necessary 
that a Financial Division with a nucleaus 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 manage-
ment or the project administrator at a stage when both money and 
time have to be conserved. (Para 11). 

Reply of Govemment 

The obseryations of the Committee have been brought to the 
notice of the concerned Ministries and Public Undertakings vide 
'Circular No. 46!Adv. F.!BPE68il, dated 12th September, 1968 (Ap-
pendix II). 

(Bureau of Public Enterprises O.M. No. 46jADV-FINIBPEI68, dated 
the 25th September, 1968). 

Reeommendation (Serial No. Z) 

The Committee feel that the present system of the administra-
tive Ministry and the Ministry of Finance taking a whole range of 
basic decisions which affect the economic viability of the project 
without associating at the earliest opportunity the person.; who are 
to ultimately manage or operate the project as its Chief Executive 
and Financial Adviser, is not sound. They consider that these two 
perscns in all projects of a major nature at least should be associat-
ed 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 tht!y would be able 
to point out practJcal limitations to the expectations and help in lay-
ing down realistic targets and time schedules for completion of con-
struction, commencement 01 production. dela)'s in bo\b ot wmeb 
nave damaged the image of public undertakings unnecessan1y. 

3 
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Having been aaociated at the initial stage itself, they could also be 
beJel squarely responsible for the achievement of targets and adher-
ence to the time schedules laid down as well as tested as to their 
abilities and eftlclency. ..". 

The Committee appreciate that preparation '~f techno-economic 
feasibility studies and detailed project reports may, in certain cases, 
have to be entrusted to a foreign consultant but this does not de-
tract from the need to make timely appointment of the Chief Exe-
cutive 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 wo.rk at the beginning. the Committee feel 
that uQdue importance should not be given to this aspect, because 
the usefulness of the top executives at that stage. as already indi-
cated, 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 consideration and approval of detailed project re-
Ports and completion of preliminaries relating to the setting up of 
a new public undertaking whJch are at present protracted would 
be considerably expedited if the Chief Executive and the Financial 
Adviser are appointed in the early stages. (Paras 14 to 16). 

Reply of GoverDIDeDt 

Ttl. need for ass~jating at the earliest opportunity the persons 
who are ultimately to manage the project as jts Chief Executiv~ 
and Financial Adviser is fully recognised. The Chief Executivel 
Man_aln, Director (Designate) of a public set'tor undertaking in his 
capacity as the otJl~ on Spedal Duty in the Administrative Minis-
try concerned is being aa.K:iated from the initial stages of the pro-
Jeet and the Financial Adviser will also be brought illto position as-
lOOn a. the .\age is ~ched where there Is need -to associate him 
With the planning of the project. 

(Bureau of Public: Enterprtaes O.M. No. 46!ADV-FlN1BPE!68, dated 
the 20th Deeember. 1988). 

JeeI57_"" (Serial Nes. '" 4) 

'l'be Committee feel that the need for studying the organisa-. 
tional set up of Financial Divisions in comparable enterprises in 
India and abroad bas not been given the importance it deserve. 
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by the public undertakings from inception. They have been con-
tent to follow any set pattern without trying to evolve a set up 
which would be most suitable to the particular industry. It needs 
no reiteration that the efficient running of a commercial 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 Committee- recommend that before 
organising their Financial Divisions, the public undertakings should 
carry out a systematic study to determine the set up that would be 
most suitable to their organisations. 

In the case of even thOse undertakings which have already set 
up their Financial Divisions, the Committee recommend that a re-
view on the lines suggested above, could be undertaken with bene-
fit to the Undertaking. (Paras 19 & 20). 

Reply of Government 

The observations of the Committee have been brought to the 
notice of the Ministries/undertakings with the request that (i) in 
the case of new undertakings to carryon a systematic study to de-
termine the financial set up that would be most suitable to their 
organisation and (ii) in the case of existing undertakings to take up 
a detailed review of the existing set up of finance & Accounts Divi-
sion to consider whether any modifications are called for to make 
the finance organisation more purposeful and effective, vide cir-
cular No. 46IAdv.FIBPEI6812, dated 12th September, 1968 (Appendix 
nIl. 

(Bureau of Public Enterprises O.M. No. 46IADV-FINIBPEI68, dated 
the 25th September, 1968). 

Recommendation (Serial Nos. 5 " I) 

There is no doubt that the appointment of Financial Adviser has 
far reaching implications. 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 inde--
pendence has to be balanced witb 'the other factor whether it would 
come in the way of his bein~ tr6ted as an integral ?art of the man-
agement. In the circumstances, the Committee {eel that a so\uUbn 
to the problem can be found only in a suitable combination of the 
two methods followed at present. The Committee, therefore, re-
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commend that ialtiative to select the Financial Adviser in all major 
undertakings should be taken by the Board of Directors, the appoint-
ment being made with the approval of the Government whereafter 
he should be responsible to the Board just 81 the Chief Executive 
himJelf is responsible to it. To help the public undertakings in 
making a selection, the administrative ~ and the Bureau of 
Public Enterprises may draw up. a panel 0( eligible persons from 
which the public undertakings could draw, the actual appointment 
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 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 functional directors for production, Materials etc. exist. 
They feel that there would be adequate work for a full-time Fin-
ance Director in a number of large public undertakings, even if 
there may not be jUstification for having other functional directors. 
The Committee, therefore, recommend that, to start with, this pro-
posal may be introduced in big undertakirtgs where there is justi-
fication for employing a full-time Finance Director. 

In their Twenty Eighth Report (1966) the Committee have ex-
pressed themselves in favour of a functional board as far as Hin-
dustan Steel Ltd. is concerned. On the general question of func-
tional Boards, the Estimates Committee had recommended mixed 
directors [52nd Report of Estimates Committee on Personnel Poli-
cies 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. (Para 33, 36-39). 

Repl7 of Government 

The need to have full time Finance Director in large public un-
dertakings is accepted. It has also been recognised that where there 
are functional directors. the top finance ofBeer should be the Fin-
ance Direetor, and be would be appointed by Government ill consul-
tation with the Chairman of the Undertaking. In smaller units 
where the financial Adviser is not a member of the Board of Direc-
tors, it is considered that he could be appointed by the Board of 
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Directors, and Government need not be consulted on the appoint-
ment. 

(Bureau of Public Enterprises O.M. No. 46IADV-FINIBPE!68, dated 
the 14th November, 1968). 

BecODUQelldation (Serial No.8) 

On the basis of the evidence before the Committee, they can-
.not recommend scrapping of the system of submission of quarterly 
financial reviews which has been found to be very advantageous so 
far. The quarterly financial review keeps the IIlIlnagement alert and 
to make the quarterly financial review a useful tool in manage-
ment, a practice has been evovled 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. 

The Committee do not consider that the Financial Adviser be-
comes 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 submlit the quarterly finan-
cial review:! is not intended to place him in a position of pre-emin-
ence or to endow him with the powers of veto over the Chief Exe-
cutive and the Board of Directors. The Financial Adviser should 
be responsfble 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 Exe-
cutive and other heads of departments and that he enjoys their con-
fidence. 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 Executive that the provision relating to the submission of 
quarterly financial reviews by the Financial Adviser to the Govern-
ment and the requirement about differences with him being referred 
to the Board of Directors compromise 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 responsi-
ble. he must be given full and complete powers. The Committee 
am-ee that the Chief Executive of the public undertakings should be 
given powers corresponding to his responsibilities. But they do not 
agre'? that the provisions l'elatingto submission of financial reviews 
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aDd refereDCe of differences of opinion between him and the Fin-
ancial Adviser to the Board reduce in any way his e1fectiveness or 
authority. In quite a number of undertakings, the Chief Executive-
i. vetted with the power to overrule the Financial Adviser if dr-
cumatances warrant. Thus, he has been given full powers to run 
the organisation efficiently. The requir.ef ent' that difterences of 
opinion shan be referred to the Board . Of Du\ctors acts as a check 
on the exercise of power and responsibilities by either of them. The-
Committee therefore feel that the present arrangement should con-
tinue. (Paras 47-49). 

Reply of GovernmeDt 

Noted. 

(Bu~au of Public Enterprises O.M. No. 46!ADV-FINIBPEi68, dated 
the 25th September, 1968). 

Reeommend.~ioD (Serial No.9) 
The Committee recommend that more chartered' accountants 

should be employed by the public undertakings for manning suitable 
positions in the Financial Divisions. If necessary, the conditions of 
service may be improved, 80 as to attract the best talent from the-
market. (Para 53). 

Reply of GOVeI1IIDeIlt 

The above observations of the Committee have been brought to' 
the notIee of the undertaldngs for appropriate action "ide Circular 
No. BPE!48!Adv. Fln.~24, dated 20th December, 1968 (Appendix 
tv). 

(Bureau of Public Enterprises O.M. No. 46!Adv.-Fin\BPEJ68, dated the-
20th December, 1988). 

ReeommendatJon (Serial No. 10) 

The Committee consider that it equally hopOrtant to give chance-
of promotion to perIOna who have worked in the organisation and 
proved their worth. They trust that the undertakings will. give-
due conaichratiOll to their clabna. (para 54). 

Reply of aoY8I'DJIIeDt 

'l"heIe recommendations are accepted and the observations of the 
Committee have been brought to the notiCe of the concerned minis--
tries and undertald.ngs vide circular No. 461Adv. FjBPEl6813 dated 
12th September, t888 (Appendix V). 

(Bureau of Publlc Enterprises O.M. No. 46ADV-FINJBPEt68 dated 
the 25fh September, 1968]. 
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Reeemmeadations (Serial Nos. 11 & 12) 

The Committee do not think that a Financial Adviser can func-
tion fearlessly only if he is a deputationist. Similarly it is alSo not 
true to say that the deputationists tend to bide tl)eir time. These 
views represent only the two extremes. In the opinion of the Com-
mittee a capable man can function effectively whether he is a depu-
tationist or a direct recruit. The effort should, therefore, be to select 
the best 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 be-
cause he happens to be a deputationist. It is the person and his com-
petence that matter and not the services or source from which he is 
drawn. 

The Committee were informed that the question whether persons 
who were initially taken on deputation should be permanently absorb-
ed 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 undertaking, if found fit. (Paras 60-61). 

Reply of Government 

The observations of the Committee in Recommendation No. 11 
have been noted.. 

With regard to observation in Recommendation No. 12 the over-
lying advantages in absorbing the deputationists in public undertak-
ings are fully recognised. It has been decided that Government offi-
cers (excepting Defence personnel) deputed for service in Public 
Enterprises will be required to exercise an option within a prescribed 
period of time between the following alternatives: 

(i) Permanent absorption in the Public Enterprise 

OR 

(ii) Revert back to the parent cadre. 

(Bureau of Public Enterprises O.M. No. 46IADV-FINIBPEI68, dated 
the 8th November, 1968). 

Recommendation (Serial No. 13) 

The Committee feel that the functions of an important executive 
like the Financial Adviser should not be left undefined. An indica-
tion in the delegation of ?Owers of the cases that would require to 
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be referred to him, can by no means, be CODSidered as exhaustive 
becawre his functions do not end with examining what is referred to 
him. He baa to play a positive role in helping the management to 
run the enterprite eJIlciently. For this purpose, he has to undertake 
tyatemaUc: Itudy of progress reporta, statistical statements, inputs 
and outputs, export committee reports, etc. The Committee, there-
fore, recommend that the main functions responsibilities and powers 
of the Finandal Advber should be clearly laid down. 

WbJle all the undertakings agreed that there is wide scope for 
the Fitlancial Adviser to carry out studies for improving the work-
ing of the organisation as a whole and indicating possible economies, 
the committee find that such regular studies have been undertaken 
in only eight undertakings. 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 Committee would, therefore, urge that 
the Financial Advisers should take more initiative and make useful 
contributions towards successful running of an undertaking. This 
can be better achieved if there is a clear definition of the balic abjec-
tiv .. for which the Financial Adviser plans his work in such a manner 
u to ful1U them. (para 64-6S). 

Reply of Government 

The recommendation has been a~pted The observations of 
the Committee have been brought to the notice of the COnMnled 
:Mln1striea and the Undertakings vide circular No. 46/Adv(F):BPEl 
61126. dated the 6th May, 1969 (Appendix VI). 

(Bureau of Publ1c Enterprises O.M. No. 46!Adv. FinIBPEI69I26, 
dated the 7th May. 1969). 

Reeommendatioo (Serial 1.0.' 14) 

The Committee recommend that at least major public under-
takings should introduce a regular system of l\bnagement Account-
ing soon. The job calls for high intellectual acumen and an innate 
ability., to analyse and interpret facts and figures and experience in 
examining the working of the organisation as a whole. 

On the basis of the experience of major public undertakings, the 
smaller undertaking may also introduce such a system in their or· 
pnisations by getting their staff trained in the bigger undertakings. 
(Paru 68-88). 
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Reply of GovernmeBt 

These recommendations are :accepted and the observations of the 
Committee have been brought to the notice of the concerned Minis-
tries and Undertakings vide circular 461Adv. F.IBPEI6814 dated the 
12th September, 1968 (Appendix VII). 

(Bureau of Public Enterprises O.M. No. 46iAdv-FinIBPEI68, dated 
the 25th September, 1968). 

Recommendations (Serial Nos. 17 and 18) 

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

The Committee also suggest that a specified number of ofticers 
serving in Government departments might be selected and trained 
in financial management techniques so that when there is a vacancy 
in any undertakings, 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 maintain-
ed by the Bureau of Public Enterprises and made avai10able to the 
undertakings as and when required." (Paras 74 & 75-76). 

Reply of Government 

While the need for proper training of the Financial Adviser in the 
modern techniques of Financial Management is fully recognised, it 
may not be always be feasible to arrange for prior training of the 
Financial Adviser as an under-study in an undertaking for full six 
months. In such cases, the undertaldngs have been advised vide 

O.M. No. 46jAdv. Fi1'lIBPEI68123 dated 20th December, 1968 (Appen-
dix vm) :--

(a) to depute such Financial Advisers for a period of 2-3 
months lUI an under-study to his predecessor; and 

(b) to arrange for the training of the Financial Adviser soon 
after his appointment in one of the Management Institutes. 



2. With regard to the observations in para 18 above, . panels of 
officers including Government officers having necessary qualifica-
tions. experience and training and who are considered suitable for 
posts in the Finance Division of the public undertakings are being 
maintained by the Bureau of Public Enterprises to assist the Minis-
tries and Undertakings in selecting suitable officers for appointment 
in Finance Division in public undertakings. 

[Bureau of Public Enterprises O.M. No. 46 Adv.-Fin.!BPEj68, d::lted 
the 20th December, 1968]. 

Recommendation (Serial No. 19) 

The Committee consider that the issuing of instructions 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 encouraged to actively participate in the Board meetings, 
put forward his views whenever he considers it necessary rather 
than doing it only when asked to do so. The Committee recom-
mend that suitable instructions should be issued to all the undertak-
ings. (Para 82). 

Reply of Government 

The observations of the Committee have been brought to the 
notice of the concerned Ministries and Public Undertakings vide cir-
cular No. 461Adv. FIBPEI6815 dated 12th September, 1968 (Appendix 
IX). 

[Bureau of Public Enterprises O.M. No. 46IAdv.-Fin.IBPEI68, dated 
the 25th September, 1968). 

Recommendation (Serial No. 20 & 21) 

The Committee regret to note that satisfactory arrangements for 
consultation with finance have not been made in an important under-
taking like Hindustan Steel Ltd. A situation where the Financial 
Adviser 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 im-
portant decisions have far reaching financial implications and Corpo-
rations tend. to grow considerably in size. Tre Committee feel that 
it was wrong not to make it obligatory for the Chief Executive to 
consult fiN nee on all important matters. That in practice the Gene-
ral Manai' rs consulted finance on all important matters and that the 
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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 cGDSllltation with finance obligatory on prescri-
,bed matters. 

"The Committee are Wlhappy that even though the Financial Ad-
viser broug1nt 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 remedial action was 
taken. Government have overall responsibility for the efficient work-
ing of public undertakings 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 is that even after it was brought to their 
notice, nothing was done to set matters right as testified by the Finan-
·cial Advir.er. If such matters are not set right effectively and imme-
diately, they work ultimately to 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. (paras 87-88). 

Reply of Government 

The ohservation of the Committee has been noted. The Manage-
ment of HSL is being reorganised and in the reorganised set up there 
is provision for three functional Directors including the Director 
(Finance). Appointment of these functional Directors will be final-
ised shortly. Functional responsibilities of the Finance Director will 
be detailell by the Board of Directors as soon as the post is filled. A 
suitable procedure will also be prescribed by the Board of Directors 
regarding consultation with Director (Finance). 

,[Bureau oI)f Public Enterprises O.M. No. 46IAdv.-Fin.!BPEI68, dated 
the 8th November, 1968]. 

Recommendation (Serial Nos. 22 and 23) 

The Committee have outlined the role of the Financial Adviser 
in paras 42 and 49. In order to enable him to discharge his func-
tions in conformity with that, it is necessary that he is consulted on 
all matters having a financial bearing, even where r..o immediate 
expenditure is involved. It will not only keep him well posted but 
also infuse a sense of partiCipation in him. . 

The Committee are ol the view that whereas in ·most cases involv· 
ing financial implications, consultation with finance may be suffici-
~nt, 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 im-
portance of bringing the right attitude on the part of the Chief Exe--
cutive 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 Financial Adviser, on his 
part, should feel that he has a constructive role to play rather than 
controlling expenditure only. (Paras 90 and 97). 

Reply of Government 

In O.M. No. F. 1 (28)E COOl'dI5'Z dated 5th July, 1958 (Appendix 
X) instructuctions were issued to Public Undertakings that all pro-
posals having financial implications which are placed before the 
Board of Directors should as a rule have the concurrence of Finance 
Officer attached to the project and that in cases where there is any 
difference of opinion, the views of the Finance Officer should also be 
presented to the Board 

The observations of the Committee have been again brought to-
the notice of the concerned Ministries and public undertakings for 
compliance vide Circular No. 46IAdv.F1BPEJ6816, dated 12th Septem-
ber, 1968 (Appendix XI,). 

[Bureau of Public Enterprises O.M. No. 46IAdv.-Fin.IBPE168, dated 
the 25th September, 1968]. 

Recommendation (Seriill No. 24) 

The Committee suggest that whenever demands for additional' 
investment in public unddertakings either by way of loan or equity 
are placed before Parliament, detailed uptodate information about 
the past investment in such undertakings, their achievements and 
working results should be given so that Parliament can exercise-
more effective scrutiny before approving the demands. (para 102). 

Reply of Government 

The recommendation is accepted. Upto date information on the-
working of the existing undertakings, as far as possible, will be in-
corporated in the budget documents whenever demand for additional 
investment in public undertakings whether In ftle form. of equity or 
loans, are placed before the Parliament. However, it may not be-
possible'to furnlsh an the data in the- budget ctocumeDts of the next 
year. 
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[Bureau of Public Enterp:dses O.M. No. 46IAdv.-Fin.IBPEI68t dated.! 
the 8th Novembert 1968.] 

Recommendation (Serial No. 25) 

So far as new public undertakings are concerned, the Commit--
tee are of the view that prior approval of Parliament should be ob-
tained 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 undertakings, its expected, 
profitability, financial and other oblig~tions. (Page 103), 

Reply of Government 

The setting up of a new Public Undertaking is treated as a "New' 
Service" which means that investment therein is made after obtain-
ing Parliament's approval thereto either through the Annual Budget 
of the coming year or through a Supplementary Grant during the 
course of the year. In urgent cases, advances from the Contingency 
Fund are taken, but these are recouped by presenting Supplementary; 
Demands to Parliament in accorcLance with the Contingency Fund' 
Rules. In order to comply with the Committee's recommendation" 
instructions are being issued as follows:-

{i) While obtaining approval of Parliament through the annu-
al budget or supplementary demands, detailed information· 
as far as possible on the objectives, scope, capital cost, fo-
reign participation, if any, profitability, and other finanCi-
al obligations will in future be incorporated in the "Notes 
on important Schemes" which are appended to the "Vo­
lumes of Demands for Grants of the Ministries concerned, 
or in the Expla~ation below the supplementary demands. 
as the case may be. 

(ti) In each volume of the Demands for Grants of the Minis-
tries concerned, a separate section will be added which 
will specifically contain the list of all "New Service" and 
"New Instruments of service" items included in the 
budget documents relating to Public Sector Undertakings. 
This section will show the details of investment either by 
way of loan or equity in public undertakings, indicating' 
also the references where full details such as the objectives 
of the new undertakings, their capital cost, foreign partici-
pation, financial obligations, profitability, etc., are given in 
the budget documents. Similar information in respect of 
new service items will be given in the introductory note-· 
to the "Supplementary Demands." 
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A copy of the Instructions issued is enclosed (Appendix XU). 

':[Bureau of Public Enterprisea O.M. No. 46IAdv.-Fin.!BPEj68. dated 
the 14th November, 1968]. 

Beeemmendatiou (Serial No. ZG) 

There is thus a marked divergence of opinion between the under-
takings and the Ministries in regard to equity debt ratio. After con-
sidering 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. More-· 
over, for the same undertaking also one ratio cannot we made appli-
cable for all times. The Committee, therefore, recommend that ri-
gidity may be avoided in applying this ratio to all public undertak-
ings. rt some undertakings make out a strong case for altering the 
raUo, Government should give it due consideration. The suggestion 
that the fust half of total investment should be in the form of equity 
and the other half might be in the form of loan also merits considera-
tion. (Para 112). 

Reply of Government 

The Committee's observations on equity debt ratio have been not-
ed. The undertakings have been advised that there is no rigidity 
about the equity debt ratio of 1:1. Each case will be decided on its 
merits tnde Or. No. 46IAdv-FIBPEI68110, dated 12th September, 1968 
(Appendix XIIl). 

The suggestion that the tlrst half of total investment may be in 
the form of equity and the other in the form of loan will be kept in 
view at the time of release of funds to the undertaking. 

[Bureau of Public Enterprises O.M. No. 461Adv.-Fin.!BPEl68. dated 
the 25th September, 1968]. 

Rec:eamaendatioD (Serial No. Z'l) 

Another factor which leads to objeetion to the prevailing equity-
debt raUo of 1:1 is the obUgation to pay interest on loan. It ap-
pears that the real objection of the undertakings is to interest lia-
bility and not to the ratio itself. If a satisfactory solution could 
be found to this problem, the Committee feel that· madl of the pre-
sent objection to the equity-debt ratio of 1:1 will lose its edge. An 
arrangement whieh appeals to the Committee is to capitalise inter-
est liability during the construction period and to write it off from 
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,profits in the later years. This would afford adequate relief to the 
undertakings during construction period and also ensure that Gov-
ernment do not lose in the bargain. (Para 113). 

Reply of Govemment 

As regards capitalisation of interest liability the existing instruc-
tions provide that the interest on loans during the period of con-
struction will be allowed to be capitalised to the extent of provision 
made for this purpose in the approved project cost estimateS' vide 
circular No. F. 7(5)-W&M!66, dated 18th November, 1966 (Appen-

·dix XIV). 

[Bureau of Public Enterprises O.M. No. 46IADV-FINIBPEI68 dated 
the 25th September, 1968]. 

Beeommendations (Serial Nos. 28, 29, 32 and 41) 

It is obvious that the efforts of the individual undertakings in 
'going into the reasons for revision of capital estimates have not 
been successful in eliminating the causes of revisions. Nor do Gov-
ernment appear to have profited by such exercises because the same 
phenomenon has been repeating itself. The Commdttee are con-
vinced 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 offi-
cers of the administrative ministries. In the first instance, a few 
undertakings may be selected for study and in the light of the ex-
perience gained, it may be 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. 

(para 117). 

The importance of estimates in the detailed project report be-
ing as realistic as possible needs hardly any emphasis as the project 
report forms the very basis on which Government approve the pro-
ject and the capital outlay. It is, therefore, essential that the esti-
mates take into account all foreseeable items of expenditure and 
indicate the outlay as accurately as possible. (Para 118). 

The Committee agree that to a certain extent it will be in the 
economic interest of a plant to provide for in-buUt capacity. But 
it should not be resorted to as a matter of course in ~ch case. Be-
fore it is decided to provide in-built capacity, there should be a rea-
listic estimate of the potential and effective demand yearwise and 



18 

if the demand is likely to increase substantially within say four or 
Ave years, then only in-built capacity should be provided. As ad-
mitted by the Secretary, Ministry of Finance 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 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 profitability of the undertakings is also jeo-
pardised due to mistaken assessment, the Comlmittee recommend 
that utmost care should be exercised in assessing the demand. Per-
Ions with proven ability and experience should be drafted for such 
work. (Para 123) ~ 

The extent of under-utilisation of capacity in public undertak-
Ings is a matter of serious concern. While the circumstances refer-
red 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 changing so fast in the case 
of the majority of items produced by public undertakings as to ren-
der difficult a fairly accurate assessment. If the assessment of the 
demand is correctly made, there would be no need for changing 
the product mix at a later stage. The Committee recommend that 
great care should be exercised in determining the product-mix 
which should be based on a thorough assessment of the demand. 
·r ; (Para 128)· 

Reply of GoverllJllellt 

In order to ensure that proper capital cost estimates are prepar-
ed, the procedure has been recently rationalised and instructions 
Issued. These instructions envisage three broad stages prior to plant 
construction :-

(a) Project Formulation stage. 

(b) Preparation of a preliminary project report or feasibility 
study. 

(c) Preparation of Detailed Project Reports. 

2. At the project formulation stage for befng included in the plan, 
broad estimates of demand, cost, profitability etc. are gone into to-
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establish the need for additional investment in that area of activity 
in public sector. 

The need for the preparation of the feasibility studies on the 
lines indicated in the Manual issued by the Planning Commission in 
May, 1966 for the preparation of feasibility studies for various pro-
jects in the public sector has been also emphasized. The main points 
to be covered by the feasibility studies are indicated in the Annex-
ure. The feasibility study now forms the basis of investment de-
cision by the Government. 

The preparation of the Detailed Project Reports outlines detail-
ed technical information, construction schedules, details of the 
,equipment to be purchased, details of capital costs and operating 
costs, profitability etc. Where enough data is given in the feasibi-
lity study reports, the preparation of a detailed project report may 
be dispensed with. 

In this connection copies of DPM's letter No. 1942-DPM/67 dated 
'3rd August, 1968 and of D.O. letter No. 3213-SIPF/67 dated 5th 
August, 1967 to the Ministries connected with public sector projects 
are enclosed (Appendix XV and XVI). The feasibility studies and 
the detailed project reports are also examined by the Bureau of 
Public Enterprises before the investment decisions are taken by the 
Government. It may be mentioned that the quality of both capital 
cost estimates and operating cost estimates have shown an improve-
ment after the instructions were issued in last August. 

These instructions cover two aspects of (a) a realistic and close 
assessment of demand so as to avoid under-utilisation of capacities 
and (b) careful preparation of project estimates so as to avoid later 
revisions etc, 

As recommended under item 28, the Bureau has undertaken also 
a case-study of some enterprises where there have been frequent 
large scale revisions of original estimates. 

'[Bureau of Public Enterprises O.M. No. 46IAdv-FinIBPEI68', dated 
the 25th September, 1968]. 

~ommendations (Serial Nos. 30 and 31) 

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 launched Government are left with no alternative except to , 
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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 Gov-
ernment to put an end to this unhealthy pnctice. 

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 laxitiy or wastage on the part of the 
project authorities in the imi>lementation of the projects. In the 
opinion of the Committee this has been a contributory factor to the 
considerable increase in the capital cost estimates of projects. Such 
increases in capital cost lead to increased burden by way of depre-
ciation and interest which would be a recurring liability. 

(Paras 119-120). 

Reply of Government 

The need for the preparation of realistic capital and or expan-
sion estimates for new projects so as to avoid subsequent revisions' 
and the necessity to ensure that there is no laxity on the part of 
the undertakings in implementation of the schemes are fully recog-
nised. 

2. In circular No. 3879/JS(AM) dated 7th October, 1965 (Appen-
dix XVII) while stressing the need for early preparation of Project 
reports, the Ministries concerned with Public sector enterprises were-
requested to ensure that:-

(i) There is sufficient advance planning of projects with pre-
paration of reasonably accurate overall financial estimates 
which would obviate the nE!$d for frequent revision of 
estimates once sanctioned; and 

(ii) a suitable time table is also prepared by the project autho-
rities ~t the start and furnished to the Ministries concern-
ed so that the progress of implementation could be watch-
ed and measured. 

3. Recently the procedure for preparation of project reports has' 
been rationalised and detailed instructions have been issued. These' 
instructions envisage three stages prior to plant construction: 

(a) Project formation stage. 
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study. 

(c) Preparation of detailed project reports. 

4. The need for the preparation of the feasibility studies on the' 
lines indicated in the manual issued by the Planning Commission 
in May 1966 for the preparation of feasibility studies.. for industrial 
projects in the public sector was also emphasised. It has also been 
indicated that the feasibility study should normally be the basis on 
which investment decision is to be taken by the Government. In 
this connection copies of DPM's letter No. 1942-DPM/67 dated 3rd 
August, 1968 (Appendix XV) and D.O. letter No. 3213 SIPF/67, 
dated 5th August, 1968 (Appendix XVI) conta.ining detailed instruc-
tions in this regard are enclosed. 

[Bureau of Public Enterprises O.M. No. 46IAdv-FinIBPEI68, dated' 
the 8th November, 1969]. 

Recommendations (Serial Nos. 33 and 34) 

The Committee find that the public undertakings are being put 
to unnecessary difficulties on account of inadequate working capital 
with the result that their efforts and time have to be diverted from 
the important objectives of maximising production and keeping the 
costs low. If sufficient funds could not be provided by Government, 
the least that could have been done by Government was to arrange 
for the State Bank of India to extend cash credit arrangements ex-
peditiously. It is regrettable that Government have not taken ade-
quate step to resolve these difficulties for the undertakings. 

The Committee reaommend that Government should find out 
whether State Bank of India will be able to meet the working capi-
tal 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. (paras 127-128)., 

Reply of Government 

As regards arrangements for working capital requirements' 
guidelines were prescribed vide O.M. No. 2 (32) I 65-FJ, dated the· 

16th March, 1967. These guidelines envisage that the enterprises 
should approach the State Bank of India for Cash Credit facilities: 
for their working capital requirements on the security of their cur-
rent assets in the tim: instance failing whieh they may approacb· 
the government for counter guarantees on the security of which ad-
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,ditional Cash Credit facilities may be secured from the Bank. The 
difficulties experienced by the Public enterprises in this regard 
were di8CUB8ed with the Chairman State Bank of India and most 
of these have been sorted out. The entire question of affording Cash 
-Credit facilities to meet the working capital requirements of public 
. sector undertakings are being reviewed in the context of the natio-
nalisation of major banks. 

"{Bureau of PubUc Enterprises O.M. No. 46/ADV-FIN/BPE/63, dated 
the 29th September, 1969]. 

Recommendation (Serial No. 35) 

On their part, the public undertakings should work out their 
working capital requirements and exercise strict control on out. 
standings, inventories and other current assets. In the opinion of 
::he Committee, adequate care has not been exercised in this regard 
with the result that the requirements of working capital of public 
undertakings have increased. (Para 129). 

Reply of Government 

The necessity for enforcing strict control over outstandings, in· 
"ventories and other current assets is recognised and the public un· 
·dertakings have been advised to review the position from time to 
time so that the total investment in the working capital is kept as 
"low as possible. A series of instructions have already been issued 
on the introduction of modern and scientific techniques of materials 
mar1flgement. A detailed study of the levels of inventories and 
the system of Inventory Planning and Control in selected five enter· 
prises has been completed by a special committee set up by the 
Bureau of public enterprises. Such detailed studies are also being 

-carried out in some more enterprises. 

'[Bureau of Public Enterprises O.M. No. 46/ADV-FIN/BPE/68, dated 
the 29th September, 1969]. 

Recommendation (Serial Nos. 36-3'1) 

Over-capitalisation has been dealth with in paras 121 to 123. As 
"t'egards under utilisation of capacity, the Committee suggest that 
each undertaking should immediately carry out a study for deter-
mining the extent of idle capacity, the reasons therefore, the re-
medial steps required to be taken and the time by which full capa-



23 

city 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 ~ght be necessary to the undertakings. In 
future, wherever there is under-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-
wise scale as the category of undertakings with surplus staff is ever 
on the increase. The Committee have come to the conclusion that 
assessment of staff made by the undertakings themselves is usually 
on the high side. Assessment may be made by speCialised agencies. 
After such fixation of staff strength, increase in any category should 
only be allowed on the basis of increase in production. (Paras 
132-133): 

Reply of Government 

The observations of the Committee have been brought to the 
notice of the concerned Ministries for necessary action vide circular 
No. 46/Adv.-FIBPE/68/7, dated the 12th September, 1968 (Appen-
dix XVIII). 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN /BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 38) 

"The difficulty in laying off construction staff after the comple-
tion 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 Engi-
neering Corporation Ltd., is a case in point. The Committee there-
fore recommend that the feasibility of getting civil engineering 
works done on contract basis, or by National Buildings Construc-
-tion Corporation or a specialised agency to be created for the pur-
pose may be examined. This will ensure that the construction stat! 
~o not become a permanent liability on the project, when construc-
tion is over." (Para 134). 
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Reply of GovenuDellt 

The 1e.bility O!f getting the civil engineering works of the 
public sector undertaldngs done through established construction 
agencies of the Government has been examined and in pursuance of 
the same, Bureau's O.M. No. 156-ADF(C)ICir-30I68, dated 22nd Janu-
ary, 1968 (Appendix XIX) was issued to the Public Sector Under-
takings, commending the advantages that would accrue to the pub-
lic Be('tor undertakings by utilising the services of a well..estabUsh-
ed organisation like the Central Public Works Department. 

The manner in which greater utilisation of the existing Govern-
ment construction agencies, such as, the National Buildings Con-
struction Corporation, the National Projects Construction Corpora-
tion, the National Industrial Development Corporation, Engineers 
India Ltd., Hindustan Steel Works Construction Corporation can be 
encouraged is also under active consideration. 

In order to alle.viate the difficulties which the Public Sector 
Undertakings have to face in laying off construction staff after com-
pletion of project, they have been requested to send intimation to 
the Bureau giving full particulars of surplus personnel. Similarly, 
the undertakings in need of engineering personnel have also been 
requested to send intimation to the Bureau of their requirements 
10 that surplus personnel could be absorbed as far as possible to 
prevent unemployment. 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN IBPEl68, dated 
the 8~ November, 1968]. 

Reeow- ,aclatlen (Serial No. 38) 

Labour retations 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 c0-

ordinated effort in this regard. The Committee recommend that 
• ltudy shOUld be made of the reasons for labour trouble in vari-
ous public undertakings and the steps taken to remedy the situa-
tion and Improve labour-management relations. (para 135). 

Reply of Goverament 

It hu been agreed that aU undertakings should have experienc-
ed and traJned PersoIlne1fLabour OfBeers at a sufBdently senior-
lIvel to look after matters relating to industrial relations. 'l11e' 
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above observations of the Committee are being brought to the 
notice of the undertakings. Case studies of Industrial relations are 
carried out by the Department of Labour and Employment in a 
number of Public Sector Undertakings. Such studies deal among 
other things with causes of friction between the management and 
labour and reasons for labour unrest, etc. in those undertakings. 
The reports on such studies are sent to the managements of the 
Public Undertakings for taking corrective action, wherever neces-
sary. (O.M. No. 46IAdv.FinIBPE!68117, dated the 18th September, 
1968-Appendix XX). 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 40) 

The Committee have already referred to the studies made by the 
Bureau of Public Enterprises. The Committee would recommend 
that besides the individual 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 
lnvestment, idle capacity, labour relations and draw conclusions to 
enable the Government to take remedial measures. (Para 136). 

Reply of Government 

The Bureau of Public Enterprises has already initiated detailed 
studies of the performance of the undertakings in collaboration with 
the representatives of the administrative Ministries to look into the 
questions mentioned in this recommendation. In these studies, the 
areas suggested by the Committee are also examined. The studies 
have revealed the following as some of the causes of low profitabi-
Uty. 

(i) Under utilisation of capacity due to lack of orders. 

(ii) Low productivity due to lack of proper training of the 
t operating and supervisory staff. 

(iii) Adoption of incorrect workshop practices followed. 

(iv) Introduction of incentiv~ schemes before streamlining 
other areas of activities. 

(v) Lack of adequate control on Inventories. 
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(vi) Lack of proper cost accounting system in many cases. 
Even the contribution of each product towards profitabi-
lity is not ascertained. 

(vii) Non-development of st~dard costing system by which 
it becomes difficult to gauge the effieiency of the actual 
performance. 

(viii) Lack of effective sales organisations and proper pricing 
policies. 

(ix) Lack of proper budgetary control and performance ap-
praisal to identify the problem areas. 

These points are brought to the notice of the Ministry concern-
ed as well as the undertakings for taking necessary remedial action. 

These studies are being carried out on a continuing basis. 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN /BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 42) 

The Committee feel that it is in the interst 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 working of the first phase would go unnoticed. Even if sepa-
rate accounts are not maintained, the undertakings should allocate 
the expenditure to the respective projects and in the case 0{1 (IOm-
mon expenditure distribute it on a percentage basis, so as to get a 
clear picture of the profitability of each phase. SUch proforma al-
location of expenses is being made by Hindustan Steel Ltd. and 
it should be possible for the other undertakings also to do the same. 
(para 140). 

Reply of Government 

These recommendations are accepted and the observations of the 
Committee have been brought to the notice of the concerned Mill-
istries1undertakings for necessary action t>ide circular No. 46IAdv-
F/BPE/68/8, dated the 12th September, 1968 (AppendiX XXI). 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN/BPE/68, dated 
the 25th Septe~ber. 19681. 
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Recommendation (Serial No. 43) 

The Committee consider that preparation of periodical profit 
and loss accounts should be considered 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 when it will· be possible for the management to know 
the operational results in time and effect adjustments as might be 
necessary for improving the operational results. (Para 141). 

Reply of Government 

These recommendations are accepted and the observations of the 
Committee have been brought to the notice of the Ministries/under-
takings for necessary action vide Circular No. 46!Adv.-lt"IBPE!68!9, 
dated the 12th September, 1968 (Appendix XXII). 

[Bureau of Public Enterprises O.M. No. 46jADV-FIN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 44) 

Concerted efforts are also called for to increase labour produc-
tivity in all the public undertakings. In the opinion of the C0m-
mittee, the present policy of "neither carrots nor sticks" has not 
worked very well. The Committee recommend that proper incen-
tive scheme should be worked out for all levels of managemcn t st?Jf 
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 :-,ot 
hesitate to dispense with the persistently difficult and recalcihmt 
staff. (Para 142). 

Reply of Goveftllllent 

The need for having an effective incentive ~cherne for publi~ 
sector undertakings has been recognised. The Bureau has under-
taken the study of incentive schemes in operation in industrial en-
terprises both in India and abr~ in order to assist the public 
undertakings to instal such schemes. " 

[Bureau of Public Enterprises O.M. No. 46/ADV-FINjBPE/68, dated 
the 25th September, 1968]. 



Becommeatlation (Serial No. 45) 

The Committee consider that projected profit and loss statement 
and balanc, sheets are necessary adjuncts to proper planning of 
operations of an undertaking. Such 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 
an*'lbere might 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 possible. (Para 145). 

Reply of Government 

The observations of the Committee have been brought to the 
notice of the Ministries/Undertakings for necessary action vide cir-
cular No. 46/Adv-FjBPE/68/11, dated 12th September, 1968 (Ap-
pendix XXIII). 

[Bureau of Public Enterprise,> O.M. No. 46/ADV-FINjBPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 46) 

"The policy guide.lines referred to 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 guide-
lines. A perusal of these instructions shows that declaration of 
dividends shoud be considered after appropriating funds "to build 
up reasonahle rt::!se!"'es and to augment their internal resources to 
finance the approved schemes of capital expenditure and/or to meet 
its immediate financial obligations without much strain". 

The Committee feel that unless the maximum percentage of pro-
fits 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 maximum percentage of 
profits that can be utilised fOT building up internal resources should 
be indicated so that some minimum portion of the. surplus is declar-
ed as dividends. The Committee reeommend that suitable instruc-
tions may be issued to all the undertakings in the light of the above 
remarks. (Paras 149-150). 

Reply of Goverament 

Government fully appreciate the spirit behind the above obser-
vations of the Committee, but in the context of the wide variety 
of s1tu~tions preaen~ by tile public sector complex, it would not 
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be desirable or practicable to lay down any hard and fast rule either 
in regard to the percentage of the dividends to be declared or the 
profits to be appropriated to the reserves of the undertakings. How-
e.ver, the above observations of the Committee are being brought 
to the notice of all the nominees of the Government on the Board 
1:).f Directors of Public Enterprises with a request that these obser-
vations of the Committee should be fully kept in view of the Board 
of Directors at the time of the considerations of the appropriation 
of profits towards internal resources and declaration of dividends. 
A copy of the instructions issued vide D.O. No. BPE!l (14) /Adv.-
Fin. 67/dated 20th December, 1968 (Appendix XXIV). 

[Bureau of Public Enterprises O.M. No. 46/ADV-FIN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation· (Serial No. 47) 

A view was expressed that there should be a specific instruc-
tion or provision in the Articles of Association to the effect that no 
work should be undertaken without a budget. The Committee are 
o·! the opinion' that the Government should make it obligatory for 
undertakings to prepare detailed budget estimates. (Para 151). 

Reply of Government 

The above recommendation is accepted. While the need for pre-
paring detailed budget estimates had been impressed upon under-
takings, and most of them prepare such budget estimates every year 
for all the items of work to be undertaken in that year, it is not 
being made obligatory on the public undertakings to ensure that 
such detailed budget estimates are prepared. The Undertakings 
have been asked to ensure that these obligations are carried out 
either by amending the Articles of Association of the company or 
by such other: method as may be necessary vide circular No. 461Advl 
Fin/68/20, date.d 1st November, 1968 (Appendix XXV). 

{Bureau of Public Enterprises O.M. No. 4f)/ADV-FIN~PE/68, dated 
the 8th November, 1968]. 

Recommendations (Serial Nos. 48 &: 51) 
"-

The Committee consider that it would be in the interest of pu~ 
lie undertakings to lay down the procedure and form of budget. 



< , 30 

The Committee recommend tb<lt in order to have better ftnan-
eia1 control over various activities of the undertakings all under-
taldDga should prepare subsidiary budget suited to their require-
ments. For the industrial undertakings, it is necessary to prepare 
a Salca Budget before fixing the production programme. Based on 
this programme, the different subidiary budgets should be prepar-
ed and the general blldget shot,ld be- a consolidation of those 
bu<fteta. Such a "reak up of the overall budget into subsidiary 
budgets would ret1der ea'~y an analysis of reasons for variation. 

A very important subsidiary budget for any undertaking is the 
Cash Flow statement which is necessary for ensuring optimum uti-
lisation of funds. It aitull at forecasting the time of expenditure 
and makes estimates of sales rea1i!Y1.tions, realisations of outstandings 
and utilisation of internal resources, so that only the balance will 
have to be raised by way of cash rredit 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. (Paras 156-157). 

Reply of n overnment 

The need for devplophg a comprehensive budgetary system to-
gether with subsidiary }'ldgets, cash Bow statement has been em-
phasisE'd to undertnkinw; ,:idp. our circular No. BPE\1 (2) Adv. Fin I 
68, dated lst March, 1968 (Appendix XXVI). 
[Bureau of Public Entetpric:;c~ O.M. No. 46/ADV-FIN/BPE/68, dated 

the 25th Septemher, 19tih], 

Rerommt'ndatioD (Serial No.4') 

The Committee are inc1;,.,ed to think that the balance of advan· 
tage would lie in favour r f baving the analysis of the reasons for 
YUlationa between budge I ( .. timates and actuals done by a section 
other than that which pl'~t)ares the budget. They would commend 
this system to an un(:ertnkings. (Para 152). 

Rt'?ly of Government 

The above recommend1tion is accepted. The obaervattons of th&. 
Committee have been brought to the notice of all Public Undertak· 
inp for n~esstU'Y action • ,vide :Cjrt\1lar NI). 36lA<!y (Fin) IBPEI681 
18, dated the 18th Sept(!mber, 1968 (Appendix XXVD). 
(Bureau .fl! Public Enterprises OX No. 48tAdV;.FmfBPEI6&, dated 

tie ts6 september, 1988]. 
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Beeommendatioo (Serial No. SO) 

The Committee feel ti:¥lt if the units concerned are asked tc> 
prepare their own budgets, they will be more realistic because they 
will be prepared by persons with first hand knowledge. Moreover, 
the units will. feel more responsible for adhering to the estimates. 
The Committee recormnend that the system of concerned unit pre-
paring its own budget may be adopted by all the public undertak-
ings. The Budgets of the units will of course have to be approv-
ed by the Board of Directors at the Head Office. (Para 154). 

Reply of Government 

The above recommendation is accepted. The observations of the 
Committee have been brought to the notice of all Public Undertak-
ings with the request to ensure that in case of multi-unit undertak-
ings budget of the constituent units are prepared separately vide 
Circular No. 461Adv.9 (Fin)IBPEI68,19, dated the 18th September, 
1968 (Appendix XXVIII). 

[Bureau of Public Enterprises O.M. No. 46/ADV-FlN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 52) 

The Committee are in agreement with 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 is a deficit budget and Government are expected 
to make up the deficit. They wC~Jlcl, however, like to add that as 
soon as the Budget is approved by the Board of Directors, it should 
be sent to Government for information. (Para 160). 

Reply of Government 

The above recommendation is accepted.. However, copies of the 
Revenue Budgets shall continue to be furnished by the public under-
takings to the Government and they will be scrutinised from the 
points of view of production targets, profitability etc., but there 
would be no nCedto go into detailed etamillltlOn 01 the varlouit 
items of eXpenditure. 

(BUteau' of Public Enterprises O.M. No. 46/ADV~FINfBP~/68, da~ 
the 25th September, 1968l 



32 
BeeolllDleDClation (Serial No. 53) 

The Committee think that a capital budget should not be looked 
. at from the point of view of funds alone. Even though an under-
taking may have created surpluses to finance its capitial 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 to be submitted to Government 
for prior approval (Para 161). 

Reply of Government 
So far as the approval of Capital Budget is concerned the Board 

of Directors of the Undertakings have been authorised to sanction 
capital expenditure, without prior reference to the Government 
within the specified limits on works and schemes coming within the 
approved objectives of the undertakings. The Boards are also 
authorised to sanction capital expenditure in cases where detailed 
project reports have been prepared with estimates of different com-
ponent parts of the project and where such project reports have 
been approved by the Government. The Boards are also authorised 
to sanction the Government. The Boards ore also authorised to 
sancUcn (·xpcnditure in C<lS2S of variations in approved estimates 
uptnl0 p':'r cpnt for any particular componE'nt part provided there 
.is no ~llhstanti:ll varia don in the scope of the project vide circular 
No. Pl'. C. 7·1~61, dated 16th M:1Y. 1962 (Appendix XXIX). 
(Bureau of Public Undertakings O.M. No. 46'ADV-FINiBPE168, 

dnted the 25th September. Hl68). 
(Bureau of Public Undertakings O.M. No. 46:ADV-FIN!BPEI68, 

dated the 25th Sf'ptt~m ber, 1968). 

Recommendation (Serial No. 54) 

The Committee agree that the absence of proper checks may 
lead to premature withdrawal of funds by the undertakings. They 
however feel that Government had gone to the other extreme to 
excessive control by allowing release of funds monthly. They con-
sider that both the points of view would be met 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 to 
the administrative Ministry. As long as they get the required funds 
released by the Mln1atry within a reasonable time, there is no need 
for giving such freedom. Since, under the new p1'OC!eCiure, there is 
DO need to consult the Ministry of Finance during the ftrR three 

. quarters, there should be no delay on the part of the administrative 
Ministry to ~ funds. (para 185). 



33 

Reply of Government 

The observations of the Committee have been noted. 

{Bureau of Public Enterprises O.M. No. 46/ADV-FINjBPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 55) 

The Committee feel that since public undertakings are to func-
tion as commercial enterprises in the true sense, they should be given 
the necessary flexibility in the utilisation of the funds at their dispo-
sal. There are of course certain undertakings which produce 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. (Para 169). 

Reply of Government 

The need for having a flexIble approach in the utilisation of funds 
to maximise profit has been recognised. So far as the Revenue Bud-
get is concerned the present delegation of powe;',;; provide for the ne-
cessary flexibility in utilisation of funds, rendering it possible for 
the Board of Directors to adjust the production programme with a 
view to maximise profits. 

With regard to capital expenditure the Board of Directors have 
been authorised to sanction capital expenditure in cases where de-
tailed project reports have been prepared with the estimates of dif-
ferent component parts thereof and where such estimates have been 
approved by Government. The Boards are also authorised to sanc-
tion expenditure in cases of variations in approved estimates up to 
10 per cent for any particular component part thereof without any 
reference to GOvernment, provided there are no substantial varia-
tions in the scope of the project (Copy of circular No. PRC-7(1)161, 
dated 16th May, 1962-Appendix XXIX). . 

(Bureau of Public Enterprises O.M. No. 46IAdv.-Fin.IBPEI68, dated 
the 25th September, 1968]. 

BeeommendatioD& (Serial NoS. 56 \0 60) ,. 
The whole economic success of any project depends on an effi-

cient and accurate system of cost control. The COnimittee would, 
therefore, urge that a proper costing system should be introduced in 
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aU public undertakings. Without a proper costing system, it will not 
be possible to Ax the prices correctly and to exercise adequate con-
tr('! over various elements of coSt." (Para 171). 

·Phe Conunittee flp-ther consider that since the detailed project 
report is the basis of judging the profitability of a project, Govern-
ment should insist ~at an estimate of the cost of production must be 
included in the detailed project report. The vast experience gained 
&0 far in establishing and running of industrial projects should be 
utilised in making 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. (Para 172). 

The Committee note that 35 undertakings have bid down the 
t)f(>Ci:duce for costing and some out of them have also evolved pro-
forma cost sheets. The Committee re<.'Ommend that similar action 
I>hould be taken by all public undertaking. (Para 173). 

The Committee consider that each undertaking will be in the best 
pooltion to judge whether or not the integrated system of cost and 
fip«\,neial account. 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 statement at Appendix XVI that in a num-
ber of undertakings. the compHation of cost data takes more than 
month's time, and In some cases it takes as much as three months. 
Prompt steps tor cost reduction can be taken only if full data for cost 
a .. 1y515 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 tUne. (para 175). 

The Committee feel that Introduction of standard cost is very 
neces.c;ary for exercising effective cost controL The stanciard cost 
should be calculated on the basis of normal leveIs of activity and eftl-
cieney and shOUld be reviewed periodically so as to take into account 
changing condJtions. There may be some di1Bculty in expressing 
the standa:rd cost in monetary terms, as due to the all round increase 
in price, standard cost is likely to beeotDe out Of date very often. 
The Committee, tIIerefol'e. consid&r that it will be advantageous to 
Jay down phyalcal nonns for determining standard cost ie. the quan-
tity of materials that should be CODSUInedper unit of end. product. 
Jabour hours, machine hours etc. per unit of eud product. (Para 1 'i7) 
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Reply of GoveI'DDlent 

The above recommendations are accepted. The need to have an 
efficient cost accounting system in the undertakings has been recog-
nised and the undertakings were advised from time to time to uew. 
lop a sound cost accounting system in their organisation. The obser-
vations of the Committee have been also brought to the notice of the 
undertakings urging upon them to develop an efficient cost account. 
ing system where the same has not yet been developed vide Circular 
No. 46!Adv.-FIBPE;68i12, dated 12th September, 1968. (Appendix 
XXX). 

[Bureau of Public EnterpriSes O.M. No. 46!Adv.-Fin.!BPE!68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 61) 

The Committee agree that Government could be the ultimate 
authority to decide the items where 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. (Para 181). 

Reply of Government 

With regard to the above observations, suitable gUidelines with 
regard to the pricing policies to be adopted by enterprises operating 
under monopolistic or semi-monopolistic conditions have been prE!l-
cribed for the consideration of the Board of Directors vide O.M. No. 
BPE:4.6IAdv.-Fin.168125, dated 27th December, 1968 (Appendix I). In 
respect of other undertakings, it is not considered necessary to lay 
·down general guidelines in reg~rd to the overall pricing policy to be 
followed by them for the reasons stated in reply to recommenda-
tion Nos. 62 to 65. 

[Bureau of Public Enterprises O.M. No. 461Adv.-Fin.iBPE:68, dated 
the 15th January, 1969). 

Recommendation (Serial No. 66) 

The Committee are of the view that in cases where the public 
undertakings are required to undertake the production of a~ unprofi:-
table item at the instance of Government, specific directives should 
be issued by Government to the undertaking concerned. (para 187). 

Reply of Government 
l. 

In the course of its normal working, the public undertakings may 
nave to take up specific activities which in its opinion )Vould be con· 
oducive to its successful functioning. Whether such acthities are to 
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be deemed profitable or not would depend upon the judgment at the" 
level of its Board of Directors and it may not be necessary for the-
undertaking to report such cases to Government for ap?roval. How-
ever, a suitable directive from Government would be necessary in 
cases where Government themselves desire to entrust an unprofi-
table activity to an enterprise. 

[Bureau of Public Enterprises O.M. No. 46[Adv.-Fin.[BPE!68, dated 
the 27th December, 1968]. 

Recommendation (Serial Nos. 68 and 69) 

The Committee are convinced that the supplementary or test 
audit 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 hlave been working by and large satisfactorily. 
If some undertakings have experienced procedural difficulties in 
attending to two audit parties at the same time, these can be solved 
by greater co-ordination between the Com?troller and Auditor Gene-
ral's Office and the statutory auditors. 

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 affa'lrs of the company. The-
Committee find that the scope of the normal audit by the statutory 
'J1uditors 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 exa-· 
mine the initial accounts and go over the ground already covered by 
the statutory auditors. The Committee are of the view that Auditor-
General should concentrate more on efficiency-cum-propriety-audit 
80 that his reports to Parliament give an overall appraisal of the-
financial working of the undertakings. The Committee further re-
commend that technical personnel may be associated by the Comp-
troller & Auditor General with his staff, so that the audit pgrties 
may be reinforced in evaluating and appraising efficiency in opera-
tion and management of the undert~kings. The Committee suggest 
that a beginning may be made in this direction of an experimental 
basis. 

The Committee would not like to express any opinion on the re-
commendations of the Administrative Reforms Commission regard-
Ing formation of Audit Boards. From the evidence belore them it 
appears that the Government consider it to be a distinct improve-
ment over the present arrangements. During discussions, the major 
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undertakings also appeared to welcome the proposal if it would mean 
ending the present duality of audit work. The Committee have no· 
doubt that before taking a decision in this matter, the Government 
will ensure that any new system will not only make audit more pur-
poseful, but also go a step further in making Parliament's control over 
the public undertakings more effective. 

Reilly "I Government 

The need for having efficiency-cum-proprietory audit of Publk 
enterprises is fully recognised. As recommended by the Adminis-
trative Reforms Commission in their report on Public Sector Under-
1Jikings, It has been decided by Government to set up Audit Boards 
for the audit of Public Enterprises. The permanent Audit Board 
will consist of three permanent members all nominated by the Comp-
troller & Auditor General and with a Chairman of the rank of an 
Additional Deputy Comptroller and Auditor General. For each par-
ticular sector of the Industry e.g. steel, fertilisers etc. the concerned 
Ministry would nominate two additional members in consultation 
and with the concurrence of the Comptroller & Auditor Genenl. The' 
Audit Boards would be under the jurisdiction and control of the 
C&AG and would be part of C & A.G.'s organisation. 

The present system of Audit by statutory auditors would continue. 
The auditors would work under the direction of the Audit Boards. 
The C&AG would as at present give directives on the methods of 
conducting audit on any particular points requiring attention. The-
statutory auditors would do their normal regularity audit pbs any 
other items under the Directives given to them. The Audit Boards. 
would also do with their own staff efficiency-cum-propriety audit 
which is at present being done by the Director of Commercial Audit. 
Wherever 'POssible, however, in order to save multiplicity of audits. 
these audits could be telescoped to the extent possible. The Comp-
troller & Auditor General in consultation with the Chartered Accoun--
tants is considering issue of further directions to secure this. 

In addition to the Annual Audits by the Statutory auditors, the-
Audit Boards would do a periodical appraisal. The Administrative-
Reforms Commission bas recommended once in every five years but 
it could be done at more frequent intervals if necessary. 

\. 

The arrangements under the new system would not detract the-
Comptroller &: Auditor General from his right to undertake any spe-, 
cia} or supplementary audit if he ronsiders it necessary. 
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The comments of the audit Boards on the audit of Public Enter-
prises would be incorporated in the Audit Report (Commercial) 
placed before Parliament. 
[Bureau of Public Enterprises O.M. No. 46IAdv-FinIBPEI68, dated 

the 30th November, 1968]. 

Recommendations (Serial Nos. 70, 72 " 73) 

An effective system of Internal Audit is an important instru-
ment of financial control. The Committee, therefore, urge that 
those undertakings which have not so far set up Internal Audit 
Department should do so immediately. (Para 204). 

The Committee are also of the view that functions of an Inter-
nal Audit Department should include a critical review of the sys-
tems, 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 account-
ants and to make internal audit a part of the functions of the man-
agement 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. (Rara 206). 

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 Under-
takings. They therefore feel that the internal Audit Department 
should not function under the person who is responsible for main-
tenance of accounts, but should be directly under the Financial Ad-
viser, or the Managing Director as the case may be. (Para 207). 

Reply of Government 

The need to organise an efficient internal audit I)epartment has 
been recognised and it was urged upon the undertakings to deve-
lop an effective system of internal audit at an early date (Ref. O.M. 
9(41) I 67F.I., dated Ist September, 1967) (Appendix XXXI). Most 
of the undertakings have organised the internal audit department. 
However the observations of the Committee are being further 
brought to the notice of the undertakings particularly urging upon 
those undertakings which have not yet introduced such a system 
10 build up an e1l1!ctive InMrnAl AUtllt Deparbnen! and to d.efine 
'their functions. (Copy of circular No. 46/ Adv-F /BPE/68fl3, dated 
12th September, 1969 Appendix XXXII). 
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{Bureau of Public Enterprises O.M. No. 46/ADV-FIN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 71) 

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 number of ratios are calculated. Since the 
review is in the nature of a post-mortem, the exercise has limited 
,utility. The Conimittee have carefully considered the need for pro-
viding a mechanism for continuous 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 
~onsiderable amount of information can be gleaned from such ratios 
and analytical study, which could provide guidelines froIDI effecting 
improvements in operation and performance. They also assist in 
identifying areas of weakness and laxity in control. Where feasi-
ble inter-unit comparison mjay also be effected. (Para 205). 

Reply of Government 

The observations of the Committee have been brought to the 
notice of all Undertakings for necessary action in the matter. The 
need for having a system for continuous appraisal of performance 
:and efficiency has been recognised. In O.M. No. 46/AdvjFin/BPE/ 
6819, dated 12th September, 1968 the Undertakings have been also 
~dvised to prepare profit and loss account and balance sheet every 
'quarter and place the same before the Board for their perusal. The 
Board of Directors of the Undertakings may consider whether the 
analytical studies referred to by the Committee in the above recom-

mendations be done through the medium of internal audit or any 
other specialised agency in their organisation. Copy of circular No. 
46IAdv.FinI68121, dated 2nd November, 1968 Appendix XXXm). 

IBureau of Public Enterprises O.M. No. 46/ADV-FIN/BP~/68, dated 
8th November, 1968]. 

ReeommendatiOil (Serial No. '74:) 
I.. 

Considering all aspects of the question, the Committee are in 
agreement with the decision to introduce straight line method for 
-providing for depreciation and would recommend its adoption 1,)y 
the undertakings which have not introduced it so far. (para ~). 
'2805 LS-4. 
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Reply of Govemment 

The above recommendation is accepted. The undertakings were 
advised to follow the straight line method for providing depreciation 
vide circular No. F.3(5)-PC/62, dated 11th April, 1963 (Appendix 
XXXIV). 

[Bureau of Public Enterprises O.M. No. 46/ ADV-FIN/BPE/68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 75) 

The Committee note that different undertakings have laid down 
difterent rates of depreciation for same class of assets. The Com-
mittee 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 they should be depreciated 
would be necessary. If for purposes of rates of depreciation, it be-
comes difficult to treat all public undertakings alike, they should 
be grouped according to the nature of the Industry and uniform. 
rates of depreciation of assets should be made applicable to the un-
dertakings in each group. (Pata 210). 

lteply of ~vernmnent 

At present the rates of depreciation under the straight line me-
thod are determined on the basis of the useful life of the assets as 
suggested by the technical consultants or as may be dictated by . 
their own or other experience. In view of the observations of the 
Committee action to the standardi&ation of different classes of as-
sets and laying down the standard rates at which they should be 
depreciated has been initiated vide circular No. 46/ Adv-FfBPE/ 
68/14, dated 12th September, 1968 (Appendix XXXV). 

[Bureau of Public Enterprises O.M. No. 46/ ADV -FIN /BPE/68, dated. 
the 25th September, 1968]. 

Recommendation (Serial No. 76) 

It will be seen that while smaller undertakings have been given 
authority w incw tapital expenditure upto a higher limit, the limit 
for bigger undertakings like Air India, Indian Airlines Corporation 
and Hindustan Machine Tools Ltd., are lower. The Committee re-
commended that the powers enjoyed by all the undertakings should 
be reviewed and refixed in such a manner as to bear relationship 
to the tt.ta1 capital outlay and the annual capital expenditure in-
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curred by an undertaking. Such limits should be reviewed periodi-
cally with a view to making suitable adjustments. (Para 212). 

Reply of Government 

This recommendation is accepted and a -review of the limits of 
capital expenditure is being undertaken to bring about necessary· 
revisions. 

[Bureau of Public Enterprises O.M. No. 46/ ADV-FIN/BPEj68, dated 
the 25th September, 1968]. 

Recommendation (Serial No. 77) 

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 such modifications as might be considered necessary. (Para 
214). 

Reply of Government 

It has been already urged upon the undertakings that they should 
prepare a self-contained Financial Manual containing the Financial 
and accounting procedures rules, regulations etc. A large number 
of undertakings have prepared such a manual. The undertakings 
which have so far not prepared such a manual are being asked to 
prepare such Financial Manual at a very early date vide circular 
No. 46IAdv-FIBPEI68145, dated 12th September, 1968 (Appendix 
XXXVI). 

[Bureau of Public Enterprises O.M. No. 46IADV-FINIBPE!68, dated 
the 25th 5eptember, 1968]. 

eAt tilt time of.factual verification of the R.eport, the Bureau of Public Enterprises 
have intim~ted that the review of the limits of capital expenditure has since beer con-
ducted and Jeleption of financial powers to Boards of Manl'gements to incur capital 
expenditure r:Jui:malised vide O.M No. BPE/181(AdV CF)16I}, dated the 22nd April, 191>9 
(Appendix XXXVIII). 
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BecomJnendati .... (Serial NCIiI. 78 and 71) 

The Committee, therefore, recommend that all pUblic undertak-
ings should use the same account heads in the Accounts Books as 
given in the Project Reports as far as possible. In the case of these 
undertakings where detailed project reports are already in existance, 
action may be taken to redistribute the expenditure estimated in 
the detailed project reports under heads used in the account books. 
The feasibility of drawing up a list of standard accounf heads under 
which expenditure estimated in the detailed project re.ports under 
heads used in the account books. The feasibility of drawing up a 
list of standard account heads under which expenditure should be 
estimated while preparing a detailed project report may also be 
examined. (Para 215). 

In addition, the account heads should also correspond to the 
budget 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. (Para 216). 

Reply of Govemment 

The above observations of the Committee have been brought to 
the notice of the Ministrieslundertakings for necessary action vide 
circular No. 46\Adv-F\BPE!68!16, dated 12th September, 1968 (Ap-
pendix XXXVII). 

[Bureau of Public Enterprises O.M. No. 46IADV-FlN\BPE!68, dated 
the 25th September, 1963]. 



CIIAPTEB m 
RECOMMENDATIONS WInCH THE COMMITI'EE DO NOT DE-

SIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLY 

Rec01llllDleDdatioD (Serial No. 7) 

The Committee agree with the desirability of bifurcating the 
functions relating to maintenance of accounts and rendering of fin-
ancial 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 financial advice only and to appoint a perso~ under 
him to look after maintenance of accounts. (~a 41). 

Reply of Govemment 

In view of the development of management accounting tech-
niques, the 5tress on financial side is to ensure that available re-
sources of men,' materials and machines are best utilised so as to 
maximise profits. The modem techniques of financial management 
wch as standard costing, budgetary control, break-even analysis, in-
yentory management, financial reporting system etc. are more and 
more being utilised for the proper financial advice. The financial 
viability of new capital expenditure is also examined after taking 
into account of the available resources, profitability, return on in-
"Yestment, pay back period etc. In determining pricing poliCies, 
or fixing production programme, the financial advice would be more 
and more based on the accounting data which constitute an integ-
ral part of the financial advice. 

While at junior levels, officers are earmarked to look after the 
work of maintenance of accounts and rendering of financial advice, 
at senior "level complete bifurcation may not be feasible as in many 
cases the officers in charge of maintenance of accounts are also 
nominated as members of tender Committee etc. 

The functions of maintenance of Accounts and of rendering of 
ftnancial Jidvice are so inter-connected and intermingled that Gov-
ernment feels that on the whole there mar be no distinct advantage 
In bifurcating these functions. 
[Bureau of Public Enterprises O.M. No. 46IAdv-FinfBPEI88, dated 

the 20th December, 1968]. 



" Beeommendation (Serial No. 61) 

"These are only general guidelines. The Committee recommend 
that the items pr¢uced by d.i1ferent public undertakings should 
be clasaifted into distinct groups and the guiding factors for deter-
mining the pricing policy for each group should be laid down by 
Government having due regard to the consumers' interest." (Para 
188). 

Reply of Government 

With regard to observations in Recommendation No. 67, suitable 
comprehensive guidelines in respect of those enterprises which are 
operating under monopolistic or semi-monopolistic conditions have 
been prescribed vide 0.114. No. BPE\461 Adv.-F. \68125, dated 27th De-
cember, 1968 (Appendix I). In respect of other undertakings it is 
not considered necessary to lay down general guidelines in regard to 
the overall pricing policies to be followed by them, for the reasons 
stated in reply to Recommendations 62 to 65. 

[Bureau of Public Enterprises O.M. No. 46IAdv.-Fin.\BPE\68, dated. 
the 8th November, 1968]. 



CHAPTER IV 

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF 
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE 

COMMITTEE 

Recommendations (Serial Nos. 15 & 16) 

The Committee consider that the efforts of various public under-
takings a.t 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 undergo training 
along with persons recruited from the open market. Each under-
taking can phase the training programme in such a manner as to 
avoid current work falling into arrears. Since all the :public under-
takings will be sending their personnel toa Central Training Organi-
sation it will al!?o be economical. 

The Committee consider that arrangements made so far for the 
training of Financial Advisers are inadequate. They are not sure if 
the courses organised by the institutes of management would meet 
the peculiar requirements of public sector undertakings. The person 
who is to be posted as Financial Adviser should be given thorough 
training in the intricacies of commercial accounts, projection of facts 
and figures in the form of periodical statements, preparation of 
quarterly financial review and the technique of rendering financial 
advice. In the case of persons who are taken on deputation from 
government departments, training in commercial ·accounting should 
be given in sufficient detail and depth. (Paras 71 & 73) . . 

Reply of Government 

The need for training the Financial Advisers, Officers and staff of 
Finance Division in modern techniques of Financial Management and 
intricacies of commercial accounts is fully recognised. Arrangements 
are being made so that the public undertakings can take the advan-
tage of "the facilities and training courses available at the Manage-
ment and Training institutes. In the circumstances, it is not consi-
dered necessary to organise a separate Central Training. Organisa-
tion for training the financial staff of public sector undertakings. 

[Bureau of Public Enterprises O.M. No. 46\Adv.-Fin.\BPE\68, dated 
the 20th December, 1968J. 

Comments of the CoInmittee 
Please s(e para 1 of Chapter 1 of the Report. 

45 
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......... lMIMIatioas (Serial Nos. 62 ,to &5) 

The Committee feel that it is' not possible to lay down any uni-
form method on the basis of which the public undertakings oan be· 
asked to determine the prices of their products. Their pricing policy 
will naturally depend on different selling conditiuns, such as compe--
titive selling, partial monopoly, total monopoly, selling in public inte--
rest, selling only to Government etc. Public undertakings should not. 
however, lose sight of the basic fact that they must prove to be viable' 
economic units and ~rn a reasonable return on capital employed so 
that they could attribute to general revenues. 

When an undertaking is to sell in a competitive market, market 
price should be the guiding factor. If, however, the public under-
taking is able to produce at a much cheaper rate than the market 
price, it should set an example by adjusting its price to 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 
beclause it will not leave any incentive to reduce the cost of produc-
tion. 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 therefore comparison should, more appropriately, be made with 
the home market price in those countries and not to the hnded cost, 
because not in frequently, export prices are subsidised directly or 
indirectly. 

Quite often public undertakings are given partial or total mono-
poly in producing certain items .as an import substitution measure or 
for boosting exports. It is but right that when undertakings dis-
charge such responsibilities, they should not be asked to run at a loss 
by being compelled to sell at prices lower than their cost of produc-
tion. In such cases, the cost of production and .:l reasonable margin 
should be allowed to the undertakings. But to counter any appre-
hension 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 oomething in pubiic Interest It a price lower than the cost of 
production. In cases where the only buyer is a Government depart-
ment, the price should not be allowed to exceed the cost of pro-
duction plus Is reasonable margin. (Paras 183-186). 
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Reply of Govemmeu.t 

In formulating the guidelines for pricing policies in public under ... 
takings, it has been recogiiised that public undertakings should be-
economically viable units :and an all out effort should be made to-
increase their efficiency and establish their profitability at the earli-
est. Lt has been decided that:-

(a) it would not be necessary or advantageous to lay down 
guidelines in re~d to pricing policies to be followed by 
enterprises which produce goods in respect of which the 
prices are subject to regulations of a binding type either 
voluntarily by mutual agreements or due to domestic or' 
international regulations; 

(b) it would not be necessary to prescribe any guidelines for 
trading organisations like S.T.C, M.M.T.C., etc., 

(c) so far as the enterprises which produce goods and services 
in open competition with other domestic private sector 
producers, the normal market forces of demand and sup-
ply wol!ld operate and their products will be governed, by 
and large by the competitive prices prevailing in the mar-
ket. However, in order to bring a general reduction in the 
prevailing market prices in the interest of consumers and 
if the public undertakings are able to produce at a much 
cheaper cost, the prices to be charged by them will be so 
adjusted which should normally cover their full econo~C" 
cost and allow an adequate return on investment. 

2. With regard to observat;ons made in Recommendations Nos. 64 
and 65, suitable guidelines for the enterprises which operate under 
monopolistic or semi-monopolistic conditions have been prescribed as 
contained in O.M. No. BPEI46IAdv.-FI68125, dated the 27th December. 
1968 (Appemdix I). 

Comments of the Committee 

Please see paTas 2 and 3 of Chapter I Of the Report. 



CHAPTER V 

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF 
GOVERNMENT ARE STILL AWAITED 

-Nil-

December 15, 1969. M. B. RANA, 
Agrahayana 24, 1891 (Saka). Chairmcln, 

Committee on Public Undertakings . 

• 



APPENDIX I 

(Vide reply to Recommendation at Sr. Nos. 62 to 65) 

No. BPE1461ADV-F168125 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
BUREAU OF PUBLIC ENTERPRISES 

New Delhi, the 27th December, 1968 

OFFICE MEMORANDUM 

SUBJECT: -Pricing Policies of Public Enterprises 

The pricing policies for pubiic enterprises were recently consider-
00 by the Government at the highest level and it has been decided 
that public enterprises should be economically viable units and an 
alI out effort should be made to increase their efficiency and establish 
their profitability- at the earliest. It was decided that it would not .be 
necessary or advantageous to lay down guide-lines in regard to pric-
ing policies to be followed by enterprises which produce goods in 
respect of which the prices are subject to regulations of a binding 
type either voluntarily by mutual arrangements or due to domestic 
-or international regulations. It may also not be necessary to pres-
i!ribe any guidelines for trading organizations like, STC, MMTC, etc. 

2. So far as the enterprises which produce goods and services in 
1:ompetition with other domestic producers, the normal market forces 
of demand and supply will operate and their products will be gov-
erned, by and large, by the competitive prices prevailing in the mar-
ket 

3. It was, however, felt that it would be useful to have suitable 
guidelines for those enterprises which operate under monopolistic or 
semi-monopolistic conditions. In regard to pricing polici~ to be 
adopted by such enterprises the following guidelines will be useful 
for the consideration of their Board of Directors:-

(a) The pricing of their products should be within the basis 
of the landed cost of compara~le impo~ed goods which 
w,?uld be the normal ceiling (and not on the basis of 
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c.Lt. prices). In calculating the landed cost the normal. 
price of such goods in the country of their origin should 
be taken into account in cases where exports of such goods 
are subsidised directly. [Please see also under (c) below]. 

(b) Within the ceiling of the landed cost, it would be open to 
the enterpriss to have price negotiations and fix prices 
at suitable levels for their products which would give them 
a reasonable return on the capital invested. It was also 
desirable that the prices so fixed should be operative for a 
peri04 of 2-3 years. 

(c) Ordinarily, the landed cost should ,be regarded as the ab-
.olute Ceiling. If, however, in assessing the landed cost, 
there are reasons to believe that the imported FOB/CIF 
prices are artiftcaUy low, or in other exceptional circumst-
ances where our own cost of production is very high, it 
may be necessary to have the prices higher than the land-
ed cost; in such circumstances the matter should be re-
ferred to the administrative Ministry concerned for exa-
mination in depth in consultation with the Ministry of 
l'inance, Bureau of Public Enterprises, etc. 

The Ministry of Industry etc. are requested to bring the contents 
or this O. M. to the notice of all undertakings under their control for 
their guidance. 

To 

Sdl- P. GOVINDAN NAIR. 
SeCTetctry to the Government Of India and 

Director General, Bureau of Public Enterprises. 

All Ministries & Departments of the Govt. of India. 

Copy to: 
All Financial Advisers and Dy. FAs. in the Finance Ministry. 



APPENDIX D 

(vide reply to Recommendation at Sr. No. I, 

No. 46IAdv. (Fin.) IBPEI6811 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

BUREAU OF PUBLIC ENTERPRISES 

Dated New Delhi, the 12th Sept. 1968. 

OFFICE MEMORANDUM 

SUBJECT: Financial Management in Public Undertakings-Fifteenth 
Report of the Committee on Public Undertakings-Set up 
Of financial Division. 

The Committee on Public Undertakings in its Fifteenth Report 
have observed that as a general rule a well-organised financial divi-
:sion is absolutely essential for the efficient financial management of 
.a public undertaking. It is necessary that a financial division 'with 
a nucleus staff should be organised from the time of project stage, so 
that expert guidance and advice regarding the various proposals is 
available to the Management in planning the project. 

2. The Ministries connected with the public sector enterprises are 
requested to have the above observations in view at the time of set-
ting up of new undertakings. 

3. The Ministry of Industry etc. are also requested to brmg the 
'contents of this O·M. to the notice of all undertakings under their 
administrative control. 

Sdl- P. GOVINDAN .NAIR, 

Secretary to the Government Of India and 

Director General, BUTeau of Public Enterprisa. 

(. 

All Ministries/Departments of the Govt. of India. 
Copy to the Financial Advisers. 
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APPENDIX DI 

(Vide reply to recommendation at Sr. Nos. 3 and 4) 

No. 461Adv (Fin.) IBPEI6812 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

BUREAU OF PUBLIC ENTERPRISES 

Dated. New Delhi, the 12 Sept., 1968_ 

OFFICE MEMORANDUM 

SUBJECT: Financial Management in PubLic Undertakings-FIFTE­
ENTH REPORT of the Committee on Public Unde1·tak­
ings-Study of Organisational set-up of Finance Division. 

The Committee on Public Undertakings in its fifteenth report 
have observed that to determine the set up of finance division which 
would be more suitable for that Industry, a systematic study of the· 
organisational set up of the finance divisions of comparable enterpri-
ses may be undertaken. The economic success of a commercial enter-
"prise greatly depends on the em~iency of the financial diviSions .. 
which is expected to examine all proposals, correctly gauge the 
~onomics of different activities and feed the management with basic 
Jata. In case of new undertakings such a study be undertaken at the 
time of setting up of the finance division and in case of existing 
undertakings, they may be requested to review their set up to con-
sider if any modifications are called for, for more efficient, and pur--
posetul functioning of the Finance divisions. 

2. The Ministry of Industry etc.. are requested to bring the con-
tents of this O. M. to the notice of the undertakings under their con-· 
hoI for necessary further action. 

Sdl- P. GOVINDAN NAffi. 
Secretary to the Govt. of India aM 

Director General of Bureau Of Public 
Enterprises. 
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APPENDIX IV 

(Vide reply to recommendation at Sr. No.9) 

No. BPE-46IAdv. Fin\68\24 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(Department of Expenditure) 

BUREAU OF PUBLIC ENTERPRISES 

New Delhi, the 20th December, 1968: 
Agrahayana 29, 1B90 (Saka.y 

OFFICE MEMORANDUM 
SUBJECT: Financial Management in Public Undertakings-Fifteenth 

Report of the Committee on Public Undertakings-Field Selec­
tion. . 

Te Committee on Public Undertakings in its Fifteenth report on 
Financial Management in Public Undertakings have discussed the-
desirability of Chartered Accountants being employed as Financial 
Adviser in the Public Undertakings. In this connection, the Com-
mittee has made the following observations: 

"The Committee recommend that more chartered accountants. 
should be employed by the public undertakings for man-
ning suitable positions in the Financial Divisions. If ne-
cessary, the conditions of service may be improved, 50 as 
to attract the best talent from the market." 

2. The Ministry of Industry etc. are requested to bring the above-
observations of the Committee to the notice of the Public Undertak-
ings under their administrative control for appropriate action. 

SdiP. GOVINDAN NAIR 

Secretary to the Government of India and Director General, Bureatt 
oj Public Enterprises. 

To 

All MinistrieslDepartments etc. ' 
of .the Government of india. 

Copy to Financial Advisers. 



APPENDIX V 

(Vide reply to recommendation at Sr. No. 10) 

No. 46IAdv (Fin) IBPEI6813 

GOYEIlNMENT OF INDIA 
MINISTRY OF FINANCE 

Bt1REA'O OF PuBLIc ENTERPRIS18 

Dated, New Delhi, the 12th Sept.-I968. 

OFFICE MEMORANDUM !"'- _ ... -'..... • 
SUBJECT: Financial Management in Public Undertakings-FIFTE-

ENTH REPORT of the Committee on Public Undertak-
ings-field of selection of financial Advisers. 

The Committee on Public Undertakings in its fifteenth report have 
.observed as under: -

"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 consideration of their claims." 

2. The above recommendations have been accepted by the Gov-
ernment. The Ministry of Industry etc., are requested to bring the 
contents of this O.M. to this notice of the public undertakings under 
their administrative control for necessary action. 

Sdl- P. GOVINDAN NAIR, 
Secretary to the Government Of Indi4 and 

Director General, Bureau of Public Enterprises. 



APPENDIX VI 

(Vide reply to recommendation at Sr. No. 13) 

No. 46/Adv(F) /BPE/69/26 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

BUREAU OF PUBLIC ENTERPRISES 

6th May, 1969. 

OFFICE MEMORANDUM 

SUBJECT: Main functions and responsibiLities of Financial Advisers. 

The Committee on Public Undertakings in its recommendation 
No. 13 (copy atta~hed) has recommended that the main functions I 
respdnsibilities of the Financial Advisers should be clearly laid 
down. This recommendation has been accepted by the Govern-
ment. A note indicating the main functions and responsibilities of 
the Financial Advisers is enclosed in the attached annexure. 

The Enterprises may either adopt the same in toto or make such 
alterations and adaptations as may be necessary to suit their require-
ments. 

The Ministry of Industry, etc. are requested to bring the contents 
of this Office Memorandum to the notice of all the Undertakings 
under their control for appropriate action. 

To 

Sdl- A. N. BANERJI, 
Additional Secretary-cum Director 

General, Bureau of Public Ent'erprises. 

All Ministri~ and ~epartmentB. 

All Financial Advisers in the Ministry of Finance, Expenditure. 
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MAIN FUNCTlONSIRESPONSIBILITIES OF 
FINANCIAL ADVISER 

The term 'Financial Adviser' used in this note would refer to the 
Finance Director (or) the Financial Adviser and Chief Accounts Offi· 
cer, where there is no full time Finance Director, i.e. the top post in 
the Finance aide. 

2. The Financial Adviser has both 'staff' and 'Line' functions. Ex-
cept for exerting line authority over his own department, Financial 
Adviser fills a staff role which is his major role. The accounting 
function is usually 'staff' with responsibilities for providing line 
managers and also other staff managers with specialised services. This 
includes advice in area of budgeting, controlling, pricing and special 
decisions. The line functions would include the organisation of his 
own office to enable him to render the staff functions and also to 
mamtain cost and financial accounts. . 

~. The FinanciaJ' Adviser should be recognised as the principal 
staff offlcer to the Chief Executive on all financial matters. The 
Financial Adviser, where there is no full time Finance Director, 
should invariably be invited to be present at the meetings of the 
Hoard of Directors. In many cases there has been delegation of 
hnancial powers. For exercising these powers, the Board of Direc-
tOIS may determine matters which will be reserved (i) for concur-
rence of the Financial Adviser such as (a) proposals requiring the 
sanction of Government; (b) major proposals involving long term 
financial objectives or (c) departures from approved plans; (ii) re-
served for consultation with the Financial Advisers and (iii) those 
on which the Financial Adviser need not be consulted. 

(N. B. Items mentioned in (1) above is illustrative). 

4. The responsibilities of the Financial Adviser inter alia include 
the following: 

(i) Determine the financial resources required to meet the 
company's operating programme. 

(U) Forecast how much of these requirements would be met 
by internal generation of funds by the company and how 
much will have to be obtained outside the firm; 

(iii) Develop the plans to obtain the external funds needed; 

(iv) Establish and maintain a system of financial control gover-
rung th~ Allocation and Use of ftmd!: 

(v) Formulate programmes to provide most effective profit-
volume-cost relationship. 
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(vi) Analyse the financial results of all operations, report the 
facts to top management and make recommendations con-
cerning future operatio.ns; 

(vii) Carry o.ut special studies with a view to. reduce Co.sts, im-
pro.ve efficiency and pro.fitability. 

5. The abo.ve are dealt with in detail here under:-

(a) Feasibility studies and Project reports 

In regard to. capital expenditure relating to. new pro.jects o.r ex-
pansicns,feasibility studies and detailed pro.ject repo.rts are' to be 
prepared by the Management and these sho.uld be examined by the 
Financial Adviser inter alia to ensure: 

(i) that the capital expenditure pro.Posed Wo.uld be in fur-
therance of the o.bjectives fo.r which the enterprises have 
been established; 

(ii) that the expenditure pro.Posed to. be incurred is reaso.n-
able; 

(iii) that the expenditure would result in ensuring reasonable 
pro.fits; 

(iv) the o.verall econo.mic viability o.f the proposal; 

(v) that the financial reso.urces fo.r meeting the expenditure 
Wo.uld be available; 

(b) Budgeting 

The Financial Adviser will be the principal coordinating officer 
for: 

(i) long term operating budgets covering a period o.f abo.ut 
10 years indicating the likely pro.fitllo.ss year by year 
during the perio.d; 

(ii) Preparatio.n o.f l-ong term capital expenditure budgets 
co.vering a period of about 10 years and advised the 
management in regard to the tiI{ling o.f the incurrence o.f 
capital expenditure. 

(iiD Capital expenditure budget in regard to the capital ex-
penditure that is expected to. be incurred during the year. 
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(Iv) The preparation of the annual operating budget. 

(v) The budget returns that flow out of the comprehensive 
budgetary system inoperatkm. 

N OTE.-The long term budgets must be developed on the basis of 
broad and highly tentative plans and policies and would necessarily 
be subject to revision from time to time. Nevertheless, it is essen-
tial that the enterprises have certain long term objectives. These 
involve such considerations as sales forecasts new products, profit 
objectives, capital. additions, reserves, etc. The annual budget 
brings the CUlTent portion of the long term budget into sharp 
focus. 

For the benefit of various levels of management, he would ana-
lyse variations between budget figures and the expenditure incur-
red and comment on the causes that have led to such varhltions to 
facilitate the management to control expenditure by the applica-
tion of the principle of exception. 

(c) Cash trow statement 
Based on the long term budget the Financial Adviser would pre-

pare a cash flow statement indicating the inflow and outflow of 
cash during the periods. Similarly he will also prepare a detailed 
m<mthly cash flow statement for the year based on the annual 
budgets. 

(d) Working capital 

He will also make an assessment of the total working capital 
reqUirements for the fiscal year and advise the management regard· 
ing the sources of finanCing the working capital requirements. 

(e) Purchases 

He will be associated on all matters relating to purchase of 
equipments, raw materials, etc. He would also lay down suitable 
procedures for purchases to ensure that adequate cantrol is exer-
cised over such purchases and that there are no uneconomic pur-
chases. 

(f) Pricing policies 

He will also advise the chief executive on th~ pricing poli(!i@§ to 
be followed in the organisation in regard to the selling prices of 
products, inter departmental issues. charging <If material to jobs, 
ete. 
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(g) Serrvice Conditiom 

He will advise the management on all service m.atters having 
financial implications such as scales of pay, dearness allowance, 
bonus, gratuity, etc. 

(h) Accounting matters 

(i) General.-He is the principal official in charge of accounts, 
budgets and internal audit of the Company. He shall maintain or 
cause to maintain adequate records of assets, liabilities and transac-
tions 0'£ the company~ se.e that adequate internal audits thereof are 
currently and regularly made; and recommend and. in conjunction 
with other officers and departmental heads enforce duly approved 
methods and procedures whereby the business of the company shall 
be conducted with the maximum safety, effiCiency and economy. He 
shall examine all proposed disbursements from the company's funds 
and approve in advance payments required to be made in accord-
ance with the prescribed administrative and accounting require-
ments and procedures. 

(ii) Cost Accounts.-He would also be responsible to ensure that 
a proper and adequate system of cost accounts is maintained to en-
able compilation and control of costs. He would also be responsible 
to review cost of production figures and render periodical reports to 
the management on such costs of production and how they compare 
with the standards or norms established. He would also render re-
ports to the various levels of management in regard to the items 
of expendIture which are under their control. These reports would 
indicate the actual expenditure incurred and how they compare 
with the budget I standards. 

(ii) Store accounts.-He would be responsible for the mainten-
ance of adequate system of store accounts. He would assist the 
manageII1ent in determining the minimum, maximum and ordering 
levels of various items and also be responsible for the introduction 
and or operation of the ABC method of control with a view to 
reduce the inventory holdings to the optimum level. 

He would also be responsible to ensure that the verification of 
stocks of various items of stores is carried out by ensuring: , 

(a) that physical stock of selec:teQ item5 ill verified each day! 
(b) that each item of stock is verified at least once in a year; 

(c) that the surprise element in regard to stock verification 
ls maintained. 
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Clv) lfr.eernal Audit.-He will organise an e1fective Internal Audit 
department and will process the reports submitted by the Internal 
Auditor and place the same before the Board through the chief 
executive. 

(v) Annual account. and audit.-He will ensure that the annual 
accounts llre prepared in time according to proviSions of law. He 
wi11 attend. to all matters relating to the statutory audit and the 
audit by the Comptroller and Auditor General. 

(vi) Cmtl>dy Of cash a.nd disb·uT.ement.-He will be the custo-
dian of tim cash of the company. He will be the principal disburs-
ing ofl\cel and in discharging this duty he will ensure that adequate 
financial (~ontrol is exercised over allocation and use of funds in 
accordance with the approved programme and budgets and with 
due regard to policies and regulations laid down by the Board. 

(vii) '1'a% matters.-He w;U be responsible for attending to all 
tax matterl' relating to the company. 

6. SPECIAL STUDIES 

(a) He may take up from time to time special studies particularly 
with refertmce to cost reduction, economies in administration and 
other ovt'rhead expenditure and such other areas which have a 
bearing on the profitability of the company. He may also take up 
for study the administrative, accounting and other procedures pres-
cribed witb a view to (I) eliminate unnecessary movement of paper 
and (U) reduce clerical work. 

(b) To ensure that the public sector undertakings are able to 
sell their products, without much of a difficulty it is necessary to 
have con1inuous market survey for the products manufactured and 
to be manufactured in the undertaking. He would ensure that such 
market surveys are in point of fact, being carried out by the manage-
ment. He would also furnish to the management prospective costs 
of the products to enable the management to determine the optimum 
product-mix. 

7. REPORTING 

Recently a memorandum for the institution of paper reporting 
system has ~n iMUM {ride Government of India, MUU:stry of Fin-
ance, Bureau of Public Enterprises, D.O. letter No. BPEl7(1)-Adv.-
Fin \ 69, dt. 11th February, 1969. Since this is a very important re-
port, the following quarterly reports included in the reporting sys--
tern would be the responsibility of financial Adviser. 
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(i) Resources employed. 

(ii) Summary of cash flow for the quarter; 

(iii) Forecast of cash flow for the next quarter; 

(iv) Capital expenditure incurred during the quarter compar-
ed with sanctioned amount, Budget Estimates, etc. 

(v) Profit and loss account for the quarter; 

(vi) Ratios of (a) overheads to sales; (b) st'OCks to sales; (c) 
debtors to sales; (d) capital employed to sales. 

(vii) Expenditure on specific items of overheads items included 
therein. 

(viii) Cost of production of items completed during the period 
together with variations, if any, with standards estab-
lished. 

(ix) Any other report prescribed by the undertakings relating 
to financial and cost matters. 

The above management reporting should, however, be within the 
organisation and rendered to the Board of Directors through the 
Managing Director and the Financial Adviser should rely on the 
tools and services available within the organisation and a parallel 
system should not be developed for this purpose. 

The Financial Adviser, on the other hand, should also bear in 
mind the fact that he is a part of the management team and that 
he has as much responsibility in ensuring best operation of the 
enterprise as any other principal staff officer of the enterprise. His 
entire approach to problems of the enterprise should be an integrat-
ed one and his efforts should be such as to bring optimum results. 

EXTRACT OF RECOMMENDATION 13 OF CPU's REPORT ON FINANCIAL 
MANAGEMENT 

The Committee feel that the functions of an important executive 
lUte the Financial Adviser should not be left undefined. An indica-
tion in the delegation of powers of the c{lSes that would require to 
be referred to him can, by no means, be considereg ili exhiiUBtive 
because his. functions do not end -nith 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 under-
take systematic study of progress reports, statistical statements, 
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inputs and out puts, experts Committee reports etc. The Committee, 
therefore, recommend that the main functions, responsibilities and 
powers of the Financial Adviser should be clearly laid down. 

While all the undertakings agreed that there is wide scope far 
the Financial Adviser to carry out studies for improving the work 
ing of the organisation as a whole and indicating possible economies, 
the Committee find that such regular studies have been undertaken 
in only eight undertakings. 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 Committee would, therefore, urge that 
the Financial Advisers should take more initiative and make useful 
contributions towards successful running of an undertaking. This 
can 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 Adviser plans his work in such a manner as to fulfil them. 



APPENDIX VII 

(Vide reply to recommendation at Sr. No. 14) 

No. 46IAdv. FIBPEI6814 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

BUREAU OF PUBLIC ENTERPRISES 

New Delhi, the 12th September, 1968. 

OFFICE MEMORANDUM 

SUBJECT: -Financial management in Public sector undertakings­
Fifteenth Report of the Committee on Public Undertak­
ings-Ma.nagement Accounting. 

1. The Committee on Public Undertakings in its fifteenth report 
have observed that Management Accounting functions have come 
to be recognised as a highly useful tool in modern Management 
Most of the management decisions have financial implications and 
affects the profitability of the project. To enable the management 
to take financially sound decisions, they should have to measure all 
the relevant data before them. For this purpose, it is necessary to 
develop a sound financial and management reporting system so that 
the relevant data is collected, analysed, interpreted and placed 
before the management in time. 

2. All public undertakings are requested to take necessary action 
to introduce the management accounting system in their undertak-
ings as early as possible. In this respect the major und~rtakings 
can give a lead for the benefit of smaller undertakings. The Bureau 
will be prepared to give any assistance required in this regard. 

9. The Minisfl'y of Industry etc., are r~ue~~ll M bl'ifiR th~ (!on· 
tents of this O.M. to the notice all the undertakings under their 
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control and impress on them the importance and necessity of deV'e-
loping expeditiously management accounting system in their orga. 
nisation. 

Sd.- P. GOVINDAN NAIR, 

Secretary to the Govt. Of India 
and DirectOT General of Bureau 

of Public Enterprise,. 

All Ministries!Departments of the Govt. of India. 

All Y.'inancial Advisers 
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APPENDIX VIII 

(vide reply-to recommendations at Sr. Nos. 17 and 18) 

No. 461Adv. FinlBPEI68123 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

DEPARTMENT OF EXPENDITURE 

(BUREAU OF PUBLIC ENTERPRISES 

New Delhi, the 20th December, 1969. 

OFFICE MEMORANDUM 

SUBJECT:-Financiai Management in Pblic UndertakingS-15th Re. 
port of the Committee on Public Undertakings-Training. 

The Committee on Public Undertakings in its 15th Report on 
Financial Management in Public Undertakings have recommended 
that 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 Adviser. The need for proper training of 
Financial Adviser in the modern techniques of Financial Manage-
ment and intricacies of commercial accounts has been accepted by 
Government; if, however, it is not feasible to arrange for prior 
training of Financial Adviser in an undertaking for full six months 
in such cases, arrangements may be made with the public sector 
undertakings. 

(a) to' depute such Financial Adviser for a period of 2-3 
months training as an under-study to his predecessor; 
and 

(b) to arrange for the training of the Financial Adviser soon 
'after his appointment in one of the Management Train-
ing institutes. 
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2. The ministry of Indultry etc. are requested to bring the 

contents of this office Memorandum to the notice of all undertak-
ings under their control for appropriate action. 

To 

Sdl- P. GOVINDAN NAIR, 

Secretary to the Govt. oj India 
and Director Generat of Bureau 

of Public Enterprise •. 

All MlnistrieslDepartments of the Govt. of India. 
Copy to the Financial Advisers.· 



APPENDIX n. 
(vide reply to recommendation at Sr. No. 19) 

No. 46jAdv. FjBPEi68j5 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
BUREAU OF PuBLIC ENTERPRISES 

New Delhi, the 12th. September, 1968. 
OFFICE MEMORANDUM 

SUBJECT:-FinanciaZ Management in Public Undertakings-Fifteenth 
Report of the Committee on Public Undertakings-Finan­
cial Advisers to attend Board meetings 

The Committee on Public Undertakings in its 15th report have 
observed as under:-

The Committee consider that the issue of instructions (in this 
connection, please refer Ministry of Finance O.M. No. 3 (10) PC\64 
dated 13th June, 1966. (copy enclosed) to the effect that 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 of the undertaking a much needed sense of 
participation in managing the affairs of the undertaking. The Com-
mittee 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 he considers it necessary rather 
than doing it only when asked to do so. 

2. This recommendation has been accepted by Government. The 
Ministry of Industry etc., are requested to bring the above observa-
tions to. the notice of the undertakings under their administrative 
control for necessary action. 

To 

Sdl- P. GOVINDAN NAIR, 

Secretary to the Govt oj India 
and Director General- of Bureau 

of Public Enterprises. 

All MirustrieslDepartments to the Govt. of India. 
Copy to all Financial Advisers. 

-_._.---., 
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Ne. 3(10)-PUI64 
GOVERNMENT OF INDIA 

BUREAU OF PUBLIC ENTERPRISES 

New Delhi, the 13th June, 1966. 

OFFICE MEMORANDUM 

BUBJEer: -52nd Report of the Estimates Committee (Third Lok 
Sabha) on Personnel Policies of Public Undertakings. 

The undersigned is elirected to enclose a copy of the replies fur-
ni.shcd to the Lok Sabha Secretariat in respect of Serial Nos. 12, 28, 
and 29 of the 52nd Report of the Estimates Committee (Third Lok 
Sabha) for information and necessary acti<m. 

)'0 

Sdl- JUGAL KISHORE, 

Under Secretary to the Govt. Of India . 
• 

All Ministries I Departments of the Govt. of India. 

Copy, with enclosures, forwarded to all Finance Representatives 
on Public Undertakings. 

Sdl- JUGAL KISHORE, 
Under Secretary to the Govt. of India. 



Statement showing Action Taken by Govt. on the Recommendations con-
tained in 52nd Report of the Estimates Committee (Third Lok Sabha) on 
Personnel Policies of Public Undertakings. 

-----... -. -----
~I. No. 
m the 
Report 

Reference 
to para Summary of conclusions! 
in the recommendations 
Report 

29 The Committee recommend 
that the desirability of appoint-
ing a full-time Director of 
Finance in all undertakings 
except of course the smaller 
ones, may be examined by 
Government. In their opinion, 
an arrangement under which 
Financial Adviser in a part of 
the organisation would facili-
tate better co-ordinatkn. 
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Governments' reply 

Full-time Director of Finar.ce 
will be appointed, wherever 
it mght be considered neces-
sary, having regard to the 
size, complexity of problems 
etc. of the undertaking and 
other factors in other cases. 
Financial Adviser should 

attend the meetings of tbe 
Boards of Directors. 



APPENDIX X 
(~ reply to recommendations at Sr. Nos. 22 and 23) 

No. F. 1(28) -E (Coord) 157 
MINISTRY OF FINANCE 

DEPARTMENT OF EXPENDITURE 

New Delhi, Dated the 5th July, 1958. 
OFFICE MEMORANDUM 

SV1IJICT: -Financial and accounting arrangements in p1'o;ects. com-
panies and C01'pOr4tionS. 

The undersigned is directed to refer to this Ministry Office 
Memoranda noted in the margin on the subject noted above and to 
state that the suggestion made in those letters were the subject of 
No. 570-E. (Coord) 57 dated discussion with some of the princl-

11·2·57 pal Ministries concerned with Gov· 
No. F. 1 (28)·E.CoordI57 ernment companies and Corpora-

dated 27·5-57 tions. During those discussions 
No. F. 1 (28)-E.CoordI57 agreement was arrived at on most 

dated 1-7-57 points and the substance of that 
agreement is recorded in the succeeding paragraphs. It is requested 
that the measures proposed there may be implemented at an early 
date. 

(1) Para.graph 4 (1) Of the Office Memorandum da.ted 11-2-57 

In this paragraph, there is a provision that "the delegation of 
substantial powers of expenditure to executive organisations will be 
made only where the primary safeguards necessary, viz., the exist-
ence of adequate ftnancial and accounting arrangements and the 
right of the local Finance or Finance-cum-Accounting Oftlcer to 
submit his views for consideration at higher level in cases of major 
differences of opinion exist", tn this connection. it is requested 
that the Managing Directors of the Companies, Corporations etc., 
with which the Ministry of Commerce & Industry etc. are concerned, 
may be informed that all proposals having ftnancial implications 
which are placed before the Board of Directors should as a rule, 
have the concurrence of the Finance Officer attached to the ProJect 
tn case there is any difference of opinion. the views of the Finance 
Oftlcer should also be presented to the Board. 

70 
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(2) Appointment of the Finance and Finance-cum-Accounting 
Officer (Paragraph 4(2) of O.M. dated 11-2-57 and O.M. dated 
1-7-57) 

• 
The proposal that the appointment of Finance or Finance-cum· 

Accounting Officer in each Company or Corporation should be ap-
proved by the Finance Ministry, the appointment being subject to 
review by the Finance Ministry from time to time, has been accept-
ed by other Ministries. In the Office MemoTandum of 1st July, 1957, 
the question whether the Articles of association of the bodies con-
cerned should be amended to provide for the appointment of the 
Financial Adviser in consultation with and subject to the review 
of the Government of India in the Finance Ministry was raised. In 
this connection, it has been pointed out that, in the constitution of 
the Hindustan Steel (P) Ltd. a provision has been made to the 
effect that the President may appoint Financial Advisers and Chief 
Officers for such term and at such remuneration as he may think 
fit and may from time to time remove him or them from office and 
appoint another or others in his or their place or places' vide rele-
vant extracts of the .Articles of Association enclosed. It has been 
agreed that a similar provision should be inC'C1rporated in the consti-
tutions of thc other projects, where at present there is no such 
provision. It is requested that, if there be no objection, steps may 
kindly be taken accordingly and the results intimated to this Minis-
try. In making actual appointments of Financial Advisers and Chief 
Accounts Officers, the Finance Ministry will continue t<1 be consulted 
as hitherto. 
(3) POJragraph 4 (3) of the Office Memorandum dated 11-2-57. 

This paragraph deals with the submission of monthly and quar-
terly reviews to the Government of India by the Finance Officers 
of companies, corporations etc. and the forwarding of copies there-
of to the Secretary to the Ministry of Finance. Certain Ministries 
have raised the question whether such reports should be sent on the 
responsibility of the Finance Officer himself or whether they should 
be submitted through the Board of Directors with their full autho-
rity. The undersigned is directed to state that the Ministry of Fi-
nance would have no objection to' the reports being submitted 
through the Board of Directors, should that be considered neces-
sary. It is requested that suitable steps may be taken for the pre-
paration and prompt supply of the prescribed reports, where thii ia 
not already being done. 

The question as to what changes, if any, should be made in the 
existing forms of reports and in their periodicity is expected to be 
discussed at the forthcoming meeting of Financial Advisers of pro-
jects to be held in August, 1958. 
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(4) Paragraph 5 oJ the Office Menwrandum doted 11-2-57 

The suggestion for the preparation of a self-contained financial 
hand book for each project, has been accepted by all concerned. It 
1, requested that steps may be taken for the early preparation of 
IUCh handbooks. Five copies of the handbook for each project,. 
when ready, may kindly be suppUed to this Ministry. 

(5) Paragraph 6 oj the Office Memorandum dated 11-2-57 

In this paragraph, reference has been made to a proposal that 
all units of the Government of India, including autonomoUs organi-
sations, should be inspected periodically by officers deputed from 
the Ministry of FInance, such inspecting teams including Cost Ac-
counts Oftlcers, where necessary. In this connection, it is clarified 
that it has always been the intention (If the Finance Ministry that 
such inspections, when decided upon, would be arranged only with 
the full knowledge and cooperation of the administrative Ministries. 
Some Ministries have urged that the scope of such inspections 
should not be restricted to financial matters only and should alsa 
cover other aspects such as general efficiency. It has accordingly 
been agreed that the administrative Ministries in cbarge of different 
projecta may themselves initiate action for the appointment of ins-
pection teams at suitable intervals in consultation with the Minis-
try of Finance. 

In this connection, attention is also invited to the Planning 
Commission's Office Memorandum No. Coord (1) 19\57 dated the 
28th February, 1957 regarding the coordination of the work of such 
inspection teams with the work of the Committee on Plan Projects. 

2. In the Articles of Associati<ln of Government owned!control-
led campaniest there is generally, though not variably, a provision 
that any particular matter of importance may be reserved for con-
sideration by Government and not finally decided upon by the 
Board. In all such ems, the d@cisiOn of Govmm@nt Will ~. 
tate the concurrence of the Ministry of Finance. where financial 
impUcations are involved. It is requested that the administrative 
Ministries may examine the existing provisions in the Articles of 
the undertakings with which they are concerned with a view to 
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seeing how far they are adequate from the point of view of finan-
cial control. It is requested that the results of the examination 
may kindly be intimated to the Ministry of Finance as early as 
possible. 

To 

Sdl- N. N. Wanchoo, 
Secretary to the Govt. of India. 

AU MinistrieslDepartments of the Government of India, 
Cabinet Secretariat, Planning Commisskm. 

No. F. 1 (28)-E (Coord) 157. 
(i) All Heads of Divisions in the Department of Expenditure. 
(ii) All attached financial Advisers in I the expenditure 

Department (Civil). 
(iii) Defence Division (AFA) (Coord). 
(iv) Departments of EA and Revenue. 

Sell- K. Sankaran. 
Under Secretary to the Govt. of India. 

ANNEXURE 

E:rtracts from the Articles of Association of the Hindustan Steel 
(Private) Limited. 

••• ••• • •• 
97 (a) The President may appoint General Manager or Mana-

gers or Financial Advisers and Chief Accounts Officers 
for such term and at such remuneration as he may think 
fit and may from time to time remove him or them trom 
Office and appoint another or others in his or their place 
or places. 

(b) Subject to the approval of the President, the Board may 
from time to time entrust to and confer upon a 'General 
Manager or Managers or F. A. and C. A. O. for the time 
being such of the powers as they may think fit and may 
confer such powers for such time and to be exerr.ised for 
such objects and purposes and upon such terms and con~ 
ditions and With such restrictions as they may think ex~ 
pedient and may from time to time, revoke, withdraw, al-
ter or vary all or any of such powers. - ~ . ' .. ,,-. 



APPENDIX Xl 

(triele reply to recommendation at Sr. No. 22 and 23) 
No. 461Adv. FIBPEI6816 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
Bl1RZAt1 OF Ptnn.Ic ENTERPRISES 

New Delhi, the 12th Septembet', 1968 
OFFICE MEMORANDUM 

St1BJJ:CT: -Financial Management in Public UndertaJeings-Fiheenth 
Report of the Committee on Public UndeTtakings-Con­
sultatlon with Finance. 

The Committee on Public Undertakings in its Fifteenth Report 
uve observed a8 under:-

"In order to enable the Financial Adviser discharge, his 
functions effectively it is necessary that he is consulted 
on all matters having a financial bearing even when no 
immediate expenditure Is involved. It will not only keep 
him well posted but also infuse in him a sense of partici-
pation in him. 

The Committee are of the view that whereas in most eases in-
volving financial implications, consultation with finance 
may be suftlc1ent, it is necessary to obtain prior concur-
rence 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 con-
text, the importance of bringing the right attitude on the 
part <If the Chief Executive and the Financial Advbler on 
his part should appreciate that the Financial Adviser has 
a useful contribution to make. The Financial Adviser, 
on hJs part, should 'eel that he has a constructive role to 
play rather than controlling expenditure only." 

14 
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The recommendations of the Committee have been accepted by 
Government. The F.A. should be recognised as principal Adviser 
to the Chief Executive on all financial matters. . In this connection 
attention is also invited to Para 1 (1) of O.M. No. F. (1) 28-E (Coord) I 
67 dated 5th July 1958 wherein it was mentioned that all proposals 
having financial implications which are placed before the Board of 
Directors should as a rule have the concurrence of the finance 
officer attached to the project and that cases where there is any 
difference of opinion, the views of the finance officer shoukl also be 
presented to the Board. 

Sdl- P. GOVINDAN NAIR, 
Secretary to the Gout. Of India and 

DirectoT-General, Bureau of 
Public Enterprisu. 

All Ministries IDepts. of the Govt. of India. 
Copy to Financial Advisers. 



APPENDIX XII 
(vide reply to Recommendation at Sr. No. 25) 

P. GOVlNDAN NAIR 
SECRETARY (EXPENDITURE) 

My dear. 

D.O. No. 46IADV (F) IBPEI68-22 
Govi:RNMEM or INDIA 

MINISTRY OF FINANCE 
BUBEAU or PuBLIC ENTEltPRIsEs 

New Delhi, the 13th November, 1968. 

The Committee on Public Undertakings in its 15th Report on 
Financial Management in Public Undertakings has made the follow-
ing observations with regard to the approval by Parliament of the 
capital ouUay proposed to be made during the financial year on the 
existing pu bUc sector undertakings as well as in respect of new 
ones proposed to be set up. 

Recom. No. 24 

liThe Committee suggest that whenever demands for addi-
tional investment in public undertakings either by way 
of loan or equity, are placed before Parliament, detailed 
up-to-date information about the past investments in such 
undertakings, their achievements and working results 
should be given S<1 that Parliament can exercise more 
efi'ective scrutiny before approving the demands!' 

"So far as new public undertakings are concerned, the Com-
mittee are of the view that prior approval of Parliament 
should be obtained before registering a Government com-
pany as far as possible. Government should also lay 
before Parliament a document giving in detaU the objec-
tives of the proposed undertakings, its expected profit-
ability, financial Gnd other obligations. tt 

'16 
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2. The replies furnished to the Committee are reproduced 

below:-

"The setting up of a new public undertaking is treated as a 
"new service" which means that investment therein is 
made after obtaining Parliament's approval thereto either 
through the annual budget of the coming year Or through 
a supplementary grant during the course of the year. In 
urgent cases, advances from the Contingency Fund are 
taken, but these are recouped by presenting supplement-
ary demands to Parliament in accordance with the Con-
tingency Fund rules. 

While obtaining approval of Parliament through the annual 
budget or supplementary demands, detailed infurmation 
as far as possible on the objectives, scope, capital cost, 
foreign partiCipation if any, profitability and other finan-
cial obligations will be incorporated in the "Notes on 
important Schemes" which are appended to the Volumes 
(Jf Demands for Grants of the Ministries concerned, or in 
the explanations below the supplementary demands as 
the case may be. 

In each Volume, the Demands for Grants of the Ministries 
concerned, a separate section. will be added which will 
specifically contain the list of all "New Service" and 
"New instruments of Service" items included in the 
budget documents relating to public sector undertakings. 
This section will show the details of investment either by 
way of loan or equity in public undertakings indicating 
also the references where full details such as the objec-
tives of the new undertaking, their capital cost, foreign 
participation, financial obligations, profitability etc. are 
given in respect of new service items will also be given 
in the introductory note to the "Supplementary Demands". 

3. In order to give effect to the proposed procedure the following 
may be noted. 

Existillg undertakings.-Alongwith the budget proposal regard-
ing additional investment either in the form of! equity or loans in 
an existing undertaking, a brief write up may be sent to" the Budget 
Division of the Finance Ministry detailing up-to-date infmomation 
on the performanee of th~ und~rtaking, which may int~-4li4 
include: 



(I) The total capital coat the project showing also the expeDdI-
ture iDcurred up-to-date including the utilisation of in-
ternal resources for the purpose. Any likely increase in 
the capital cost may be also indicated. 

(if) The total investment in the undertaking by way of loan 
or equity, showing also the repayment of loans, if any. 

(ill) The physical progress of the construction activities, erec-
tion of plant and machinery, township etc. and the likely 
date of the completion of the project and commencement 
of production. 

(Iv) Informatkm relating to expansions that may have been 
undertaken or are proposed to be undertaken in the imme-
diate future. 

(v) Production achievements in physical terms together with 
a comparison of the level of previous year's production, 
etc. and 

(vi) Dividends, if any declared. 

NEW OR PROPOSED UNDERTAKINGS 

The setting up of new public undertakings is treated as a 'new 
service' which means the investment therein is to be made only 
after obtaining Parliament's approval thereto either through the 
annual budget of the coming year or through a supplementary grant 
during the course of the year. (In urgent cases advances from the 
Contingency Fund are taken, but these are recouped by presenting 
supplementary demands to Parliament in accordance with the Con-
tingency Fund Rules). While obtaining the approval of Parliament 
whether through the annual budget or through supplementary 
demands, it will be necessary to give detailed information in the 
"Notes on important schemes" which are appended to the volumes 
of the "Demands for Grants" of the Ministries concerned or in the 
explanations below the supplementary demands as the case may 
be. In order to incorporate full information in this regard in the 
budget documents, it is requested that alongwith the demands for 
investment either in the form of equity or loan in new public 
undertakings a brief write up may please be sent to the Budget 
Division of the Finance Ministry indicating the information on the 
following points:-

<a) Obiecti~es of the proposed UDd~ng and Us scope; 
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(b) Demand assessment and details of product mix and its 
capacity; 

(c) Location of the undertaking; 

(d) Foreign collaboration, if any; 

(e) Capital cost estimates, together with foreign exchange 
(:omponents; 

(f) '!"he likely dates of completion of project and commence-
ment of production; 

(g) Estimates of Profitability; and likely return on capital 
employed when the project achieves full rated capacity 
production; and 

(h) Cost benefit analysis. 

4. I shall be glad if you will kindly ensure that detailed informa-
tion on the lines suggested above is invariably sent in future to 
the Budget Division of the Finance Ministry alongwith the demands 
for investment in public undertakings for incorporation in the 
BudgetlSupplementary Demands documents. 

1{ours sincerely, 

P. GOVINDAN NAIR. 



APPENDIXxm 
(vide reply to Recommendation at S1. No. 26) 

No. 46IAdv.-FIBPE/68110 
GO\1EIINMENT OF lNDIA 

MINISTRY OF FINANCE 
BUREAU OF PuBuc ENTERPRISES 

New Delhi, the 12th September, 1969. 

OFFICE MEMORANDUM 

St.1BJECT: 15th Report of the Committee on Public Undertakings on 
Financial Management-Equity debt ratio. 

The question of equity debt ratio for financing the projects in 
public sector undertakings has been engaging the attention of the 
Government. In citcular No. 9(28) 19.II161 dated 13th June, 1961, the 
Ministries concerned . with Public sector undertakings were advised 
that unless there were exceptional reasons to the contrary the 
equity debt ratio should be 1: 1. Since then this matter has 
been gone inot by the Committee on Public Undertakings in their 15th 
Report on Financial Management in public undertakings. They have 
recommended that rigidity may be avoided in applying the ratio of 
1: 1 to all public undertakings. If the undertakings made out a strong 
case for a different equity debt ratio, due consideration will be given 
on merits. Since the equity debt ratio has a direct bearing on the 
profitability. the assumptions made in this regard in financing the 
project should be clearly indicated in the feasibility study reports 
and detailed project reports together with the reasons for such as-
-sumptions so that at the time of examining the feasibility report, 
this question may be also gone into and necessary decisions taken. 

"To 

Sdl- P. GOVINDAN NAIR, 
Secretary tp the Government Of India and 

Director General, Bureau of Public Enterprises. 

All Ministries & Departments of the Govt. of India. 

Copy to all FinA!l~ial Advi9m. 
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APPENDIX XIV 
(vide reply to recommendation at Sr. No. 27) 

No. F. 7(5)-W&M!66 
GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 
DEPARTMDIT OF ECONOMIC AFFAms 

New Delhi, the 18th November, 1966. 
OFFICE MEMORANDUM 

SUBJECT: Loans and advances to Industrial Undertakings in the 
Public Sector-Terms and Conditions of-

The undersigned is directed to invite a reference to this Depart-
ment O.M. No. F. 7 (2) !W&M!65 dated the 1st May, 1965 wherein in-
terest rates on loans advanced by the Central Government from 1st 
May, 1965 and general principles governing their terms and condi-
tions were communicated to all Ministries! Departments. These ins-
tructions, which were extended upto 30th September, 1967 vide this 
Department O.M. No. F. 7(4) !W&M!66 dated the 19th September, 
1966, prove that the period of loans to public sector undertakings 
should be restricted to 15 years; that repayments of principal should 
commence after a period to be determined with reference to each 
project, that interest payments should be payable from the first anni-
versary of the drawal of loans and that the loans should be repay-
able in equal annual instalments. 

2. The question of amending the above terms so as to provide an 
incentive to the public sector industrial undertakings to complete 
their projects in time and according to estimates and also to avoid the 
need for further loan assistance to them to meet their interest and re-
payment obligations has been carefully examined. It has been decid-
ed that, in ~upersesion of the earlier instructions referred to in para 
1, the following instructions may be followed by Ministries!Depart-
ments in laying down terms and conditions of loans to projects which 
are yet to commence and for which loans terms have not been decid-
ed and comumnicated as on the date of issue of this MemOrandum 
(whether such projects be for new installations or for expansion of 
existing installations):-

, . 
(i) The terms and conditions of loans should be fixed with re-

ference to the financial pict.ure presented in the approved 

_:. .. 81 



proJect report. Once the pattern is settled, there should be 
no change except with the specific concurrence of the De-
partment of Economic Affairs for reasons to be stated in 
wtlltng. It is, therefore, essential that the financial pro-
jections in the project reports are made with realism. 

(U) The capital requirements of a project should include ade-
quate provision for interest payment on borrowings during 
the period of construction (as specified in the Project Re-
port) . The interest on loans due during the period of cons-
truction will be allowed to be capitalised to the extent (If 
the provision made for this purpose in the appt'oved pro-
ject report. The payment of interest should commence im-
mediately after the construction period is over, in other 
words once the construction period is over there should 
be no capitalisation of interest dues. 

(iii) The present rules regarding the period of moratorium in 
the repayment of principal (which is subject to a maximum 
of 5 years from the date of drawal of the loans and is 
allowed upto 2 years from the date of project going into 
production or in the case of programmes of expansion 
upto 2 years from the date of expanded project coming 
into operation) will no longer apply. In the case of fresh 
loans, the repayment of principal should commence one 
year after the project commences production. Requests 
for further moratorium will be considered only in excep-
tional cases where the project report has specified any 
special circumstances that may necessitate a longer period 
or moratorium and has indicated clearly what staggering 
of repayment would be needed over the necessary break 
period. 

(Iv) The repayment of principal should be made in annual 
equal instalments, the number of instalments being deter-
mined with reference to the financial projections and re-
paying capacity specified in the project report. 

3. Past cases wherein the tenns and conditions of loans have al-
ready been prescribed will not be reopened. 

Sdl- A. G. KRISHN..AN, 
Deputy Secy. to the Goot. of India. 



APPENDIX XV 

(vide reply to recommendation at Sr. No. 28, 29, 32 and 41) 
No. 1942-DPM167 DEPUTY PRIME MINISTER , 

INDIA 
New Delhi, August 3, 1967. 

My dear 

The question of improving the planning of industrial and mining 
projects in the public sector, and of streamlining the procedures for 
examination and sanction in my Ministry. has been engaging my 
attention for some time. The criticisms that have been voiced in 
many quarters, of the low returns earned by public sector plants, 
could have been avoided to a considerable extent if there had been 
a better understanding of the economics of investment proposals at 
the time that approvals were given to them. In accurate and gene-
rally exaggerated estimates of demand, lack of attention to the 
problems of economic location, plant size and product-mix, inade-
quate appreciation of the importance of estimating outlays and in-
comes over time, and the absence of any real analysis of the benefits 
and costs of a project to the economy as a whole, are some of the 
deficiencies in project-planning and appraisal. 

2. With a view to eliminating these deficiencies and ensuring a 
thorough study of all factors relevant to project selection, the Plan-
ning Commission issued a Manual in May 1966 for the preparation 
of Feasibility Studies for industrial projects in the Public Sector. 
The Manual in its final form was issued after discussion with the 
Ministries concerned, and I am informed that there was broad ag-
reement on the need for such studies. 

3. I am sure demand studies, studies of alternative pant-size and 
product-mix, estimates of fixed and operating costs, and of· the 
phasing of investments-and summing up these factors by way of 
profitability and cost-benefit analysis-are essential pre-requisites 
for wise investment decisions. Since all these studies have to be 
undertaken in any case, rather than doing these piecemeal. it should 
be an advantage in every case to pt:'epare a full Feasibility Study 
on the lines indicated in the Manual. Such a Feasibility Study 
would help not only the Administrative Ministry in project selec-

83 
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tion but would also speed up consideration of the project by the 
Finance Ministry, since all the data necessary for an economic ap-
praisal would be available at the same time. 

4. Although the Manual WflS issued more than a year ago, it is 
noticed that project reports which are being received not only do 
not cover the requirements prescribed in the Manual but lack even 
basic essential data. The result would be a repetition of the mis-
takes we have made in the past, apart from the very considerable 
delay that would ensue due to references and cross~references 
between the Ministry of Finance, administrative Ministries, and 
project authorities concerned. I would. therefore. like to underline 
the absolute need for the preparation of proper Feasibility Studies 
as indicated in the Manual-even if it is not possible to adhere strict-
ly to the letter of the Manual. maximum effort should be made in 
this direction. I shall be grateful if you could kindly look into 
this matter personally and impress this need to the officials in your 
Ministry and the project authorities concerned. An Annexure is at-
tached which summarises the main points to be covered in the Fea-
sibility Study. 

5. It is my intention that the Feasibility Study should npnnally 
be the basis on which an investment deciSion can be taken lty ·Gov-
ernment. Prior to the approval of the Study by.the Finance Minis-
try. no expenditure should be incurred on a project other than the 
outlay on preparing the study itself. After an investment decision 
has been taken, and even prior to the preparation of detailed cost 
estimates, if there is urgency, administrative Ministries would be 
able to obtain Finance's clearance to specific items of preliminary ex-
penditure such as land acquisition and the site preparation etc. 
Budget provision for the new project would also normally be made 
only after approval of the Feasibility Study. 

6. The Feasibility Study will be followed by the preparation of 
a detailed project report or of detailed cost estimates based on full 
process design and engineering. Formal expenditure sanction to 
the project as a whole will be given after examination of the detail-
ed project reportldetailed cost estimates. Once such sanction has 
been given. the project authorities can incur expenditure according 
to the approved estimates without further reference to Government. 
At present, it sometimes happens that projects are commenced be-
fore the detailed cost estimates have been approved. In such cases, 
the project authorities are unable to exercise their powerS to sanc-
tion expenditure and have ro come up to Government for approval 
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of individual items. Apart from·the fact that such piecemeal sanc-
tioning defeats the objective of cost control and hinders any overall 
view of the entire project, it also means procedural delays in the 
Administrative and Finance Ministries. 

7. The procedure that I have outlined here for feasibility studies 
and detailed project repots should not only help Government to 
avoid the sort of mistakes in planning projects that have occurred 
so far, but also lessen administrative delays among the various Mi-
nistries. As a corrollary I should like to emphasise that once the 
outline of the sectoral programmes in the Plan are settled, the Mi-
nistries should take up the formulation of projects immediately. As 
soon as there is general agreement with the Planning Commission 
and the Finance Ministry on the need for a project, the a.dministra-
tive Ministry should undertake or commission the preparation of 
feasibility studies. For most of the projects likely to be undertaken 
during the Fourth Plan period, approvals and financial sanctions 
have been issued. For the few projects which remain, it is desir-
able that feasibility studies should be completed, and appraised by 
the Ministry of Finance as soon as possible. On account of the cons-
traint on resources, investment on new projects has had to be slow-
ed down somewhat in. 1966-67 and 1967-68. The shortfall in agri-
cultural production and slowing down of the rate of growth in the 
economy generally make it necessary for us to undertake fresh 
assessments of the demand for most commodities, including capital 
goods. This reassessment of demand should not be restricted to the 
period upto 1970-71, but should be projected forwards beyond the 
Fourth Plan period, to enable Ministries to formulate investment 
projects for the Fifth Plan, on which it may be necessary to under-· 
take some outlay before 1970-71. 

With kind regards, 

Yours faithfully, 
Sdl- MORARJI DESAI. 

Addresses of DPM's letter dated 3rd August, 1967. 

(1) Shri Fakruddin Ali Ahmed, Minister of Industrial Develop-
ment and Company Affairs, New Delhi. 

(2) Shri Asoka Mehta, Minister of Petroleum and Chemicals-
and Planning, New Delhi. 

(3) Prof. V. K. R. V. Rao, Minister of Transport and Shipping, 
New Delhi. .",., ...... on 

(4) Dr. M. Channa Reddy, Minister of Steel, Mines and Metals~ 
New Delhi. 
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(5) Dr. Ram Subhag Singh, Minister of Parliamentary Aftairs 
and Communications, New Delhi. 

(6) Copy to Dr. Dhananjayarao Gadgil. Deputy Chairman, Plan-
ning Commission, New Delhi. 



-m 
ANNEXURE 

MainpointB to be ~d in .. o. Feasibility Report 

1. Demanc! Study 
Requirements as estimated for the 5 years plan period. 
Present and anticipated production. 
Present imports. 
Export potential. 
Price elasticity. 
Pattern and location of demand. 
Time phasing of demand. 

~. TechnicllZ Features 

Process selection. 
Plant size. 

.; .' 
"Raw material reqUirements. 
Product-mix. 

13. Location 

ln relation to raw materials. 
In relation to market. 
Transport, Water supply, power, etc. faCilities available . 
. Alternative locations study and comparative advantages. 
TIetailed site studies undertaken. 

~. Project Estimates (Capital Cost) 

.construction Cost (as at page 112 af the Manual). 
Foreign exchange component ot capital cost, giving details of 
inescapable imports of plant and -machinery. 

:5. Project Estimates (Operating and 'production costs) 
Working capital (as at page 117 of the Manual). 
Direct costs of production, overhead or Indirect costs. 
Depreciation and residual va~ue. 

t6. Profitability and Cash Flow Analysis 

Pages 128 to 130 of the Manual. 
Application of investment criteria. 

V. Cost-Benefit anal.llsis 

.. 



(vide reply to recommendations at Sr. Nos. 28, 29', 32'and 41); 
P. GOVINDAN NAIR 

D.O. No. 3213-5 (IPF) 167. 
FINANCE SECRETARY 

(Insurance & Plan Finance) 
GovBIuoaNT OF INDIA 

MINISTRY OF nNANCE 
New Delhi. the 5th August, 1967:. 

The Deputy Prime Minister has written to your Mmtat1!t sepa--
rately (copy enclosed) on the planning of industrial and mineral 
projects in the public sector, emphasising the need for the prepara-
tion . of adequate feasibility Studies. Mutatis Mutandis his o}jserva-
tions also apply to Central project ih the field oiPower and Trans-· 
port. 

2. My limited purpose in addressing you is to set out the mecha--
nics of consultation with the Finance ~try up to the stage of 
issue of a detailed financial san~tioli for the projeCt. It has been' 
the case that Administrative Ministries hm had to secure clear-
ancea fII10m etfteretlt DepM-tmenta of tfleMl~ of nn..nce before-
a project we. approved. Apart from the time taken in separate-
references, this procedure f.ar seeking clearances lead$ to avoidable-
duplication of eftort and sometimes. results in conffictiilg advice-
being tendered. 

3. It is pt~' to ratibili~ t1ie arrange!nents fOt seeking the-
approftl of the Ministry of J'manee to new projects (including 
major expansion schemes) so that there will be only ON! foeal point" 
In the Finance Ministry for reference at each stage of a project .. 
Broadly. the Ita.. prier to' t*nt ebftStNdtfOil' Ift:-

(1) Projfet fibnllTallOn on the basis of tlie- FiVe Year Plan~ 
(t) PrepliialJen of Ii pnmminary pfojei:t repCitt or feasibility 

study. 
(3) Preparation of 8' detatted project report: 

.. The first stage-of plADDb\I or proJect ~a~gins 
usually with sectoral mu:u. for the Five Year PlIIl; and' shoulcf 
end with the commissioning of one or more. Fesibility Studies.. 

\ 
.\. 
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Besides the Administrative Ministry (which Should take the initia-
tive), the Planning Commission and the Finance Ministry are alSo 
vitally concerned with this initial stage of con.sideration, when the 
need for additional investment in the public sector has to be 
established, and the scope for such investment is determined in 
broad terms. The Departments of Expenditure and Economic 
Affairs in the FiIian,ce Ministry both being concerned with project 
formulation, it has been arranged that a joint unit will be function-
ing for this purpose in the Ministry, under my charge, consisting 
of the Joint Secretary in Economic Affairs (at present Shri Ajit 
Mazoomdar) and the Director (Capital Budget) in the Department 
of Expenditure (at present Shri R. Ganapati). I would request that 
Shri Ajit M82ldoiIidar, or ih his absence Shri Ganapati, may be asso-
ciated as a representative of the Finance Ministry, in all discussions 
preliminary studies etc., undertaken by your Ministry at the plan-
ning stage of new projects. When it is decided that a Feasibility 
Study is to be commiSSioned, the approval of your Financial Advi-
ser has to be sought for the expenditure involved. 

5. When the Preliminary Project Report or Feasibility Study has 
been prepared, on the lines indicated in the Planning Commission's 
manual entitled "Feasibility Studies for Public Sector Projects", it 
should be referred (enclosing at least four copies) to your Financial 
Adviser. From this stage onwards, the Financial Adviser will be 
the focal point for all references and he will be responsible for 
arranging such consultations as may be necessary with his colleagues 
in other parts of the Finance Ministry, including the Bureau of 
Public Enterprises and the Department of Economic Affairs. The 
Financial Adviser will then indicate to you the considered view of 
the Finance Ministry as a whole on the investment proposal. We 
shall try to set a time limit to the consideration of Feasibility 
Studies in this Ministry. 

6. If at this stage particular sources of external credit have to 
be explored for financing the project in question, the Department 
of Economic Affairs, in the appropriate division, should be consulted, 
keeping the Financial Adviser informed. 

7. When a Feasibility Study has been accepted, and the invest-
ment approved in prinCiple, the further action which will follow 
will be-

(i) Commissioning of a Detailed Project Report or prepara-
tion of detailed engineering designs and cost estimates. 

(ii) Sanction to preliminary expenditure. 



(ill) Initial budget provision. -. 
Your Financial Adviser will continue to be the sole paint of refer-
ence at the stages following the investment approval. It will be 
for him to consult the Bureau or any other agency, while scrutinis-
ing the DPR or detailed cost estimates. The Financial Adviser will 
be responsible for conveying to you the view of this Ministry as 
a while so far as the detailed estimates are concerned. 

8. I hope this procedure will meet with your approval, and that 
you will ensure that the stages are understood by your officers. 

Yours sUlcerely, 
P. GOVINDAN NAIR. 



APPENDIX XVB 

(vide reply to recommendati<ms at Sr. Nos. 30 and 31) 

No. 38791Js (AM) 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(DEPARTMENT OF COORDINATION) 

New Delhi, the 7th October, 1965. 

OFFICE MEMORANDUM 

SUBJECT: -Early preparation of project reports; avoidance of change 
in the scope Of projects at a late stage; necessity of pre­
paration of reasonably accurate financial estimates and 
time tables of progress. 

While examining the causes far delays in aid utilisation in the 
public sector the Committee on utilisation of external assistance 
under the chairmanship of Dr. V. K. R. V. Rao emphasized the need 
for early preparations of project reports for each project considered 
to be prima facie feasible observing that a major cause of delay had 
been the change in the scope of the projects at late stage, they 
recommended that such changes should be avoided. They also 
recommended that the project should prepare reasonably accurate 
overall financial estimates in advance and that a suitable time-table 
should also be prepared at the start, against which progress should 
be measured. Government have accepted these recommendations. 
The Ministry of Industry etc. are accordingly requested to ensure 
that: 

'f 

1 

(a) once the prima facie feasibility of the project is estab-
lished the preparation of the detailed project reports 
should be completed without undue delay, 

(b) there is sufficient advance planning of projects with 
preparation of reasonably accurate overall financial esti-
mates which would o~viate the need for frequent revision 
of estimates once sanctioned; 
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(C) A suitable time table is also prepared by the projeet 
authorities at the start and furnished to the Ministries 
concerned so that th,e pr9g~.s, of implementation could 
be watched and measured.";·· . " 

All the Ministries of Govt. of India. 

Sdl- AJIT MOZOOMDAR, 
Joint Secreta1'Y. 



~xvm 

:(vide r,eply to 'r~coIIlmen4ations at Sr. Nqs. ~6 ~,37) 

No. 46IAdv.;FIBPE [68 1,7 
GOVEllNl\otENT CDF ~ 

MINISTRY OF FINANCE 
,(BuREAU OF PuBLIC ENTERPRISES) 

New Delhi, the 12th September. 1968. 

DFFICEMEMORANDUM 

:SUBJECT: -FinancialM anage ment in Pub lie U nde11akings-Fifteenth 
Report of the Commtttee on Public Undertakings-Study 
to determine under utilisation of capacity and fixation of 
staff strength. 

The Committee on Public Undertakings in its fifteenth report 
!lave observed as under:-

«As regards under-utilisation of capacity, the Committee sug-
gest that each undertaking should immediately carry out 
study for determining the ex.teBt 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 sueR study to Government. Govern-
ment shottld keep a watch over its implementation and , 
also provide such help as might be necessary to the under-
takings. In future, where there is under utilisation of 
capacity, such study sh<Yuld 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 a category of undertakings with sur-
plus staff is ever on the increase. The Committee have 
come to the conc1usion that assessment of staff made by 
the undertakings themselves is usually on the high side. 
Assessment maybe made by specialised agencies. After 
'such fixation of staff strength, increase in any category 
should only be anowed 0n the basis of increase in pro-
duction." 
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2. The recommendations of the Committee have been. accepted 
by Government. The Mnistry of Industry etc., are requested to 
advise the undertakings under their control to (i) determine the 
extent of idle capacity in their respective undertakings, the reasons 
therefore and the remedial measures required and Oi) have assess-
ment of staff strength by specialised agencies and determine the 
extent of surplus staff. 

3. It is also reques1ed that the Bureau· may be informed of the 
findings of such studies. in due course. 

Sdl- P. GOVINDAN NAIR~ 
Secretary to the Gcwt. of India 

, Director'-General of Bureau 01 
P'lLhlic Ent~l~ 



- APPENDIX XIX 
(vide reply to recommendation at Sr. No. 38)' 

No. 156-Adv(c) ICir-30168 
GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(DEPARTMENT OF EXPENDITURE) 

BUREAU OF PuBLIC ENTERPRISES 

Dated, New Delhi, the 22nd January, 1968: 

OFFICE MEMORANDUM 

SUBJECT: -Agency jor execution oj construction works in the Publio 
Sector Projects. 

The selection of a suitable construction agency by the Public:, 
SecOOT Undertakings has an important hearing on the proper execu--
tion of civil work:; economically and according to schedule. Th~ 

practice that has been obtaining hitherto in the Public Sector Under-
takings is that the undertakings had either to resort to setting up 
their own elaborate engineering/architectural organisations, and/or 
engage private architects for execution of civil works. 

2. In view of the limited period of the construction phase in the, 
public sector projects, it is difficult to get well-qualified and suitable 
persons of the right calibre to man the architectural/engineering 
organisations. The projects which set up their own organisations 
were subsequently faced with the problem af retrenchment of' 
nearly 80 per cent of their staff after the construction phase was 
over. In cases where private architects are engaged, the services 
rendered' by them are limited. As such, the main burden regarding-
selection of suitable site, carrying out of surveys, preparation of' 
preliminary and detailed estimates, procurement of stores, execu-
tion of works, payment to contrac1x:1rs, maintenance of accounts and' 
satisfying audit etc., still vest in the undertakings in so far as the 
construction works are concerned, thus detracting the management 
from their main objective of overall co-ordination of various items. 
cf works, personnel management and production plan.niI1g. 

3. It would be very desirable tnerefore if a responSible and weU-
established organisation can be utilised to undertake the execution' 
of construction works and all its connected problems, and work: 

9S 



"under the overall direction of the management. The Ministry of 
Works, Housing " Supply have intimated that the CPWD is now 

.in a position to undertake.such civil construction works all over 

.India. The. ~t~c!led noted ~ves de~iled i~~OI'l on the various 
types ot services that can be had from the CPWD and which are 

.not usually available with any other agency. If would be observed 
from the note that Public Sector Undertakings stand to benefit to 

.a considerable exte~t ~y ~tru~ting their civil construction works 
to the CPWD and would also b~ £fee from t~~ problems referred 

,to in para 2 above. In the m~tter of cost also, CPWD charges would 
· appear to be favourable, if note is taken <1f ali the services rendered 
by them 1ll1~ the overall cost, which an undertaking would have to 
incur on such services normally. This is because of the fact that 
CPWD charges are based on actuals without any profit element. 
The need of haviIlg to set HP ~ elab~xate \ ~f{in~gaJ)d archi-

· tectural organisation and consequent pml>lfnn of Z'4trenchment 
would also be obviated. All that would. be needed in the ~der­
ta~H is a ,1'ecAnic~ Liaison Officer at an approPtiate level. 'Th;e 

· CPWI> i,i JHlepal'ed tp spare the services of a suitable officer for 
this purpp.e also. It would thus appear that it would be in t!le 
,overa~ interest of Public Sector Undertakings to entrust civil cons-
truction w~ks to the CPWD. 

4. The Ministry of Ind4Stri~ ~velopment and Company Aftairs, 
etc., are kindly' requested to bring this to the nptice of the public 

. sector underta~gs under their control. . 

Sdl- P. GOVINDAN NAm, 
Secretary to the GO'Vernment of 

India and Directot~Gelleral, 

Bureau Of Publ\C .Enterprise •• 

All l\linia~es/l;)epartments of the Government of India. 
All FAs in the Deptt. of Expenditure. 



~j»~~.~ 
(~j9£. ~~ply ~ ~dati~at Sr. No. 39) 

No. 46/Adv. (Fin) /BPE/68/17 

GOVERNMENT OF INDIA 

lAmJs~'Y qF ~4N.QE 
(~~u 9F.Pu8LIC UNDERUXINGB) 

New Delhi, the 18th September, 1968. 

OFFJGE MEMORANDUM 

~~: -Com,!!"i~tee on P1.'blic Undertakings-15th Report on Fin-
, nancial ~a.nage7rJ.~nt in Public Undertakings-Employer­

employee relaii'ons. 

The COIWP~\tee ~ f:4.pli;c,nV4e~ w.Yl,irU)~~ :~epprt on 
Finand cial Management in Public l!ll~~~~~qp ~V~ 9~~:p,".c;d as 
un er:- . 

"Labour relations is a delicate subject and has to be handled 
with care. Judging by the number of undertakings which 

have been affeeted by labour trouble, it is obvious that 
there is need for coordinated effort in this regard. The 
Committee recommend that a study should be made of 
the reasons for labour trouble in various public under-

takings and the steps taken to remedy the situation and 
improve labour-management relations." 

2. The Government of India have always been attaching a great 
deal of importance to labour-management relations in public sector 
undertakingS. The recommendations of the Parliamentary Commit-
tee such as the Estimates Committee and Tripartite Conferences and 
the meetings of Heads of Public Undertakings have been carefully 
considered and suitable action taken to effect improvement in indus-
trial relations in the public sector. The Industrial Relations' Ma-
chinery in the States as well as at the centre have been endeavour-
ing to promote harmonious industrial relations either through the 
process of law or through the voluntary instruments like the code 
of Discipline. Besides, the Implementation and Evaluation Division 
in Department of Labour and Employment Conducts Case studies of 
.the industrial relations and implementation of labour laws in t.he 
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public sector undertakings; such studies are proposed to be under-
taken in each public sector unit once in three years. The reports. 
on the studies are sent to the admi.nistrative Ministries and the 
managements so that corrective action, wherever necessary, could 
be taken up by the managements concerned. The concerned State 
Governments are also requested to ensure that ~h corrective action 
is taken. 

3. The Ministry of Industrial Development and Company Affairs 
etc. are requested to bring to the notice of Heads of Public Sector 
Undertakings under their charge the contents of this O.M. for suita-
ble action in the matter. 

To 

Sdl- P. GOVINDAN NAIR, 
SecrfttaTy to the G01>e1'nment of 

India and DiTectoT-GeneTcU,. 
BUTeau Of Public Enterprises.-

All Ministries I Departments of Government of India. 
Copy to Financial Advisers. 



APPENDIX XXI 

(Vide reply to recommendation at Sr. No. 42) 

No. 46IAdv-FIBPEI6818 

GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(BUREAU OF Pum.IC ENTERPRISES) 

New Delhi. the 12th September, 1968. 

OFFICE MEMORANDUM 

SUBJECT: -Financial Management in Public Undertakings-Fifteenth 
Report of the Commititee on Public Undertakings-Exhibi­
tion of Capital outlay on First Phase and expansion Pro­
jects. 

The Committee on Public Undertakings in its fifteenth report 
have observed as under:-

"The Committee feel that it is in the interest of each under-
taking to know the investment and return from each of ita 
projects and phases thereof. If this information is not 
available. adverse trends in the working of the :first phase 
would go unnoticed. Even if separate accounts are not 
maintained. the undertakings should allocate the expendi-
ture 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 Hin-
dustan Steel Ltd., and it should be possible for the. other 
undertakings also to do the same." 

2. It has been decided by Government that in respect of· multi 
unit undertakings Profit and Loss Accounts and Balance Sheets be 
prepared separately for each unit by allocating the common expen-
diture on an equitable basis. 
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Ie The Ministry of Industry etc. are requested to bring the COD ... 
tents of the O.M. to the notice of all undertakings for their com-
pllance. 

To 

Sdl- P. GOVINDAN NAIR, 
Secretaty to the Government of 

Indid and Director-General, 
Bureau of Public Ent.erpriBes .. 

All MinistrieslDepartirients of Government of India. 
Copy to Financial Advisers. 



APPENDIX XXII 

(Vide reply to recommendation at Sr. No. 43) 
No. 46/Adv-F!BPE/68/9 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(BUREAU OF PUBLIC EN'l'ERPRISES) 

New Delhi, the 12th September, 1961t 
OFFICE MEMORANDUM 

SUBJECT: -Committee on Public Undertakings Fifteenth Report on 
Financial Management in Public Undertakings--Quarterly 
Profit and Loss Accounts and Balance Sheets. 

The Committee on Public Undertakings in their 15th Report on 
Financial Management in the Public Undertakings have observed 
as under:-

"The Committee consider that preparation of periodical profit 
arid loss accounts should be considered as one of the main 
:f\.mc!ions of the Financial Divisions. They accordingly 
recorrin1end that all undertakings should prepare such 
statemehts at least quarterly, beca~e only th~n it will be' 
possible for the m~gement to know the operational re--
suIts in time arid effect adjustments as might be necessary' 
for improving the operational ~sulis." 

2. The Government has accepted the recommendation and it is: 
necessary for the undertaking to prepare a quarterly profit and loss-
account, balance sheet and cost data to enable the Management 1;0. 
review the perfonnance of the undertaking so that necessary tim&--
ly remedial measures are taken. 

3. The Ministry of Industry etC. are requested to bring the con-
tents of this O.M. to the notice of the undertakings under their con;.. 
trol for necessary compliance. 

To 

Sdl- P. GOVINDAN NAIR~ 
Secretary to the Government of 

India and Director-General~ 
Bureau Of Public Enterprises. 

All MinistrteslDepartments of Government ()f lIidia. 
Copy to Financial Advisers. 
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APPENDIX xxm 
No. 46IAdv-FIBPEI68I11 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(B'UUAl1 OF PuBLIC ENTERPRISJ'S) 

New Drihi, the 12th September, 1968. 

OFFICE MEMORANDUM 

, l 

:StTB.1ECT:-Financial Management in Public Undertakings-15th Re-
port of the Committee on Public Undertakings-Pro;ected pro­
fit and 10" account and balance sheet. 

The Committee on Public Undertakings have suggested that pro-
.jected statements are necessary for proper planning of operations 
of an undertaking. At present some undertakings are preparing 
projected profit and loss account and balance sheet for a period of 
5-10 years. Such projected profit and loss account and other state-
ments 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 variations 
which would render close estimates of the profitability forecast 
difficult. But this factor should not deter the undertakings from 
making as accurate estimate as possible. 

2. The Ministry of Industry etc. are requested to advise the un-
-dertakings under their control to prepare projected profit and loss 
-account and balance sheet for atleast a period of five years and re-
view the same each year in the light of experience gained during the 
previous year. 

To 

Sdl- P. GOVINDAN NAIR, 
Secretary to the Government of 

India and Director-Gene!'cU, 
Bureau of Public Enterprise,. 

All Ministries/Departments of Government of India, 
Copy to Financial Advisers. 
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D~ar Sh.ri, 

APPENDIX XXIV 

(vide reply to recommendation at Sr. No. 46) 
D.O. No. BPE1(14)-Adv. Fin.167 

GOVERNMENT ~ INDIA 

MINISTRY OF FINANCE 
DEPARTMENT OF EXPENDITURE 

:!;3.uEAU OF PUBLIC ENTERPRISES 

New Delhi, the 20th December, 1968. 

'SU&1ECT: -Dividend policy. 

With a view to enable the undertakings to edopt a sound policy 
towards the appropriation (i)f profits and declaration of dividends 

• • p ., , 

.certain guidelines were, presciibed in ,my letter of even number 
dated the 19th JantlaI'Y, 1968. This question has been recently exa-
mined by the Committee on Public Undertakings and they have 
made the following observations in their 15th Report on Financial 
'Management in Public Undertakings:-

"The Committee feel that unless the maximum percentage of 
profit that can be utilised for building up internal resour-
ces is laid dGlwn, dividends may not be declared far years 
despite profits. The Committee, therefore, recommend that 
the maximum percentage of profit that ca.n be utilised for 
building up internal resources should be indicated so that 
minimum portion of the surplus is declared as dividend." 

While in the context of the wide variety of situation presented by 
the public sector complex it may not be desirable to prescribe any 
hard and fast rule about the percentage of the dividend to be declar-
-ed (or) the profits to be appropriated to the reserves; all, the same 
Government attaches a great importance to the spirit behind the 
observations made by the Committee and would like that atleast a 
mfuimum portion of the surplus is invariably utilised for the decla-
mtion of dividends. Within the framework of the guidelines con-
veyed in earlier letter referred to above, Government representa-
tives on the Board may be requested to ensure that the interest of 
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the Government as a shareholder is fully kept in view by the- Boardi 
of Directors at the time of considering the: appropriation of profits. 
towards internal resources and for declaration of dividends. 

2. I shall be grateful if the contents of this em:ular are kindly 
brought to the notice of all officers of your ministry serving on th~ 
Boards of Pubilc enterprises. The nominees of the Finance Minis-
try serving on the Boards of public enterprises are also being ins-
tructed accordingly. 

Yours sincerely. 

Sd1- P: GOVIND'AN NAIR,.. 
Secretary to the Government of India and Director-General,. 

Bureau of. PUf)lic Ent.erpri8es. 

To 

All secretaries concerned with. management of Public Under-
takings. 

Copy to: 
Financial Advisers. 



APPENDIX XXV 

(vide reply to recommendation at Sr. No. 47) 

No. 461Adv.FIBPE168120 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

BUEAU OF PUBLIC ENTERPRISES 

New Delhi, the 1st November, 1968. 

OFFICE MEMORANDUM 

SUBJECT: -Financial Management in Pu.blic Undertakings-15th 
&eport of the Committee on Pu.blic Undertakings-Pre­
paring Detailed Budget Estimates. 

The Committee on Public Undertakings in their 15th Report on 
Financial Management in Public Undertakings have observed as 
under:-

"A view was expressed that there should be a specific instruc-
tion 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 Gov-
ernment should make it obligatory for undertakings to 
prepare detailed budget estimates." 

The above recommendation has been accepted. While the need 
for preparing detailed budget estimates had been impressed upon 
the undertakings and most of them prepare such budget estimates 
every year for all items of work to be undertaken in that year; it is 
now being made obligatory on the Public Undertakings to ensure 
that such detailed budget estimates are prepared. The undertakings 
are advised to ensure that these obligations are carried out either 
by amending the Articles of Association of the Company or by 
such other method as may be necessary. 

lOS . ~-... 
, J ".1' . . 
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The Ministries concerned with Public Enterprises are advised to 
laue necessary instructions to all undertakings under their control 
in this regard. 

To 

Sdl· P. GOVINDAN NAIR 
Secretary to the Govt. oj India and Director General, 

Bureau of Public Enterprises. 

All Ministries! Departments to the Government of India. Copy 
to the Financial Advisers. 



APPENDIX XXVI 

(vide reply to recommendation at Sr. Nos. 48 & 57) 
No. BPE/l (2) / Adv-Fin./68 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(DEPARTMENT OF ExPENDITURE) 
(BUREAU OF PUBLIC ENTERPRISES) 

Dated New Delhi. the 1st March. 1968. 

OFFICE MEMORANDUM 

SUB. Budgetary control in Public Undertakings. 

An effective mechanism of financiai management and c~trol can 
be built up only on a sound comprehensiVe budgetary system. 
Budgeting inter alia includes planning and preparation of both 
physical and financial targets; appraisal and reporting. Budgeting is 
essentially Q managerial process and it should not be looked upon 
solely as an instrument prOviding a basic for obtaining funds or 
providing a ceiling for expenditure by those who are authorised to 
spend. The budget in case of public undertakings is a plan covering 
all phases of operation and a programme of action for a definite 
period in the future. It enables the management to review the 
actual performance as compared with the promise and intentions. 

2. In case of industrial and commercial public undertakings, it is 
desirable to have a comprehensive budget to embrace the entire 
organisation to cover all the activities. The -budgets prepared by 
the public undertakings may be divided as follows:-

(i) Revenu.e budgets-Budget of Income and Expenditure of 
Revenue Account. 

(ii) C4'I'fItaZ ea-penditurebudget.-Budgets covering proposals 
of-acquisitiO!1 and disposal of fixed assets including sour-ees 
from which BUcll expeDditure -is expectecl to be financed. 

(ill) Cash budgets.-Cash receipts and disbursements in a 
given period. 
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(i) Revenue Budget.-The Revenue Budget should be treated as 
a plan for the formulation of policies and for laying down the ex-
pected standard of performance. It should be prepared in a form 
which is intelligible to those who examine or approve the estimates 
and to those who utilise it as a standard for judging performance as 
compared to estimates. 

The Revenue Budget should be composed of 

(a) Sales and Income Budget. 

(b) Production budget showing separate schedules of: 

(i) Inventories. 

(li) Materials reqUirements or purchases. 

(iii) Manpower requirements. 

(iv) Manufacturing expenses (such as power, fuel, water 
services etc.) 

(v) Overhead estimates indicating plant maintenance, de-
preciation etc. 

(c) Research and Development estimates. 

(b) Production budget showing separate schedules of: 

(i) Interest on loan and working capital. 

(li) Township and welfare expenditure. 

(W) Establishment expenses. 

(iv) General Office and Miscellaneous Expeneses. 

(e) Selling costs. 

The budgetary process should be a two-way process, the submis-
sion upwards of estimates for different units and the transmission 
downwards of provisions decided upon at higher levels. Once the 
budget is made the provision should be treated as firm but not fixed. 
A certain amount of flexibility should be built in the budget process 
to enable the modifications of budget provisions during its currency. 
The flgures of actual performance would be compared with those 
estimated in the budget at periodical intervals preferably at the 
end of each quam!'. 

(ii) The Capital Budget.-The Ministries some time back were ad-
vised that detailed feasfbility reports should be prepared which 
should contain both technical assessment and economic viability of 
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tthe pr~jects. In this -connection attention was invited to the Manual 
.issued by the Planning Commission on the preparation of feasibility 
studies for industrial projects in public sector. They were also' 
..advised that major changes _in the scope of the projects at a later 
.stage should be avoided and that reasonably accurate overall financial 
.estimates and _a suitable time-table should be prepared at the com-
.mencement of the project against which the actual progress could 
.be measured. The feasibility -study should normally be the basis 
on which the approval for the capital budget is to be based. Within 
the framework of the overall capital budget the annual budget for 

.capital expenditure maybe prepared. The actual results should be 
,periodically compared with the budget with a view to determine 
whether there has been any delay in the progress of work and 
'whether the expenditure incurred commensurate with the progress 
-achieved. Wherever necessary remedial measures to avoid delays 
-and increase in coots -be taken. 

(iii) CaSh Budget.-The Cash Budget is an integral part of a com-
prehensive budgetary system. It enables a balance to be maintained 
'between the available cash and cash demanding activities and con-
-gists of two parts -viz:-

(i) Forecasts ofeash receipts; and 

(ii) Forecasts of cash disbursements. 

The cash Budget enables the assessment of working capital 
requirements and the ways and means position of an undertaking. 

Appraisal and Reporting.-One of the important object of a com-
-prehensive budgetary system is -that the actuals should be compared 
with the budgeted figures at periodical intervals and variations 
ascertained. The expenditure budgets in general may be reviewed 
at least twice a year so that the management may be apprised of 
how expepditure is progresSing and may make wherever necessary, 
modifications before the end of the year. It is suggested that the 
profit and loss account and th~ Balance Sheet of an undertaking 
-should be prepared every quarter and placed before tl).e Board of 
Directors for their perusal. 

2. Apart from comparing the financial figures the physical targets 
-should be also compared monthlylquarterly and the reasons for the 
variations be gone into carefully. Similarly the sales figure needs 
to be reviewed every year. It is suggested that the cost of produc-
tion statements should be prepared every month I quarter and 
-checked with the standards assumed at the time of preparation of 
the budget, -and 'fhecauses of variations investigated in detail. 
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Budget Manual.-It is requested that publicunder'takingls may 
be requeste4 to compile a comprehensive Budget Manual to include: 
the forms for compiling the basic information necessary for the 
preparation of a budget, time schedule indicating all stages from. 
the start of budget preparation to its approval, the :tesponsibility I 
cost centres. financial powers related to budgetary levels and the 
constitution and functions of the Budget Committee. The Budget 
Manual may also give details Of periodical budgetary reViews for 
exercising budgetary control. The reporting procedures and the 
channel of communications between 1!he varioUS levels Of manage-
ment may be also indicated in the manual. In the preparation of 
the Budget Manual the Bureau of Public Enterprises will ~ able' 
to assist the undertakings as it may be deemed necessary· 

There should be close link between the budget heads and finan-
cial and cost accounting heads so that the reconciliation of the-
figures between the budget and the financial and cost accounts at 
periodical interval. is easy. 

It is requested that a comprehensive budgetary system may be 
adopted by all industrial and commercial undertakings as early as 
possible in the organisations. The Bureau of Public Enterprises 
may be informed of the acl:ion taken in this regard. The Ministry 
of Industrial Development and Company Affairs etc. are requested 
to bring the contents of this Office Memorandum to the notice of 
all public undertakings under their administrative control for neces-
sary action. 

Sdl P. GOVINDAN NAIR, 
Secretary to the Govermnent of IMia and Di.,.ector­

General, Bureau of Public Enterprises. 

All Ministries!Departments of the Government of India. Copy 
to all Financial Advisers in the Department of Expenditure. 



APPENDIX XXVII 

(Vide reply to recommendation at Sr. No. 49) 

No. 461Adv. (Fin) IBPEI68118 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(BUREAU OF PUBLIC ENTERPRISES) 

New Delhi, the 18th September, 1968 

OFFICE MEMORANDUM 

SUBJECT: Committee on Public Undertakings-15th Report on 
Financial Management in Public Undertakings-Study of 
Budget Variations . 

. 
The Committee on Public Undertakings in their 15th Report on 

Financial Management in Public Sector Undertakings have made the 
following observations:-

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

2. The above recommendation has been accepted. The advantage 
af having the analysis made by section other than that responsible 
for budget preparation is that it would be more effective and inde-
pendent. All Public Undertakings are advised to keep the. above 
observations of the Committee in view while deciding the agency 
to analyse the reasons for variations between budget estimates and 
actuals. 

3. The Ministry of Industrial Development and Company Affairs 
etc. are requested to bring the cantents of this O.M. to the notice of 
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;.all UDdertakiDp under their control for necessary action in the 
,matter. 

"To 

Sd/- P. GOVINDAN NAIR, 

SecntaT'JI to the Government Of India and Director-GeneraZ, 
Bureau of Public Enterprise.. 

All Ministries/Departments to the Government of India. 

.Copy to Financial Advisers. 



APPENDIX XXVID 

(Vide reply to recommendation at Sr. No. 50) 

No. 46/Adv. 9 Fin.fBPE/68fI9 

GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(BUREAU OF PUBLIC ENTERPRISES 

New Delhi, 18th September, 1968. 

OFFICE MEMORANDUM 

:St1BJECT: -Committee on Public Undertakings-15th Report on 
Financial Management in Public Undertakings-Budget 
Estimates. 

The Committee on Public Undertakings in their 15th Report on 
Financial Management in Public UndertakingS have made the follow-
ing observations:-

''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 by persons with first hand 
knowledge. Moreover, the units will feel more responsible 
for adhering to 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 approv-
ed by the Board of Directors at the Head Office." 

2. The above recommendation is accepted. It has been brought to 
the notice of Government that in respect of some multi·unit under-
takings the budget estimates for the constituent units are at present 
not being prepared separately by the units themselves. The Min-
istries concerned are requested to advise all public undertakings 

-under their control to ensure "hat the budget estimates for the 
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constituent units are prepared separately by the respective units themselves and the same be placed before Head Office and the Board af Directors for consideration and approval. 

Sd/- GOVINDAN NAIR, 
Secretary to the GoveTnmem of India aM Director-General, Bureau 

of Public Enterp7'ises. 

To 

All Ministries/Departments to the Government of India. 
Copy to Financial Advisers. 



To 

A.PP~a: XXIX 
No. Pr. C. 7(1)-61 

GoVERNMENT OF INDIA 

MINISTRY OF COMMERCE & INDUSTRY 
New Delhi, the 16th May, 1962. 

.",~ 

The Chairman/Managing Directors of Public Sector Undertakings 
(as listed in the Annexure). 

SUBJECT: Delef/.ation of powers to Board Of Directors, to incur capital 
expenditure. 

Dear Sir, 

In pursuance of the decision of Government on the recommenda-
tions of the V. K. Krishna Menon Committee the existing procedure 
under which the Boards of Du-eCbars of Companies have to reserve 
for the decision of the Central Government any programme of capital 
expenditw'e exceeding certain specified limits (as have been laid 
down in the respective Articles of AssoCiation) aas been reviewed. 
In order W provide for expeditious execution of works and schemes 
by the Government CompaniE;!s it has been decided that the Boards 
of Directors of Government undertakings may be delegated powers 
to sanction capital expenditure in cases where Detailed Project Re-
ports have been J?repared with estimates cf different component 
parts of the Project and where such Project Reports have been 
approved by Government. In such cases it will ordinarily not be 
necessary for the Boards of Directors to obtain Government's sanc-
tion to the incurrence cf capital expenditure. In the case of variation 
in approved estimates which are not more than 10 per cent for any 
particular component part the Board of Directors would also be 
authorised to proceed with the work without further reference to 
Government provided there is no substantial variatio~ in the scope 
of the project. The aforesaid delegation will also cover invitation 
to and acceptance cf tenders relating to" works included in the 
Detailed Project Report. 

2. It would thus be appreciated that the early preparation of a 
detailed Project Report will greatly facilitate the execution and 
implementation of a Project. It is, however, recognised that some 
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works may have to be taken up in advance of the preparati<1n of 8, 
Detailed Project Report or otherwise as individual works. To 
facilitate this the existing powers of the Boards of Directors to incur· 
capital expenditure have been reviewed and enhanced as !>er Annex-
ure to this letter. The Boards of Directo'rs may authorise, without 
prior reference to Government the incurrence of capital expenditure 
within these limits on works and· schemes coming within the approved 
objectives of an undertaking. 

A monthly statement of capital expenditure sanctioned in this 
manner should be furnished to G<1vernment for their infonnation. 

Yours faithfully, 

Sd/- S. RANGANATHAN, 
SeCTetary ~ 

Copy forwarded for information to:-

1. The Ministries of the Government of India concerned with, 
public sector undertakings. 

2. All the Industries Sections concerned with public sector 
undertakings, in the Ministry of Commerce and Industry. 

3. The Ministry of Finance (C&I Division) with reference to-
their Diary No. FA(C&I) Office No. 1148162 dated 21st 
April, 1962. 

Sd/- J. C. ELING, 
Under SeCTetary~ 



ANNEXU RE TO APPEND1X XX1X 

S.No. Name of Undertakings Power of Board 
of Directors to 

sanction capital1 
expenditure 

Rs. in Lakhs 
'r. Heavy Electricals LimIted. 

'1 2. Heavy Engineering Corpn. Ltd. 
3· FertIliZer OJrpn. of India Ltd. JRs. 50 Lakhs. 4· Indian Drugs & Pharmaceuticals Ltd. 
5 Hindustan Organic Chemicals 
6. Rehabilitation Industries Corpn. Ltd. 

7. Hindustan Photo Films Manufacturing Co. Ltd. 1 
8. Hindustan Machine Tools Ltd. 

t·25LakhS. 9· Hindustan Antibiotics Ltd. 
10. National Newsprint and Paper Mills 1. td. 
II. Hindustan Cables Ltd. 
12. National Instruments Ltd. 

13 Hindustan Insecticides Ltd. 
} Rs. 10 lakhs. 14· Hindustan Salt Co. Ltd. 

IS· Praga Tools Corpn. Ltd. 

16. Nahan Foundry Limited. Rs. Ilakh. 
._--

[Note: O.M. No. BPE/I/18/Adv. F/69 dated 22-4-1969 wherein the' 
delegation of Powers to incur Capital Expenditure has been rationalised may: 
also be seen at Appendix XXXVIII]. 



APPENDIX XXX 
(Vtd, reply to recommendation at Sr. No. 56 to 60). 

No. 46/Adv-F/BPE/68/12 
GOVIUMDT or INDIA 

MINISTRY OF FINANCE 
(BUUAU OF PuBLIC E1nz8PRIsa) 

New Delhi, tIN 12th Septetabet", 1918. 
OFFICE MEMORANDUM 

:Sn.nIcT: Fiuncl41 Management in Public Underta1ciftgs-15th 
Report of &he CfnnmUtee ora PubHc UndeTtaJditga-Need 
for developing efficient COlt occountmg SJIne'm.. 

The Committee on Public UJidenakingl in HI 15th Report on 
l'bIandal Management in Public Undertakings have observed .. 
aader:-

IIJ'he wbole economic success of any project depe8da on aD 
eftletent and accurate system of cost control. The Com-
mittee would, therefore, urge that a proper costing ~ 
should be introduced in all public undertakings. Without 
a proper costing system. it will not be possible to fix the 
prices correctly and to exet'Cise adequate CQIltrol over 
various elements of cost'. 

'-rhe 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 run-
ning of industrial projects should be utilised in making 
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 consider that each undertaking will be in the 
best position to judge whether or not the integrated sys-
tem of cost and financial accounts would be suited to it. 
But whatever the system, collection of cost data should 
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be completed as speedily as possible. It will be seen from 
the statement at Appendix XVI that in a number ()f un-
dertakings, 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 ayailable. The Com. 
mittee 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.' 

'The Committee feel that introduction of standard OO'&t is very 
necessary for exercising effective cost control. The stand-
ard cost should be calculated on the basis of normal levels 
of activity and efficiency and should be reviewed periodi-
cally 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 all round increase in price. 
standard cost is likely to become out of date very often. 
The Committee, therefore, consider that it will be advanta-
geous 'to lay down physical norms for determining stand-
ard cost,i.e. the quantity of materials that should be con-
sumed per unit of end product. labour hours. machine 
hours etc. per unit of end product. 

2. Government have accepted these recommendations and attach 
great importance to an efficient development of cost accounting 
system in all undertakings. In this connection reference is also 
invited to this office circular No.2 (43) :66 dated 5th September, 1968 
(copy enclosed). In the case of manufacturing industries, it will bP 
desirable to develop an integrated system of cost and financial 
accounts so that the necessity of frequent reconciliation of figures 
between financial and cost accounts is avoided. Standard costing 
has been recognised as an essential management tool for the purpose 
of cost control. Standard cost provides the necessary data against 
which actual performance can be compared and variations determin-
oed for initiating necessary remedial measures. ' 

3. The Ministry of Industry etc. are requested to bring the con-
tents of this O.M. to the notice of the undertakings under their 
e<mtrol and impress upon them the need to organise a sound cost 
accounting system based on intpgrated system of accounts wherever 
possible and also develop the standard costing at a very early date. 
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4. It is suggested that the progress made in this direction be 
Jnt.tmated to the Bureau of Public Enterprises at an early date but 
not later than 31st December, 1968. 

To 

Sd/- P. GOVINDAN NAIR, 
Secretary to the Government Of Iftdkl and 

Director..Qeneral, Bureau Of Public Enterprises . 
• 

All Ministries/Departments of the Government of India. 
Copy to the Financial Adviser. 

ENCLOSURE TO APPENDIX XXX 

No. 2(43)/66-F. I. 
GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(DEPARTMENT or COORDlNAnoN) 

(BURf.AU OF PUBUC ENTERPRts&S) 

New Delhi, the 5th September, 1966. 

OFFICE MEMORANDUM 
• 

SUBJECT: Cost control in Public ~ctor Undertak;ngs-Submission oj 
('ost data. etc. to the Boord of Directors. 

The undersigned is directed to state that it has been observed 
that in many public sector undertakings adequate cost records are 
not maintained and linked with the Financial Accounts. There is 
also delay in preparation of Cost statements. It is. however, of 
utmost importance that cost data is presented regularly and prmnptIy 
to the Board of Directors to enable them to take corrective 
aetion and policy decisions. The Finance Minister has emphasised 
In this eon.nection the utmost need for oost consciousnESS, and has 
stated that aJJ relevant information should be made available by the 
managements to the Boards of Directors so that the latter could keep 
a continuous watch on costs. He has also pointed out that produc-
th'ity should be carefully watched, and for this purpose necessary 
work studies undertaken. Control of Inventories is another matter 
to Which attention should be given by Soard of Directors. 

2. Ministry of Industry. etc. are, thereforet requested to bring 
these observations to the notice ot the Board of Directors of the 
Public: Enterprises with which they are concerned. The Board of 
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Directors mMY draw up detailed prace<iure to ensure that cost 
analysis is made promptly and watched carefully, that cost state-
ments are fully reconciled "dth Financial Accounts. that productivity 
studies are undertaken and regular system of inventory control 
introduced. 

To 

Sd/- B. C. DAS GUPTA, 
...;a 

Finance Officer. 

The Ministries:Depar1ments of the Crtwernment of India. 
All F.As in the Department of Expenditure. 



.APPENDIX XXXI 

(Vidt' reply to recommendation at Sr. No. 70, 72 and 73) 
No. 9(41) !67-F.I 

GOVERNMENT· OF INDIA 

MINISTRY OF FINANCE 
BlJREAU OF PuBLIC ENTERPRISES 

New Delhi, the 1st September, 1967. 

OFFICE MEMORANDUM 

SUB.JIC'r:-lnt1'Oductioll of comprehensive and effective system oj 
inteNuJl audit in Public Enterpri8es and the compilation 
of accounting manuals. 

In view of the importance of a properly conceived and effectively 
implemented system of internal audit as an essential aid to indus-
trial and commercial management, Government have always recog-
nised the need for building up an efficient system in the Public 
En terpris(.'S. As the eyes and ears of management. internal audit 
is concerned with ensuring prompt compliance with the various 
instructions issued by the management from time to time and assist 
the different departments in such implementation. A proper 
system of internal audit also helps in the examination of the exist-
ing systems with a view to seeking suitable improvements. As 
the size of the organisation grows, more and more use has essentially 
to be made of the internal reporting system in arriving at decision, 
implementing them and reviewing them frem time to time. 

2. At the Conference of Financial Advisers of Public Enterprises 
convE'ned by the Finan<:e Ministry, in November. 1964. it was con-
sidered that efficient and continuous internal audit units should be 
established to exercise control over organisational matters, delegation 
of powers. wastages, recoveries of outstanding dues, ,etc. Again, the 
l'OmptroUer & Auditor General of India issued certain directions to 
the statutory auditors of Government companies. in December. 1965. 
and these included a report on whether the important points thrown 
up by interns 1 . audit have been considered by the maBagement and 
necessan" action taken. If not, the more important points on which 
consider~tion' action is outstanding have to be indicated with draw-
backs noticed in the system of internal control. 



J. While. system of internal audit bas been introduced in some 
enterprises, this has'not been done in some other cases. The Central 
Government Audit heport (Commercial) 1967 has pointed out 
that, by the end of 1965-66, 10 companies had not introduced internal 
audit out of a total of 45 companies in respect of which comments 
are given in the Audit Report. This Report also contains comments 
about the system of internal audit not being cOD!prehensive and 
effective in certain cases where such a system has been introduced. 
As Government attach great importance to this matter, it is request-
ed that the Ministries concerned with Public Enterprises should 
suitably advise them to introduce a proper system of internal audit 
where this has not already been done. It is also suggested that the 
progress made in this direction should be intimated to the Bureau of 
Public Enterprises as early as possible but not later than the 31st 
December, 1967. 

4. As regards the procedure for compilation and maintenance of 
accounts, it has already been emphasised that it would be desirable 
for each enterPrise to prepare a self-contained Financial Manual 
<.'ontaining the' financial and accounting procedures prescribed from 
time to time by rules, regulations or otherwise. The Audit Reports 
have been drawing attention from time to titpe to the inadequate 
maintenance of accounts in a number of companies. A review has 
shown that a llumber of enterprises have not so far compiled such a 
manual. It is, therefore, also suggested that the enterprises should 
be advised to expedite the finalisation of a comprehensive manual 
to suit the reqUirements in each case. The manual should also 
outline the scope and programme of work for internal audit. The 
position in this regard may be intimated to the Bureau of Public 
Enterprises by the end of December, 1967, together with a· copy of 
the manual, wherever this may have been finalised. 

To 

Sd'- p. GOVINDAN NAIR, 
Secretary to the Government Of India and Director­

General, Bureau of Public. E'rderprises. 

All Ministries'Departments cf the Government of India. 



APPENDIX XXXII 

(Vide reply to recommendation at Sr. No. 70, 72 and 73) 
No. 46iAdv-FIBPE I68i 13 , I I 

GovERNMENT OF INDIA 

MINISTRY OF FINANCE 
(BVREAU OF PUBLIC ENTERPRISES) 

New Delhi, the 12th Septem,ber, 1968. 
OFFICE MEMORANDUM 

SUBJECT: -Introduction of cornprehensive anti effective system of 
internal Audit On the public sector Enterprises. 

In Oftlce Memorandum No. 9(41) 167-F.I. dated 1-9-1967 the public 
leCtor undertakings were requested to introduce an ~ective system 
of internal audit in their organizations at an early date. The need 
for an internal audit cannot be over-emphasised. The internal audit 
has been recognised as an important management tool for the effi-
cient functioning of an undertaking. 

2. The Committee on Public Undertakings in their 15th Report 
on Financial Management have remarked that a number of under-
takings have not yet organised their internal audit departments. 
The Committee has also suggested that functions of internal audit 
department should include a Critical review of the systems. pro-
cedures and operations as a whole, rather than merely of the ac-
counting work. If necessary, technicaly qualified persons may also be 
associated with the internal audit. The internal audit department 
shOUld be given a certain amount of independence within the ad-
ministrative set up of the undertaking. As Government attaches 
great importance to this matter, it is requested that the Ministries 
concerned should suitably advise the undertakings under their con-
trol to introduce a proper system of internal audit where this has 
not already been done. It is suggested that the progress made in 
this direction should be intimated to the Bureau of Public Enter-
prises as early as possible but not later than 31st December, 1968. 

Sd!- p. GOVINDAN NAIR, 
Secretary to the Governme-nt of India and Director­

General, Bureau of Public Enterprises. 

All Ministries/De~ments of the Government of India. 
Copy to Financial Advisers. 



APPENDIX XXXIII 

No. 46fAdv.F!BPE!68j21 

GOVF.RNMENT OF INDIA 

MINISTRY OF FINANCE 
(BUREAU OF PUBLIC ENTERPRISES) 

New Delhi, the 2nd November, 1968. 

-SUBJECT-CPU'S Report on Financial Management in Public Und.er­
takings-Continuous appraisal Of Efficiency. 

The C.P.U. in their fifteenth Report on Financial Management in 
Public Undertakings have observed as under: 

"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 number of ratios are 
calculated. Since the review is in the nature of a post· 
mortem, the exercise has limited utility. The Committee 
have carefully considered the need for providing a mech-
anism 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 and they should be analysed and various accounting 
ratios shOUld be worked out. A considerable amount of 
information can be gleaned from such ratios and analy-
tical study, which could provide guidelines for effecting 
improvements in operation and performance. They also 
assist in identifying areas of weakness and laxity in con-
trol. Where feasible inter-unit comparison may also be 
effected. " 

The need for having a system of continuous appraisal of per-
{armance and efficiency has already been brought to the notice of 
the undertaking in circular No. BPEll (2) IAdv. Fin·168 dated 1st 
March, 1968. The undertakings have been also advised to prepare 
profit and loss account and balance ~heet every quarter and plat'll 
the same before the Board for their consideration (O.M. No. 46IAdv. 
~. BPE!68!9 dated 12th September, 1968). The Board of Direcwrc; 
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of the undertakinp may consider whether the anaJytical studies re-
ferred to by the Committee in the above. recommendation be dODe 
through the medium of internal audit or any other specialised agency 
in their organiJatlon. 

The Ministry of Industrial Development and Company Affairs 
etc. are requested to bring the contents of the O.M. to the notice of 
all public: undertakings under their control for necessary action in 
this regard. 

Sd/- P. GOVINDAl~ NAIR. 
Secretary to the GOVffnment of India and Director-General,. 

j Bureau of Public Enterpr-is(!.:r 
AU Ministries/Departments etc. 01 the Government of Indin. 

Copy to a11 Financial Advisers. 



APPENDIX XXXIV 
No. F. 3(5)-PC/62 

GOVERNMENT 01' INDIA 

MINISTRY OF FINANCE 
Dl:PAIlTMENT OF EXPENDITURE 

lVew Delhi-2, the 11th April, 1963 

OFFICE MEMORANDUM 

SUBJECT:-Policy to be followed by the Public Undertakings in 
p1"Oviding JOT depreciation. 

The undersigned is directed to enclose a copy of the reply given 
to paragraph 47 of the 125th Report of the Estimates Committee 
(Second Lok Sabha) on the Neyveli Lignite Corporation on the 
subject mentioned above. It is requested that public undertakings 
may please be instructed to take necessary action on the lines indi-
cated in the reply. The action taken may please be intimated to 
this Ministry in due course. 

Sd/ - E. R. K. MENON, 
Under Secretary to the Government of India 
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lltrnl REPORT OF nm ESTIMATES COMMITTEE ON THE 
N'BYVBLI LIGNITE CORPORATION, LTD. 

S1. No, Pure No, Summary ttl" RecIIlIIlIl\endation Reply of Government 
~ .. 

47 The Comm: (tee tfUlit tbat 
Govemment willexamine the 
question of policy' to be 
followed by the Public 
Undenaking8 in providing 
for depreciation bearing the 
sUlJc"tion made in this para 
ill mind and issue clear in-
structions to be followed b\' 
all public undconakingo;. . 

,-_ ..... ' .-._------_ .. _." .. , ... " ' 

Necessary instNc-
dons are being 
issued by the 
Ministry of Finance 
to all undertakings 
which are following 
'diminishin, bal-
ance method' to 
switch O\,e,. to the 
'straight-line me-
thod' as soon as lIlay 
be convenient. For 
this purpose the 
overall percentage 
of annualdepreci-

adon may be worked 
out on the basis 
of comp.)Sition of 
different classes of 
asset, and their use-
fulli\'es (as sugges-
ted by thelrTechni-
cal Consultants or as 
may be dictated by 
their own or other 
eXperience). 
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APPENDIX XXXV 
(ville reply to recommendation at Sr. No. 75) 

No. 46/Adv-F/BPEj68/14 
GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(BUREAU OF PUBLIC EN~) 

New Delhi, the 12th September, 1968. 

OFFICE MEMORANDUM 

SUB.JECT: -Committ.ee on Public Undertakings-15th Report 011 

Financial Management-Depreciation policy to be fOllow-
ed by the public undertakings. in providing for depre_ 
ciCJtion. 

In O.M. No. F. 3(5) IPC/62 dated 11th April, 1963, the public 
undertakings were advised to follow the straight line method fOi" 
calculating depr~ciation. The undertakings which were following 
diminishing balance method were requested to switch over to the 
straight line. method. For the purpose of determining the rate of 
depreciation under the straight line method. the undertakings were 
advised that the additional percentage of annual depreciation may 
be worked out on the basis of composition of different classes of 
assets and their useful lives (as suggested by the Ttechnical Con-
sultants or as may be dictated by their own or other experience). 

The Committe on Public Undertakings in their 15th Report on 
Financial Management in public undertakings have remarked that 
there are certain undertakings which are stm follOwing the dimi-
nishing balance method. The Committee has ahlo observed that diffe-
rent undertakings have laid down different rates of depreCiation for 
the sam'" class of assets in order to have standardisation of the 
different classes of asset and suggesting the standard rate at which 
iepreciation on straight line methods be calculated, all 1,Uldertakings 
are requested to furnish the following information to the Bureau of 
Public Enterprises:-

(a) Thhe method of depreciation that is being adopted in their 
organisations. 

(b) The rates at which the depreciation is calculated on the 
different class of assets. 
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It is requested that this information may be furnished by 30th 

September, 1968 at the latest. 

To 

Sd/- P. GOVINDAN NAIR, 
Set",etary to the Goot. of India & 1)iTectOT Gmeral,. 

BUTeau Of Public Ente1'pTisea. 

All Ministries/Departments 01 the Government of India. 

Copy to Finandal Advisers. 

• 

.. 



APPENDIX XXXVI 
No. 46/Adv. F/BPE/6S;15 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(BUREAU OF PUBUC ENTERPRISES) 

New Delhi, tile 12th Septembe'r, 1968. 
OFFICE MEMORANDUM 

SUBJECT:-C.P.U.'S 15th Report (lit Financial Management in Public 
Undertakings-Accounts Manual. 

The net.'<i to prepare an Accounting Manual containing the finan-
.ci .. l and accounting procedures prescribed from time to time by rules, 
regulations or other-wise has been emphasised in various circulars 
issued by the B.P.E. Recently the Committee on Public Undertakings 
have gone into this question and. have 'remarked that a number of 
undertakings have not yet prepared their Financial Hand-Book Or 
Accounts Manual. Government attaches a great importance to this 
matter and it is requested that those undertakings which have so 
far not preparf'd the Accounts Manual may be requested to do so 
at an early date. In case they are experiencing any difficulties, the 
same may be brought to the notice of the Bureau. The position in 
this regard may please be intimated to the Bureau of Public Enter-
prises by the end of December, 1968 together with a copy of the 
Manual wherever this may have been prepared. 

The Ministry of Industrial Development and Company Affairs 
('te. are requested to bring the contents of this O.M. to the notice 
of all Undertakings under their control for nec~8sary compliance. 

To 

Sd'· P. GOVINDAN NAIR, 
Secretary to the Government of India alld Director 

General, Bureau of Public Enterprises. 

The Ministries'Departments of the Govt. of India. 
Copy to Financial Advisers 

13 1 
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APPENDIX XXXVII 

No. 46! Adv-F/BPE/68 i 16 
GOVERNMENT OF INOlA 

~UNISTRY OF FINANCE 
(BUREAU 01-' PUBLIC ENTERPRISES) 

New Delhi, the 12th Septemoe',.. 196ft 

OFFICE MEMORANDUM 

SUBJECT-15th Report oj the Committee on Public Undertakings on 
Fi114ncial Management-Account Heads. 

The Committee on Public Undertakings in its 15th Report on 
Financial ManagemE'nt in Public Undertakings has made the follow-
ing observations:-

"The Committee, therefore, recommend that all public under-
takings 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 undertakings where detailed project 
reports are already in existence, action may be taken to 
redistribute the expenditure estimated in the detailed 
project reports under heads used in the account books-
The feasibility of drawing up a list of s,tandard account 
heads under which expenditure should be estimated while 
preparing a detailed project report may also be examin-
ed.' 

'In addition. the account heads should also correspond to the 
budget heads so that progressive expencliture under 
each hea(1 can be watched against the budget provision 
and any variation can be promptly brought to the notice 
of the management.' 

2. These recommendatiot15 have been accepted by the Govern-
ment and all undertakings are advised that the standllrd list of 
'Account-Heads' should be prepared under which the budgets can 
be prepared as wen as the progressive expenditure incurred is book-
ed. This would faciU~ to keep a close watch on the progress of 
t'~-penditure against the budget provisions. Where the projects are 
under construction. it will be desirable if the account heads given 

132 
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In the project reports ~e also dovetailed within the Accounts and 
Budget heads, so that it may be easy to watch the progress of expen-
diture against theresp~ctive provisions in the project report. 

3. The Ministry of Industrial Development and Company Affairs 
etc. are requested to bring the contents of this O.M. to the notice 
of all undertakings for necessary action in the matter. 

To 

Sd/- P. GOVINDAN NAIR, 
Secl'etary (Expenditure) & Director-General, 

Bureau of Public Enterprises .. 

The Ministries Departments of the Govt. of India. 

Copy to' Financial Advisers. 



APPENDIX xxxvm 

No. BPE,1 (18) -Adv-F/69 

GovERNMENT OF INDlA 

MINISTRY OF FINANCE 

(Department of Expenditure) 

New Delhi, the 22nd April, 1969 

OFFICE MEMORANDUM 

SUBJECT: -Del,egatum oj powers to BoaTeL'! 'oJ Managements to incur 
capital expenditllTe. 

The undersigned is dirt.'Cted to refer to the former Ministry of 
Commerce and Industry's letter No. Pro C. 7 (1) 61 dated the 16th 
May, 1962. on the above subject in which the powers delegated to 

. the Boards of Managements of Public Enterprises to sanction capi-
tal expenditure were spelt out. As regards works which may have 
to be taken up in advam.-e of the preparation of Detailed Project 
Reports, or otherwise as individual works, the ceilings of the values 
of such works which can be authorised by the Boards, without prior 
reference to Government, were also indicated therein in respect of 
various Public Enterprises. 

2. In the context of the recommendations of the Administrative 
Reforms Commission in their Report on "Public Sector Undertak-
ings", and also the recommendations of the Committee on Public 
Underta~ings (1967-68) in their 15th Report on "Financial Manage-
ment in Public Undertakings", those powers have been reviewed 
and it has been decided that the existing limit to sanction cspital 
expenditure should !>e revised on the basis of the following guide-
lines:-
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------------------

(i) In case of undertakings where the total 
capital investment is likely to be of the 
order of Rs. 100 crores or more 

(ii) Where the total investment is likely to be 
between Rs. 50-100 crores 

(iii) Where the total investment is likely to be 
between Rs. 20 and Rs. So crores. 

(if)) Where the total in vestmen t is between Rs. 
5 and Rs. 20 crores 

(v) Where the total investment is below Rs. 
5 crores 

Powers to sanctton 
Capital expenditure 
without prior refe-
rence to Govern-
ment. 

Rs. 

1 crore 

SO lakhs 

40 lakhs 

20 lakhs 

.15 lakhs 

Provided that Within any financial year the funds required will 
be found within the budget allocataion for the project and provided 
also the expenditure on such works in subsequent years would be 
the first call on the respective budget allocations. 

If in some cases the existing ceiling in this regard are higher 
than those which will emerge on applying these guidelines, the 
existing ceilings may, however, be allowed to continue. Moreover, 
in respect of enterprises like Madras Fertilizers Ltd. and Madras 
Refineries Ltd., where there is specific provision either in the For-
mation Agreement or Collaboration Agreement with foreign parties 
with regard to these aspects, such provisions can, of course. be 
allowed to be operative. 

3. Ministry of Steel and Heavy Engineering, etc. may take action 
to Suitably amend the relevant Articles of AssociationsiStatutes of 
the enterprises with which they are concerned. 

Sd. / P. K. BASU, 22-4-1969. 

Director, Bureau of Public Ente1'PTis£s. 



To. 
All Ministries jDepartments of the Government of India. Copy 

to:-

(i) Production Divisionj Adviser (C) j Adviser (F) IDS (I&R) I 
D.S. (BPE), Bureau of Public Enterprises. 

(U) Heads of Expenditure Divisions in the Department of 
Expenditure (with 2 spare copies). 

Sdj P. K. BASU, 22-4-1969 
Director, Bureau of Public Flnterprises. 



APPENDIX XXXIX 

(Vide para 6 of Introduction) 

Analysis of the action taken by GO'Vernment on the recommendations 
contained in the Fifteenth Report of the Commiuee on Public Undertakings 
(Fourth Lok Sabha) on Financial Management in Pubiic Undertakings. 

I. Total number of recommendations made 

II. Recommendations that have b~n accepted by Govern-
ment. 

(Vide Serial Nos: 1,2,3,4,5, 6, 8, 9, 10, II, 12, 13, 14, 
17,18,19,20; 21,22,23,24,25, '26, 27, 28, 29,3°,31, 
32 ,33,34, 35, 36, 37, 38, 39,4°,41,42,43,44,45,46, 47, 
48,49,50,5 1, 52, 53,54,55, 56,57, 58, 59, 60, 61,66,68, 
69,7°,71,72 ,73,74,75,76,77,78 and 79). 

Number 

Percentage to 

III. Recommendations which the Committee do not desire to 
pursue in view of the Government reply (vide Serial Nos. 
7& 67)· 
Number 

79 

71 

Percentage to total 3 % 
IV. Recommendations In respect of which replies of Govern-

ment have not been accepted by the Committee (vide 
Serial Nos. 15, 16, 62, 63, 64, 65). 
Number 6 
P.:rccntage to total 

V. RecommendatiOns in respect of which replies from G0-
vernment are still awaited. 
Number 

137 

7% 

Nil 



----------------~----,-----'---. -
NlDle of AgCQ( 

DELHI 

24. Jain Book Agency, Con-
naught PllICe, New Delhi. 

2,. Sat Narain & Sona, 3'41, 
Mood. Ali Bazar, Mort 
Gate, Delhi. 

26. AtlIUl.Ram & SOD8,' Ka.b-
mere Gatc:, Delhi-6. 

27. J- M. Jaina & Brothers, 
Morl Gate, Ddbi. 

28, TheCentral News AgeuCJ, 
23/90, Connaugbt Place, 
NewDeJhi. 

29. The EngUsh Book' Store, 
7-L, Coonaugbt Circu., 
New Delhi. 

30. Labbmi Book St~, .... 
Municipal Market, Janpath, 
New DdhI. • 

31.' Babree Brothen, 188 La;' 
patrai Market, Delhi-6. 

32. 'ayana Book Depot, Chap-
parwaJa Kuan, Karol Bagb, 
New DcJbi. 

AgCDeJ SI. Name of Agent 
No. No. 

11 

3 

9 

II 

IS 

.20 

23 

27 

33- Oxford Book & Stationery 
Company, Scindia HOUle, 
CoDDlUgbt Place, New 
Ddhi-I. 

34. People's Publiahing House, 
Rani. ]hansi Road, New 
Delhi. 

3~. The United Book Ageory. 
48, Amrit Kaur Markct, 
PabarGanj, New Delhi. 

36. Hind Book HoUle, 82, 
Janpath, New DeJbi. 

J7. Bootwell. 4, Sant NanD-
Uri Colony, Kinas,", 
Camp, DeJbi-g. 

MANIPUR 

18. Sbri N. Chaoba -- Singb, 
Newe Agent, Ramlai Paul 
!DIh School Annae, 
Imphal. 

AGENTS IN f'OREIGN-
COUNTRIES 

351. The Secretary, EatabUsh-
ment Department, The 
High Commission of Indis. 
India House, Aldwycb, 
LONDON W.C.-a, 

Agency 
No 

6b 

?7 

59 
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