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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having been
authorised by the Committee to present the Report on their behalf, pre-
sent this Fifty-Fifth Report on the Hindustan Photo Films Mfg. Co, Ltd.

2. This Report of the Committee is based on the appraisal of the work-
ing of the Hindustan Photo Films Mfg. Co. Ltd, as contained in the Report
of the Comptroller and Auditor General of India for the year 1970-71—
Union Government (Commercial) Part IX—and also on an examination
in depth of the working of the Hindustan Photo Films Mfg. Co. Ltd. upto
the year ended 31st March, 1973.

3. The Committee on Public Undertakings took evidence of the repre-
sentatives of the Hindustan Photo Films Mfg. Co. Ltd. on the 25th and
28th January, 1974 and of the Ministry of Industrial Development on the
11th and 12th March, 1974,

S

4. The Committee on Public Undertakings considered and adopted the
Report at their sitting held on the 26th April, 1974.

5. The Committee wish to express their thanks to the Ministry of In-
dustrial Development, the Hindustan Photo Films Mfg, Co, Ltd, for plac-
ing before them the material and information they wanted in connection
with the examination of Hindustan Photo Films Mfg. Co. Ltd. They wish
to thank the representatives of the Ministry and the Undertaking who gave
evidence and placed their considered views before the Committee.

6. The Committee also place on record their appreciation of the assis-
tancc rendered to them by the Comptroller and Auditor General of India
in connection with examination of the Hindustan Photo Films Mfg. Co.
Ltd.

SUBHADRA JOSHI.
New DELHI;, - Chairman,
April 29, 1974, Committee on Public Undertakings
Vaisakha 9, 1895(S).
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1
INTRODUCTORY

Soon after independence, Government realised the need for ensuring
regular supplies of cine films to the Indian Motion Picture Industry, X-Ray
films to the Health Services and Defence Forces and special photographic
‘materials to the professional and amateur photographers, all of whom were
entirely dependent on imports. To make the country self-reliant in this
regard, Government encouraged some private parties to set up a factory for
manufacturing sensitised photographic materials with foreign collaboration
but no significant progress could be made. The idea received fresh im-
petus when the Film Enquiry Committee set up by the Government to con-
sider the state of Motion Picture Industry in India and its vital requirements
stressed in 1951 the need for the setting up of a factory for manufacturing
all photo sensitised materials in general and raw films for the Motion Pic-
ture Industry in particular. As no one from the private sector came for-
‘ward, Government decided to set up the factory in the Public Sector.

1.2. Various manufacturers of Photo films like the West Gernran Agfa,
‘the East German Agfa, Kodak, Gevaert, Ferrania, Adox and Fuji were
.contacted. East German Agfa (ORWO) conducted a survey in 1955-56
for selecting a suitable place for the location of the factory and chose
‘Ootacamund as the most suitable site. As negotiations with this film did
not eventually prove successful, Government held a number of discussions
with other manufacturers during 1956 to 1959. Suitable offers were re-
ceived from two firms, namely Bauchet et Cie of France and Adox of West
‘Germany. Negotiations were conducted with these firms by the National
Industrial Development Corporation Lifited (a Government of India Un-
dertaking) and the offer of M/s. Bauchet geceived on 21st November,
1959 was considered to be more advantageous “in view of the lower cost,
easier payment terms and their wider experience in the field of cinema
material and photographic paper.” M/s. Bauchet also confirmed Ootaca-
mund as the most suitable site for locating the factory from the point of
view of an atmosphere free from dust and industrial pollution, availability
of pure soft water in adequate quantities and of a relatively uniform dew
point round the year.

1.3. Based on the above offer, the Government of India entered into
a technical collaboration agreement with Messrs Bauchet at Cie (herein-
after referred to as the collaborators) on the 25th April, 1960; the agree-
ment came into force on 17th October, 1960 after the sample of cine
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positive film, one of the 10 products covered by the agreement, supplied by
the collaborators was tested and accepted by Government and the collabo-
rators communicated the acceptance of the French authorities for the de-
terred terms of payment. The Hindustan Photo Films Manufacturing
Company Limited was incorporated on 30th November, 1960, as a wholly-
owned Government Company for the implementation of the Project with
the object of attaining self-sufficiency in the manufacture of photographic
products—cine films, x-ray films, photographic bromide papers and other

allied products to meet India’s requirements in education, health and
entertainment.

1.4, The Collaboration agreement was assigned to the Company on:
Sth April, 1961. Basically, it called for preparation of a Detailed Project
Report for the Plant, including advice in selecting site, supply of machinery
and equipment, including supervision of installation, provision for con-
sulting ind technical services and training of Indian Scientists and Engi-
neers 2t the Collaborators’ Factory. The Project envisaged the manufac--
ture of photographic films starting from raw materials.

1.5. The Company has the following expansion proposals to be carried.
out:—

(i) Creation of facilities for the manufacture of 5 m, sq. m. per
annpum of medical X-ray film polyester base and 1 m. sq. m.
per annum of graphic arts film also on polyester base.

(ii) Creation of facilities for production of colour films and
cameras,

For implementing these schemes, the Company is currently negotiating
with reputed foreign manufacturers,



AGREEMENT WITH COLLABORATORS
A. Collaboration Agreement

According to the agreement entered into between the Government of
India and M/s. Bauchet of France on 25th April, 1960 (later on assigned
to the Undertaking on S5th April, 1961), the collaborators were required to
render the followimg services:—

(i) Preparation of Progressive Detailed Project Report for the
Plant.

(ii) Delivery of machinery and equipment for the Plant, both from
France and other countries.

(iii) Supervision of the erection of machinery and equipment and
assistance in the construction of the Plant.

(iv) Consultancy and technical services for the establishment of
the Plant and for production therein.

For the above services and supplies, a lump sum payment of U.S.
$ 60,81,632 (Rs. 2.93 crores approx.) free of Indian taxes was to be made
in 10 equal half-yearly instalments (with interest at 6.5 per cent. per
annum) commencing from 42 months after the coming into force of the
agreement (i.e. 17th October, 1960), the last instalment being payable after
the acceptance of the Plant by the Undertaking.

2.2. In addition, the collaborators were also to be paid 1% per cent.
of the net value of sales turnover in the plant or $80,000, $1,00,000 and
$ 1,20,000 (in French currency) for. the third, fourth and fifth years after
the commencement of production, whichever was lower, in consideration
of the following further services:—

(i) After-sales service for a period of five years from the date of
acceptance of the plant and machinery on completion of tests.

(ii) Deputation of mechanics/engineers to give technical advice for
the repair of any defects and for the help in carrying out such
repairs.

(ili) Continued assistance, in the form of deputation of specialists
for five years after the commencement of production, in the
maintenance of production and the removal of difficulties
therein.



4

The services at (i) to (iii) were to be provided at the cost of the
‘Undertaking.

(iv) Benefits of the technical development in their factory and labo-
ratory as well as the facility for carrying out tests, experiment
and research by mutual agreement.

2.3. In addition, it was agreed in May, 1969 that on the written request
of the Undertaking the collaborators would depute at their cost two com-
petent technicians of different specialities for a maximum period of 30
«continuous calendar days, excluding travel, during each of the year 1969,
1970 and 1971. The collaborators also agreed to supply any additional
information on quality specifications and testing methods for the range of
products covered by the basic agreement which might become available and
the results of test carried out from time to time at their consultant’s plant
‘(Ferrania at Savona) during the period of validity of article XIX of the
basic agreement which are not of a secret or confidential nature.

2.4. Out of the lump sum of Rs, 2.93 crores (increased to Rs. 3.74
crores due to devaluation of rupee in June, 1966), a sum of Rs. 3.28
crores was paid in 9 instalments up to April, 1968 in accordance with the
time schedule laid down in the agreement and the 10th instalment of
Rs. 0.46 crore was paid on the 17th October, 1968 after the acceptance of
the plant. In addition, interest amounting to Rs. 82.17 lakhs on account
‘of deferred payment arrangements was also paid.

2.5. The production commenced in the plant on 9th June, 1967 and
‘the following payments have been made for ‘after-sales’ services:—

Period for which payment made Amount Date of paym=nt
(Rs. in lakhs.)

-gth June, 1969 to 8th June, 1970 §° 41 Januarry 1971
‘9th June, 1970 10 8th June, 1971 5°33 December, 1971
9th June, 1971 to 8th June, 1972 . 6-26 19th October, 1973

2.6. Asked about the considerations with which the selection of M/s.
Bauchet of France, was made, the Undertaking stated that various manu-
facturers had been contacted by the National Industrial Development Cor-
poration prior to the formation of HPF. Negotiations with ORWO had
not been successful. The only two proposals. that came up for- considera-
tion were from ADOX and Bauchet. Bauchet proposal was preferred, as
-apart from the first cost, it did not involve any heavy royalty payments; as
.compared to ADOX, who wanted 5 per cent royalty on sales for 25 years.
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2.7. Asked what were the distinct advantages in the offer of M/s..
Bauchet as compared to the offer made by ADOX the West German Com-
pany, it was stated by the Undertaking that in the case of Cine materials
and paper, Bauchet had a wide range of products. X-ray was also in-
cluded in the original agreement as an item for production at HPF during,
the 3rd year.

In the light of the above, Bauchet, on the face of it, sounded
acceptable.

2.8. The representative of the Ministry stated during evidence as
follows:

“Actually, efforts were made to entrust this job to a firm of repute.
Eventually, three offers emerged. The major ones did not
show any interest at that point of time even though we were
very keen that such reputed firms as Kodak and Dupont would
be entrusted with this job. I think one firm backed out and
did not show any interest after giving its proposal. Eventually,
we were left only with Adox and Bauchet. We actually select-
ed the proposal of M/s. Bauchet because it was considered more
advantageous to us....It did not involve heavy payment of
royalty and know-how. ... Actually, if it were a question of
choosing one between the two, naturally-even if the offers of
the Kodak were higher and their terms were stiffer-the Govern-
ment would have taken a view in view of the very special
know-how that the Kodak had in a particular field. I think
other considerations were taken into account. There was
nothing very much to choose between these two parties on
the basis of their names.”

2.9. The Committec desired to know whether NIDC was competent to
judge the capability of the firm and whether they had the necessary exper-
tise in this regard, the witness stated that:

“I would not say that they (NIDC) did not have any expertise io
this particular field but actually they were entrusted with the
work because in the country in those days, I don’t think any
other agency would have had asy expertise in the ficld of manu-
facture of photo films. This being the agency within the Gov-

emment it had some sort of gemeral consul knowledge
and experience, particularly in the matter of negotiations etc.
with foreign parties and, therefore, they were chosen as an

agency for handling this particular job.”

“It may be said that some other agency might have been entrusted
with this work, Now that agency should have been an Indian
agency because in India, we did not have any expertise in this
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particular field. Then we could have also appointed some
foreign consultancy firm at that point of time. But if we re-
call, in those days, I think there was some sort of reaction
against the appointment of some foreign consultancy firm.
After the appointment of one or two firas for steel plants—
Rourkela and Durgapur—the feeling was that Indian consul-
tants should be given the responsibility.”

2.10. The Ministry intimated (September, 1973) that they have not
been able to locate their relevant file in which the feasibility study and the
economics of the project were considered by the Government. However,
a copy of the memorandum submitted by the National Industrial Develop-
ment Corporation Limited (who were the consultants to Government for
this project) to their Board of Directors for consideration in the meeting
on 23rd January, 1960 was made available. This memorandum (extract
at Appendix I) in the main relate to an analysis of the comparative merits,
of the offers received. It was mentioned therein that the cost of production
of various items after acceptance of Bauchet’s offer would permit the fac-
tory’s products to be competitive. The Ministry intimated (September, 1973)
that “We are also making efforts to trace the -records of this Ministry in
which the feasibility study and the economics of the project were consi-
dered by Government. .. .”

2.11. Asked whether the file concerned was traced, the Special Secre-
tary of the Ministry stated during evidence:—

“Unfortunately, we have not been able to trace that file and that is
why we are not able to give a positive answer to this question
as to how NIDC was selected. We would certainly make fur-
ther attempts to try to trace that file and the relevant papers.
But I have my doubts whether we would be able to do it.”

2.12. Asked about locating the untraceable file through the movement
register, the representative of the Ministry stated that—

“Even that (movement register) is not traceable Sir. This was
previously handled by the Chemical Section. That has gone
to Petroleum and Chemicals Ministry. It came to us in 1964.
They have not transferred the records to us prior to 1961. We
have been trying to find out from them.”

The witness added:—

“It (The loss of file) was first discovered in September, 1973 when
the Audit wanted the file. Before that nobody really bothered
where the file was—whether it was in the Archives or not. I
would certainly say that there is a case for fixing responsibility
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but unless. we know. at what point of time it happened, every-
body will say it was not when he was Incharge. If the appro-
ximate period when it was lost could be determined, then per-
haps we can say that such and such a person was incharge and
such and such was a clerk. It may be during the period bet-
ween 1963 to 1973. It was admitted that Government on its
awn has not initiated action in this regard and that this would
be done now.

2.13. Asked what were the reasons for the Undertaking going into
losses if the Project was undertaken after a proper feasibility study, the
representative of the Ministry stated:

“the feasibility study that was taken up was, perhaps not very
accurate, We cannot say for certain because we are not able
to find the file. But in view of the fact that this agreement”was
signed and perimeter was laid down even before D.P.R. was
ready, we can safely say that the feasibility study was not very
accurate.  All the same even under the circumstances if the
company can utilise its capacity to the optimum possible ex.
tent, I will say there is no reason why there should be any
loss. If we can utilise the capacity and reduce rejections,
1 think we will be able not merely to minimise but completcly
cut out the loss at least for the future.”

2.14, Asked about the nature of assistancc obtaincd from the collabo-
rators in terms of the clause relating to after sales service, it was stated by
the Undertaking that the 'collaborators rendered after-sale-service only
to the extent sought for it. In 1969 Bauchet deputed two specialists one
for the conversion Department and another for quality control; in 1970
two specialists for coating of Medical X-ray and analytical testing of mate-
rials and in 1971 two specialists for X-Ray emulsion and industrial
engineering.

2.15. In addition, in 1963 M/s. Minnesota Mining and Manufacturing
Company, USA (known as 3.M) bought Bauchet and later Ferrania a
leading manufacturer in Europe. The technology and other facilities at
Ferrania were made available to the HPF. During this period, Ferrania
offercd to extend help to HPF in base casting Bromide paper and X-ray
to tackle specific problems in quality production and expansion. Thus the
collaborator provided the undertaking with the benefits of technological
developments in their factory and laboratory as well as the facility for carry-
ing out tests, experiments and research etc., as also additional information
of quality specifications and testing methods.

2.16. The Commitice note that g Collaboration Agreement was enter-
ed into between the Government of India and M/s. Bauchet of France on
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25th April, 1960 for the prepartion of Detailed Project Report, Delivery
of Machinery and Equipment, Supervision of erection of Plant and
Machinery, assistance in the construction end consultation and technical
services for establishment of plant and Jer production, The Agreement
was later on assigned to the undertaking on the 5th April, 1961. The
Committee find that collaborators were selected by the National Industrial
Development Corporation Limited a comsultancy organisation at that time:
within the Ministry which had some general consultancy knowledge and
experience of negotiations with foreign parties,

2.17. The Commiittee are not however sure whether the NIDC had the
necessary expertise in the photographic field to select foreign firms like
Bauchers. The Committee were informed that the manufacture of photogra-
phic products. The Committee were informed that the Ministry had not been:
able to locate the relevant file containing the correspondence leading to
the selection of the collaborators and in which the feasibility study and
economics of the Project were considered by the Govermment. What is
more surprising is the fact that the loss of file came to the notice of the
Ministry only in September, 1973 when the Audit wanted the file.

2.18. The Committee were informed that the movement register relat-
ing to the file is also missing. Prima-facie this does not seem to be a case
of mere negligence.

2.19. The Committee feel it would be difficult to come to a correct
judgement about the propriety or otherwise of the selection of the colla-
borators, in the absence O©f this important document. The Committee
would like Government to investigate and fix responsibility as to how am
important file containing the feasibility study and the economics of the
project wag not kept with the care that it deserved as a permanent record
for reference, The Committee would like this file to be traced by Govern-
ment and responsibility for its being misplaced fixed. The Committee
would also like to know what action Government have taken or proposed
to take to ensure that all such important documents relating to Govern-
ment departments or public undertakings are kept with utmost care for
permanent reference and record.

B. Deficiencies in the Agreement

2.20. The ownership of the collaborating foreign firm changed hands
in May, 1963 when the controlling interest was acquired by M/s.
Minnesota Mining and Manufacturing Company, USA (Kaown as 3-M).
The new management had a fresh look at the commitments made by the
previous management with regard to the setting up of this project and feit
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that the rights and obligations of each of the two parties to the agreement
should be clearly brought out, particularly, when the agreement contained
apparent contradictions e.g. the clauses relating to carrying out of accep-
tance tests were vaguc and could lend themselves to different interpreta-
tions; also in view of the current trends the product mix envisaged in the
agreement required improvement. They were strongly of the view that it
would be physically impossible to expect that a given formula and its
manufacturing instructions could be faithfully reproduced in a different
country with slightly different machinery, on the basis of the actual imple-
mentation of the project by the old management prior to the taking over
of the collaborating firm by the new management, the undertaking also
came to the conclusion that the former lacked the following:—

(i) financial and technical resources;
(ii) ability to design a very modern photographic plant;

(iii) confidence in supplying the technical know-how for products
not commercially produced by them at their plant (e.g.) X-ray
film but which had been included in the agreement;

(iv) a design and engineering organisation capable of coping with
the problems that might arise during the setting up of the plant.

2.21. In view of inadequacies noticed in the agreement, as mentioned
above, a series of discussions (15 times) were held between the new
management and the Company during the period from June, 1963 to
January, 1967. Besides resolving the pending issues the agreement was
also modified with reference to the varieties and quantities of film and
paper and acceptance tests as indicated below:—

Change in varieties and quantities of production

The agreement envisaged the production of the following:—
1. Positive Cine Film.
2. Sound Cine Film.
3. Negative Cine Film 100 ASA
4. Flat Cine Film 100 ASA
5. Roll Film 50 ASA and 100 ASA
6. Graphic Arts Film, Ortho-Chromatic and Non-ortho.
7. X-Ray Film rapid and screen types.
8. Aero Films for high altitude Photography.

593 LS—2.
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9. Bromide, Chloromide and documeat copying papers in various
grades of contrast,

10. Colour paper.

2.22. In addition, the production of colour positive, cine film and
emulsion for nuclear research was also envisaged provided, by the time
the plant went into production with other categories, the supplier had
completed the development work in respect of these products and was
ready to place these in the market,

2.23. During performance tests a minimum of 300 sq. metres of each
of the products were required to be produced to establish characteristics
and general quality. The new management of the collaborating firm in-
formed the Company in February, 1964 that adaptation of all the products
to local conditions would involve considerable developmental work and it
would, therefore, take several years to achieve the characteristics and
general quality of each of the products. They, therefore, suggested in
February, 1964 that the agreement should be modified so as to confine the
performance tests for characteristics and quality to only two products viz.
Cine Film Positive and Medical X-ray Film, instead of each of the above
products as originally provided for. After a number of discussions, the
products were modified and divided into three categories. The collabora-~
tor’s responsibilities were also modified as under:—

Products Collaborators’s responsibility
LIST ‘A’
Cine Film Positive (Black and White— TWo samples of 300 8q. m. each to be pro-
one grade) duced, start of production established and
. technological operation documentation to
Medical X-ray Film (one grade) be supplied.
LIST ‘B
Roll Film (one grade) Two samples of 300 sq. m. to be produced for
Leica Film (one grade) testing of characteristics of general quality
Flat (Portraiat) Film (one grade) and technological operation documentation
Bromide paper (3 grades) to be supplied.
LIsT C'

Graphic Arts Film (Orthochromatic Only technological operation documentation
and ron-ortho) to be supplied. However, the formula
Sound Cine Film were not guaranteed as these were required
Negative Cine Film tobe developed and adoptedto the local
Acro Films for high altitude Photography conditians bythe Company.
Chlerobromide paper (4 grades)
Documents copying paper (by contract
and by enlargement
Bromide paper (2 grades)
Colour paper.
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2.24. The production of Colour Positive Cine Film and Emulsions for
nuclear research which was envisaged in the original agreement was
omitted as “Bauchet’s present programme was not completed and did not
envisage any development work in respect of these products.” At this
#tage (1966), the Management also changed the production capacity of
the plant from what was envisaged in the Detailed Project Report as
indicated below:

(Figures in million sq. metres)

Capacity as

P prokct - capaciey
Report

Cine Film Positive (black and white) . . . 2:98 2°4§
Medical X-ray Film . . 0°50 1-00
Roll Film .o . . . . 0°22 1°45
Flat (portrait) Film . . or15* 005
Bromide paper (3 Grades) . . 1-50@ 1°50
‘Graphic Arts Film . . . . . . 0°0S§
Sound Cine Film . . . . . . . . . 0°24 0°30
Negative Cine Film . . . . . . . . o-18 1°25
35 mm. Negative Film . 0°02 o'10

579 615

¥Includes Graphic Arts Film also.
@Includes all photographic papers.

2.25. The original agreement envisaged that during the first two years
production of Cine Film Positive only would be taken up; X-ray Film,
some negative material and paper would be taken up only in the third year
and full production reached in the fifth year. This, was, however, amend-
ed in November, 1966 when the collaborators agreed to initiate steps for
the production of Medical X-ray Film immediately after the plant wens
into production and to make every reasonable effort to achieve the start
of production of Medical X-ray Film as early as possible, actual produc-
tion being commenced after the preparation of two samples for charac-
teristics and general quality. The production of Roll Films was to be
;a.kh;n up by the Company after the start of production of Medical X-ray

nm,
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2.26. The management stated in March, 1967 that the following were
the main considerations for accepting the above modifications:—

(@) It was advantageous to concentrate greater attention on esta-
blishing full production of a limited number of products which
commanded a good market.

(b) The viability of the Project stood on a sounder footing by
accepting the above modifications as the annual sale value of
the products as per revised product mix was estimated at Rs.
10 crores (at the same level of prices) against Rs. 7.94 crores
according to the original stipulations.

(c) It was possible to establish the production of Medical X-ray
Film two years in advance which was advantageous in the

Company in view of the heavy demand from Defence Forces
and Health services.

(d) The possibility of establishing the production of Roll Films
(another important product) soon after the production of
X-ray Film (under certain conditions to be agrced upon)
arose from the above agreement.

2.27. In July, 1973, the Ministry informed Audit that the change in
product-mix had no relation with the modification of the basic agreement
and that the collaborators had no responsibility for revised product-mix.
According to them the revised product-mix was drawn up mainly for

doubling the capacity for more delicate products such as X-ray, roll films
etc.

2.28. It was stated by the Management during evidence that the revi-
sion in product-mix was done at the instance of HPF to increase the
capacity for X-ray to meet the market demands. While the production
capacity of X-ray Films had gone up from 0.5 million to 1 million sq.
meters, the production capacity of Cine Film Positive has been reduced
from 2.98 to 2.45 million sq. meters and that of Roll Films increased
from 0.22 to 0.45 million sq. meters. It was also confirmed by the
Undertaking that thesc capacities were ecstablished. During evidence it
was further stated by the Management that the total capacity increased
from 5.791 million sq. meters to 6.15 million sq. meters. The turn over
was estimated to have increased from Rs. 7.94 crores to Rs. 10 crores. So
on both these accounts, the charge was in the interests of HPF.

2.29. The lump sum amount of Rs. 2.93 crores to be paid to. the colla-
borators for the various services to be rendered by them under the agree-
ment was not changed despite the modifications in the range of products.
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To have retained the same fee in spite of the increased turnover and in
spite of the increase in production capacity of X-ray films (which was
doubled) was to the advantage of the Undertaking. N

2.30. Asked as to how the capability of the plant was ensured, the
Management stated that, according to the agreement, the capacity was to
be proved in the presence of representatives of the undertaking who were
trained at Bauchet. Only on this basis, individual certificates of accep-
tance were given to Bauchet.,  “Under the circumstances we have to
presume that the integrated plant capacity was proved.”

It was also stated that “there is nothing on record where we have said
that either the capacity was not established or the quality was not upto the
standards laid down.”

2.31. The actual production of different items «as compared with the
build up of capacity indicated in the DPR (i.c. prior to modified arrange-
ment of November, 1966) for the first-5 years from the commencement
of production is given in the Statement in Appendix IV. The build up of
capacity was not rcvised even after the modification of the sequence of
production.

C. Acceptance Tests

2.32. The position with regard to tests to be performed by the colla-
borators before the acceptance of the plant by the Company as stipulated
in the agreement and as agreed to later on is indicated below:—

— c—— D L T pu—

As contemplatedin  As finally agreed in February/

the agreement November, 1966
1 o2 3
(i) Por film base The performance The base casting machines were

tests Were requi- to be tested for capacity and
red to be made :— solvent recovery on film base

, for Cine Film Positive (black

(a) during 24 con- and white) during two tests of
secutive hours as 24 hours each in respect of

regards the quanti- capacity and of 8 consccutive
ty produced. days (24 hours a day) each for
solvent recovery.

) (b) during 8 consecu- The coating machines were to be
tive days as far  as tested on Cine Film Positive
solvents consump- (black and wh'te) for two peri-
tion was concerned. ods of 24 consecutive hours

»". cach. In regard to the other
products the speed at whichthe
two samples of 300 sq. metres
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1 2 3

each were prepared for charac-
teristics and general quality
v;eu_ to be ta:e.n' as typical and
the integrated coating capacity
calculated therefrom. llg.uml-
sion preparation equipment
was to be tested for § working
days of 8 hours each for Cine
Film Positive (black and white).

(ii) For emulsion . () during 24 conse- The finishing machines were to
cutive hours. be intested for two periods of 8

congecutive hours each for Cine

Film Pésitive (black and white).

(iii) For finishing . . . (d) during 8 conse-
cutive hours.

(iv) Fer characteristics and (e) on production of Two samples of 300 sq. metres

general quality. minimum three cach were to be produced in res-
hundred sq.m. of pect of Cine Film Positive
each product. (black and wh Eilm Medical
X-ray Film, Roll Film, Leica
film, Flat film and Bromide pa-
per.

The quality of products was to
conform in gencral to the qua-~
lity of good commercial pro-
ducts as sold in the interna-
tional market in 1965.

2.33. It will be seen from the above that the acceptance tests as stipu-
lated in the modified agreement were restricted primarily to production of
two samples of 300 sq. metres each in respect of Cine Film Positive,
Medical X-ray Film, Roll Film, etc. without any reference to the inputs
and the production cycle.

However, the Detailed Project Report indicated the input-output ratio
and the norms of rejections. No records are available to indicate that in
producing the 300 sq. m. of each product during acceptance tests, the
actual input-output relationship and the rejections conformed to the anti-
cipations made in the Detailed Project Report.

2.34, The Committee pointed out that the acceptance tests as stipulated
in the modified agreement were restricted primarily to production of two
samples of 300 sq. m. each in respect of cine-film positive, medical X-ray
film, roll film etc., without any reference to the inputs and the production
cycle and asked as to how such restrictive and inadequate provision for
acceptance tests was agreed to and with such a provision for acceptance
tests' bow it was proposed to test the capacity of the plant before accep-
tance. The Undertaking stated that in their opinion, the acceptance tests
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were not unreasonable. By and large, the technical capability was esta-

biished und - prodastion of - 300 sq. metres of a quality product, means a
.quantity - approximately equivalent to *two feature' films™ in'‘the case of
Cine film positive and about 3800 sheats' of size 10" X'’12” in‘the case of
X-ray film. Besides these samples, the agreement also provided for esta-
blishment of capability of machines as given below:—

Base casting .. . . 2 tests of 24 hours each With respectto capacity.

Coating . . .o . 2 Periods of 24 hours each.

Generally speaking, if the machines were not capable, it would not
have been possible to produce in a continuous process, even. 300 -sq.
metres of sophisticated photo sensitive products as X-ray and Cine positive.

2.35. In this conmection the representative of the Ministry . stated
during evidence that:—

“I -agree that 300 sq. meters look small but when one thinks that
these 300 sq. meters of quality product means quantity appro-
ximately equivalent to two feature films in the case of cine
positive and 3,800 sheets of 10 X 12” size X-ray film, one
would, perhaps, take a view that it was not so small as 300 sq.
meter figure would lead one to believe. Also our experience
has been that the suppliers and the manufacturers seldom give
sustained performance to prove their guarantee tests. It
applies to all, whether it is a steel plant or fertilizers. The
guarantee tests are related to short.spell of time. That happens
to be the international practice. I do not. think that any
reputed supplier would change the practice at our behest,
Apart from this 300 sq. metre tests, other tests were also con-
.ducted with respect to -capacity, recovery and . coating.

The point is that if there are only patent defects in the equipment,
these would come out during these tests. If there were other
defects, perhaps even longer tests would not being them out.
They would come out only after operation of six months or
one year.

One of the main reasons for this high rejection has been the nature
and the quality of the raw materials that have been used, That
also would not have come out with any of these guaranteed
tests, whether they were for 300 metres or more or for 10-13
days. T do not think, on the face of it, we can consider these

guarantee tests as very unreasonable.”
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2.36. Regarding the reasons for the non-availability . of the basic
records indicating the actual input-output ratios during acceptance tests,
the Chairman, HPF stated during evidence that:—

“We fully agree that this is inexcusable as part of the Company
management, we have to own responsibility. We have entered
into a new technology, it was a long gestation period and the
Company running in a loss. But I would like to ensure you
all the same that this is a lapse. These only high-light a lack
of proper system which have now been established.”

2.37. Asked as to why the records were not made available, the Chair-
man stated, “We accept our lapse.”

It was, however, stated by the Undertaking after evidence that records
relating to input/output have now been traced.

2.38. The Committee pointed out that the input and output data, that
has been given, pertained to the finishing stages and not the early stage of
coating or conversion etc.

2.39. The representative of the Ministry stated during evidence that—

“If the data is not sifted properly, it was @ Management failure.
They should have at that point of time sifted it before dis-
charging the responsibility of the collaborators and suppliers,
but without looking at the data it would be difficult for me to
make any comments. ... Now that they have been able to trace
the record, the question of fixing the responsibility does not
arise. The question may be, whether the data was properly
sifted or not, that is another thing.”

2.40. Asked as to how such defective Detailed Project Rcport was
accepted by the Undertaking the Management stated during evidence:—

“We agree DPR has certain operating deficiencies. However,
generally speaking Detailed Project Report cannot be taken as
the bible; the original product mix, operating characteristics,
raw material available will have an effect..... Every one of
these variables has ap impact on the capacity and wastage.
We have to evolve our own norms of operating efficiency”.

It was added:—

‘fNow we have established a cell and we have every reasons to
believe that within a shortwhile we will be able to give our
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~,own gorms and everyone of the operating characteristics and
‘we do hope thus that this would even- be ity some respect better
than the norms, which were spelt out - in the original project
report,”

2.41. The Committee note that when the Management of the colla~
borating firm changed, the new management felt that the rights and
obligations of each oi the two parties to agreement, should be clearly
brought out particularly when the agreement. contained apparent contradic-
tons, 1t was stated that clauses relating to carrying out of acceptance
tests were vague, product-mix envisaged in the agreement
required improvement ctc, The Company also came to the conclusion
that on the basis of the working of the project, there were inadequacies in
the coltaboration agreement, in that, the collaborator lacked the financial,
technical resources, ability to design a modern photographic plant, con.
fidence in supplying the technical know-how for the products included in
the agreement, a design and engineering organisation capable of coping
with the problems that might arisc during the setting up of the Plaut,

2.42. The Committee find that after a series of discussions between the
new Management and the Company the agreement was modified in Nov-
ember, 1966 with reference to varieties and quantities of films and paper
and acceptance tests. The Committee, however, find that the accepiance
tests as stipulated in the modificd agreement were restricted primasrily fo
the production of two samples of 300 sq. m. each in respect of Cine filn
positive, medical X-ray film, roll film etc., without any reference to the
inputs and the production cycle. Although the Detailed Project Report
indicated the input-output ratio and norms of rejection, the Committee
regret to observe that no basic records were maintained by the Management
to indicate the actnal input-output ratio and rejections during acceptance
tests, with the result that the adequacy of the acceptance tests could not be
verified and the responsibility of the collaborators in this regard could not
be fixed. During evidence it was admitted that this was a lapse, and that the
proper approach would be for the undertaking to evolve its own norms of
efficiency on the basis of cxperience taking DPR as the guideline. The Com-
mittee have dealt with the deficlencies in the agreement in the subsequent
Chapters of this Report.

2.43. The Committee arc conccrned to note that neither at the time of
the original agreement nor even at the time of its modification, sufficient
care was exercised to provide for svitable acceptance tests so as to ensvre
input output relationship at every stage of production and the efficiency of
the plant before its take over from the Collaborators. The Committec
take a serions view of the failure of the management all along and recom-
mend that this should be investigated and responsibility for the failure fixed.

2.44. According to clause 16 of Article XII of the agreement the Com-
pany w#s required to provide only clerical assistance and auxiliary labour
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to help the collaborators’ specialists in-‘the instalation of machinery and
equipment, etc. However; :the -actual installation of equipment, machinery,
etc. was undertaken. by the Company at-its own cost and ¢ontract awarded
to a firm in June, 1963 for an amount of Rs. 7.14 lakhs (with the provi-
sion for free supply of electricity and water). The actual expenditure
incurred amounted to Rs. 8.26 lakhs.

2.45. The legal opinion obtaincd by the Company in June, 1963 indi-
cated that while according to Clause 3 of the preamble to the agreement
the collaborators appeared to be responsible for the supervision of erection
and for providing assistance in the construction of the plant, Clauss 18 of
Article XII of the agreement which stipulated the rates of daily allowance,
etc. payable to the personnel (like erectors, foremen, technicians, skilled
workmen, etc.) gave an indication that the actual installation of plant and
machinery etc. was the responsibility of the collaborators. As the agrec-
ment was not clearly worded, the Company’s counsel expressed the cpinion
that . ...if the matter goes to arbitration, one cannot say with certainty
what view the arbitrator may takc.”

In view of this opinion the Company did not take up with the collabo-
rators the question regarding the recovery of the amount spent on installa-
tion of the plant, machinery etc.

2.46. The Committee note that according to Clause 16 of Art. XII of
the Agreement the Company was required to provide omly ‘clerical assist-
ance and the auxiliary labour to help the collaborators in the installation of
machinery. However, the Company undertook the actual installation of
equipment and machinery at its own cost and awarded the contract to a
firm in June, 1963 for Rs. 7.14 lakhs against which it incurred an expen-
diture of Rs. 8.26 lakhs.

2.47. According to the legal opinion obtained by the Company, about
the responsibility of the collaborators in this regard, while according to one
clause the collaborators appeared to be responsible for providing assistance
in the construction of the plant, according to another clause, the actual
instalation of plant and machinery was the responsibility of the collabora-
tors. In view of the legal opinion, the Company could not recover the
actual expenditure from the Collaborators.

2.48. The Committee regret to point out that this is one more fnstance
of deficiency in the agreemient, where the responsibility of the coNaborators

was not clearly spelt out.

D. Nonfalfiment of Obligations by the Colisborators
2.49. The' agreement roquired the collaborators to: spend as large a sum
as possible in India for the purchace of equipment and machinery and to
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accept payment therefor in rupees, without prejudice to the timely comple-
‘ﬂhn of ‘work. For this purpose, the collaborators were required to indi-
chte in the third Detailed 'Project Report the amount that they could so
spend in India.

2.50. The Project Report provided a ‘sum of Rs. 20.37 lakhs (out of
the lumpsum payment to be made to the collaborators) for such purchases
in India. The actual purchases, however, were to the extent of Rs. 7.05
lakhs only.

2.51. According to the Ministry (July, 1973) the primary reasons for
such lower purchases were the higher cost of indigenous supplies, poor
quality and long delivery periods.

2.52. The Committee desired to know the cost of such supplies ascrib-
able to each of the causes. In a written note, the HPF stated that “The
provision of Rs. 20.37 lakhs in the Project Report for purchases in India by
Collaborators included items like Machine Tools, Telephones, Handling
Equipment, Electricals Equipments (transformers) costing Rs. 5.44 lakhs
which had been purchased in India by HPF under its own responsibility
since the Company exercised option to purchase these items instead of
leaving it to Collaborators’ responsibility to purchase in India. The Col-
laborators had actually purchased in India equipments amounting to Rs. 7.05
lakhs. The balance represented the estimated cost of items that could
not be purchased in India. Out of this, from the records available, the
total value of items that had not been purchased in India on account of the
three factors mentioned above in paragraph 2.51 was stated to be as
follows:—

Rs.
(a) High prices in India and longer delivery periods 2,18,120°
(b) High price and not to technical specification 57,087
(c) Poor quality and non-availability . 81,426
3,53,633

2.53. It was stated by the Management that every endeavour was made
by the Company to procure as much of the equipment as possible, within
the country consistent with quality, cost and lead time.

2.54. The Committee note that the agreement with the coliaborators
required that the collsborators should spend as large a somi ss possible im
India for purchase of equipment #nd mackiiery and to~acvept payment
therefor in rupees. Accordingly, the Project Report provided for Rs. 20.37
Iskhs for such purchases in India. As sgainst this, the setus] ' pirchases
were of the order of Rs. 7.05 lakhs only.
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2.55. The Committee were informed that collaborators could not pur-
<hase equipments to the value of Rs. 3.54 lakhs in India on account of
higher cost of indigenous supply, poor quality and long delivery period.
The Committee feel that Government/Msanagement should have taken ad-
vance action for the procurement of these machinery and equipment taking
into consideration the lead time required, so that these could have been
made available to collaborators in time and payment therefor made in
rupee currency. ’

E. Purchase of Optional Equipment and Machinery through Collaborators

2.56. Out of the plant and machinery required to be suppliéd by the
collaborators under the agreement, it was agreed in November, 1959 that
the Company could purchase items of machinery costing NF 6.75 millions
(Rs. 66 lakhs approximately) from scurces other than the collaborators if
it so desired. This option was not fully exercised by the Company and
only items valued at NF 2.09 millions (Rs. 20.5 lakhs  approximately)
were procured by it from sources other than the collaborators.

2.57. The Company decided in August, 1962 to procure the remaining
items through the collaborators on account of foreign exchange difficulties
and the fact that supplies from the collaborators also covered the cost of
erection and performance guarantee for one year. Items of machinery
which the Company was responsible to arrange by imports were also ob-
tained through the collaborators at a cost of Rs. 17.25 lakhs evea when
their offer was slightly higher.

2.58. The Management have stated (January, 1972) that the following
criteria were observed in the procurement of optional items:—

(i) ‘Availability indigenous at a reasonable cost consistent with the
technical requirements.

(ii) Delivery periods.

(iii) Availability of foreign exchange for direct imports;

(iv) Ability on our part to take technical responsibility.

(v) Dilution of overall responsibility on the part of the Bauchet
consequent on our cxercising the option in our favour.”

It has been further stated that individual cases were examined after

taking into account the above factors.

2.59. ;Ihe oonsoli&ated: details of the ’maéhinlc‘ry gnd gqixipmenfté pur-
chased through the collaborators on a¢count of each of thg above factors
have, however, not been compiled by the Management.
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2.60. Although the collaborators did not furnish the quotations receiv-
ed by them from the suppliers for these items, according to the Company's
estimate they had added roughly 20 per cent to the sub-contractor’s prices
to cover the cost of design, selection, visits to manufacturer’s shops, run-
ning tests etc.

2.61. The Company stated in this connection that attempts were made
to purchase the special items of machinery and equipments from indigen-
ous sources.

It was added that—

“Import of machinery through collaborators was restricted to spe-
cialised equipment, where the Company did not have the expe-
rience so as not to dilute the responsibility of the collabora-
tors. Had we taken the responsibility, the Corporation was
not certain whether this would have led to more problems in
the long run. Some of the equipment which was standard,
was purchased directly. All such purchases were made with
the approval of the Board.

Photographic manufacture is very sophisticated and scmething
new. By and large it, therefore, takes a relatively longer time,
as compared to other established industries, to procure equip-
ment indigenously. We had to, therefore, depend to a large
extent upon imported equipment. It was reported that import
clearance was given to HPF only, when all efforts to procure
them indigenously were not fruitful.

As explained earlier we had purchased certain optional equipment
directly and only equipment of a sophisticated nature were

imported through collaborators.”

2.62. The Committee note that out of the plant and machinery requir-
ed to be supplied by the collaborators under the agreement, it was agreed
in November, 1959 that the Company could purchase items of machiuery
costing Rs. 66 lakbs approximately from sources other than the collabora-
fors, if it so desired. The Company however, procured jtems of value of
Rs. 20.5 lakhs approximately from sources other than the collaborators and
decided to procure the remaining items through the collaborators on ac-
count of foreign exchange difficulties and also because the supplies from
collaborators covered cost of erection and performance guaranfee for one

year.

2.63. The Commiftee find that the consolidated details of machinery
and equipment purchased through the collaborators on account of various
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reasons such as lack of availability of foreign exchange for direct import,
lead period for indigenous supplies of materials, etc, have not been com-
piled by the management. It is also on record fhat the collaborators did
not furnish the quotations received by them from the suppliers but accord-
ing to the estimate made by the undertaking roughly there was g mark up
of 20 per cent by the collaborators on the sub-contractors price. The Com-
mittee are not convinced that the undertaking exercised every care to ensure
that the maximum equipment and machinery were procured indigenously
by advance planning and that the mark up by the collaborators on the sub-
contractors price was reduced to the minimum consistent with the service
that the collaborators rendered. The Committee would like Government
and the Undertaking to analyse the inatter in greater depth in order to
evolve measures to obviate recurrence of such imports through collabora-
tors where there is an option for direct purchases being made of such equip-
ment and machinery.
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PROJECT ESTIMATES
A. Project . Estimates
In pursuance of the agreement entered into with them on, 25th April,

1960, the collaborators submitted the Detailed Project Report (in three
parts) by June, 1961.

3.2. The following table indicates the estimates of cost as per the Pro-
ject Report and as revised by the Company from time to time alongwith
the actua]l expenditure there against up to 31st March, 1973:

(Rs . in Lakhs)
Pirticulars Cost as per Revised cost Revised cost Revised Actual ex-
Project as per June, as per May, costas per  penditure

Report 1962 esti- 1964 esti-~  Feb. 1971 ason 315t
(June, 1961) mates (ap- mates (ap- estimates March,
proved by proved by (Approved by 1973
Govt. in Government Government
Aug. 1962) in June/ in Jan.,
September  1973)
1967)

——

X 2 3 4 5 6
b 8 Plant and cqulp-
ment 353:87 365" 50 s12°02 519-06 SI1- 52

2. Landand  buil-

dings . 113°1§ 17600 182 61 178-83 178 20
3. Local Services §1°37 7748 128-03 141°94 146° 49
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3.3. The Project estimates of Rs. 608.39 lakhs were revised by the
Company in June, 1962 to provide for items like township, storage build-
ings, administrative expenses and the training and start-up expenses, etc.
and to account for the increase in the estimated cost of plant and machi-
nery, factory buildings and local services.

3.4. The estimates were further revised in May, 1964 mainly on ac-
count of the provision for new schemes/additional equipment (Rs. 32.75
lakhs), interest on loan capital (Rs. 26.70 lakhs) increase in administrative
expenses (Rs. 81.87 lakhs) and increase under local services (water sup-
ply, airconditioning and heating, effluent disposal, fluid distillation and in-
sulation, etc.—Rs. 50.58 lakhs). While approving these estimates in Sep-

tember, 1967, Government also took into account the increase due to deva-
luation of the Rupee (88.91 lakhs).

3.5. The estimates were again revised in September, 1969 to Rs. 1258.05
lakhs mainly to provide for improvement in the plant and machinery and
were submitted to Government in October, 1969 for approval. In January,
1971 Government advised the Company to finally close the revised pro-
ject estimates and approach them separately for funds for improvements
and modifications in the plant and equipment. Accordingly, the estimates
were revised in February, 1971 to Rs. 1170.23 lakhs to provide for the
increase in the cost of plant and equipment on account of diiference in
exchange rates (Rs. 1.40 lakhs) and cost of additional in-process control
laboratory equipments (Rs. 2.20 lakhs) and also the additional liability of
interest to collaborators on account of devaluation (Rs. 2.22 lakhs). The
actual expenditure of Rs. 1167.18 lakhs was approved by Government on
2nd January, 1973 and the project estimates were closed.

3.6. It will be seen that the estimates of Rs. 608.39 lakhs as per the
Project Report have gone up by Rs. 558.79 lakhs or 91.8 per cent (as per
the latest approved estimates). According to the Management the delay
in the completion of the project alone was responsible for an increase of
Rs. 75.74 lakhs in these estimates (under the heads administrative expenses
and interest on loan capital).

3.7. The Chairman. HPF stated during evidence that the delay of five
years had made all the difference tc the project and the cost of the pro-
ject had itself gonc up. There had been devaluation and there' were also
certain changes both in the land and buildings that were required. But,
basically, the long gestation period had inevitably contributed, to at least
some increase in cost.

3.8. He further stated that particularly with respect to cost and-lead
time, unless the company had PERT control and had Fnade an a:nalysls, as
to what impact each change had, it would land them in a ituation, where
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the Company might not be able to bring back in a direction, which it had
envisaged in the original project estimates.

3.9. In regard to the delay in Government approving the revised esti-
mates the Ministry in a written note stated that:—“On the basis of actual
experience, it was found that the original estimates were not sufficiently
realistic. The Revised Estimates were, therefore, subjected to a detailed
scrutiny in this Ministry, Ministry of Finance and in the Bureau of Public
Enterprises, with a view to make the estimates fully realistic in the light of
the expenditure already incurred, involving, in the process, collection of
additional information and clarifications from the Company.” The foreign
cxchange contents included in the original estimate also increased from
Rs. 385 lakhs to Rs. 475 lakhs.

3.10. As regards the economics of the project due to revision of the
estimate it was stated by the HPF that the effect of the increase in the
project cost on the economics of the project was not assessed while approv-
ing the final revised estimates at Rs. 1167.18 lakhs. This should, how-
ever, have been done. The cost of improvements were not included as
a part of the Project and new schemes relating to (i) Silver refinery (ii)
Silver Nitrate and Recovery plants and (iii) Organic Laboratory had how-
ever, been included in the revised Project estimates.

3.11. The representative of the Ministry also admitted during evidence
that the effect of increase in cost should have been assessed but this had
not been done.

3.12. The Committee note that the Project Estimates originally pre-
pared in June, 1961 for Rs. 608.39 lakbhs were revised by the Company
first in June 1962 for Rs. 837 lakhs and again in May, 1964 for Rs. 1164
lakhs and finally in February, 1971 for 1170 lakhs. The actual expendi-
ture on the project for Rs. 1167 lakhs was approved by Government on
2nd January, 1973 and the project estimates closed. Thus the cost of the
project has gone up by 91.8 per cent over the original estimates and the
foreign exchange content included in the project cost increased from 385
lakhs to 475 lakhs.

3.13. According to the Management the delay in completion of the
project and the long gestation period had contributed to the increase in
cost besides addition of certain new schemes and additional components.

3.14. It has been admitted during evidence that the effect of lqcrease in
the project cost on the economics of the project was not assessed while
approving the final revised estimates.

3.15. The Committee take a serious view that in spite of their repeated
recommendations in seversl of their Reports particularly in paragraphs 1.7

593 LS—3.
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snd 1.9 of the Fiftieth Report of the Public Accounts Committee (Fourth
Lok Sabha) on New Services and New Instrument of Service and reiterated
in paragraphs 2.20 of the Thirty-ninth Report of C.P.U. (1972.73) onm
Pyrites, Phosphates and Chemicals Limited that the economics of the Pro-
ject on account of revision of cost should be examined and new schemes
etc., introduced should be specifically brought to the notice of Parliament.
Government have neither considered the economics of the Project on ac-
count of revision of estimates nor brought such additions on account of
new schemes specifically to the notice of the Parliament.

The Committee reiterate their recommendations in this regard and
would like Government to bring the matter along with the financial impli-
cation thereof specifically to the notice of Parliament without further delay.

B. Delay in Completion of the Project

3.16. The agreement with the collaborators which came into force on
17th October, 1960 envisaged the following schedule for construction and
completion of the project: —

Period to be counted from the
effective date of sgreemenr i.e,
17th October, 1960.

(i) Beginning of the shipmants of 15 months—Jenuary, 1962.
machinery and cquipment.

(i) Start of installations. 18 months—April, 1962.

(iii) Patting up of machinery in Operation. 25 months—November, 1962.

(iv) Effective start of production | 26 months—December, 1962.

W) Final shipm:nt of michinery and cquipment. 31 months—Mey, 1963.
(vi) ChHrmplete installation "and tzsting of all machin- 37 months—November, 1963.

ery and plant.

(Vii) Acceptance tests. 37 months—November, 1963.

e e e e i cie M ———— ———— o e e

3.17. In terms of the agreement the Company was required to under-
take the construction of civil buildings for the completion of which the gene-
ral time table was prepared by it on the basis of area indications, layout
and style of construction indicated in the preliminary data furnished by the
collaborators in April, 1961. However, on receipt of the Detailed Project
Report in June, 1961 it was found that substantial changes had been made
by the collaborators in respect of area, layout and style of construction.
This necessitated not only extension of the time schedule of completion of
the civil works but also the staggering of the target.datgs for.the comple-
tion of different buildings, In additien, the schedule for the handing over
of different sections of buildings as sent by the collaborators in April, 1961
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also called for, in some cases, the completion of upper floors of the build-
ing before the completion of lower floor. Accordingly, the schedule for
commencement of installation of the plant and machinery, its completion
and testing, etc., was revised in March, 1963 (prior to the transfer of
ownership of the collaborating firm to the new management) as follows:—

Name of Section Date for start Date by Date of com-
of installation which me- pletion and
chinery will.  testing of
be reagy for machinery

part operations
1 2 3 4

Maintenance Workshop . .. .. 15-4-1963
2. Boilder and substation 1-4-1963 1-8-1963 1-8-1963

Refrigeration 1-8-1963 1-12-1963 1-12-1963
4. Stand-by set . 1-2-1064 " 1-4-1964 1-4-1964
;. Collodion base casting. substra-

tion preparation and solvent recovery  1-4-1963 1-1-1964 1-7-1964

Film scrip recovery 1-1-1964 1-2-1964 1-3-1964
~» Coating 1-9-1963 1-4-1964 I-10-1964
‘8. Emulsion , . 1-12-1963 1-7-1964 1-9-1964
9. Finishirg | 1-9-1963 15-2-1964 15-5-1964

10. Acceptance tests I-10-1964

‘NoOTE :—Completion of item 1 was the Companys’ responsibility whereas other items
were to be completed by the collaborators.

3.18. In agreeing to the revised schedule, the Company as well as the
collaborators waived their respective rights to claim compensation on the
‘basis of the earlier time schedule; the waiver of this right by the Company
was on the assurance given by the collaborators that all outstanding draw-
ings and specifications would be made available during the period from
March, 1963 to July, 1963.

3.19. The date of completion of the entire project was, however, fur-
ther revised (in January, 1964) to December, 1964 and again to October,
1965 (in April, 1965) and finally of late 1966 (in November, 1966).

3.20. The performance tests of ‘Cine Film Positive’ began in June, 1966
and the commercial production was established in June, 1967. These |
tests for all the products were completed by September, 1968 and the plant
was finally handed over to the Company in October, 1968. The delay in
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the completion of the project has been attributed by the Management to
the following factors:—

() The Company had to contend with a very tight time schedule
which did not take into consideration the extremely difficult
working conditions in a remote hill station like Ootacamund. It
may, however, be mentioned that in August, 1963 the Company

expressed the opinion that although the time schedule was tight,
it was not impracticable. ‘

(i) Difficulty in driving piles to rock level and consequent redesigna-
ing of emulsion block.

(iii) Difficulties in transporting the building materials and equipments
from the plains, the limited working.season and monsoonish
.weather for most part of the year.

(iv) Pace of erection of machinery had to be slowed down consi-
derably in certain areas because of the delay in civil construc-
tion occasioned by the change in the design of Emulsion Coat-
ing Building and the consequent change in the design of some of
the production equipment. The delicacy and complexity of the

installation in narrow enclosed places inside the building pre-
sented a few problems.

(v) With the change in the ownership of the collaborating firm, @
series of discussion had to be held with the new management in
order to sort out certain pending issues and the difference of
.opinion regarding the interpretation of some of the clauses of
the agreement. Some of the equipments supplied by the old
management of the collaborating firm were found to be defective
necessaitating rectification (at the collaborator’s cost) by import--
ing special equipment; the new management also suggested
changes in the design of major equipments in order to improve
manufacturing process and to discharge more satisfactorily their
obligations under the agreement. All these developments caus-
ed delay in the completion of the project.

(vi) There was delay of about 26 months in the installation of plant
and machinery, etc., by a contractor. No penalty could, how-
ever, be levied as according to the Company the delay did not
occur due to any omission or commission on the part of fhe
contractor but was accasioned by the delays in the completion
of buildings.
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3.21. Asked about the extent of delay attributable to each of the
causes mentioned above and to what extent and whether these could not
have been foreseen, the HPF stated in written reply that:—

“We agreed that items like difficult working conditions in Qoty, and
difficulty in transportation of equipment should have been fore-
seen at the time of éntering into the contract. It must be ap-
preciated that this is the first project of this kind in the Nilgiris
and with the preference we had given to local labour, a certain
amount of delay is inevitable.

It is not easy, in a project of this nature, to analyse the delay under
each of the causes and that is the reason why no such analysis
‘was prepared.”

3.22. 1In this connection the Ministry stated in a written reply that
‘Government were, however, of the view that if proper managerial compe-
‘tence had been available, much of the delay could have been avoided.

3.23. With regard to outstanding drawings and specification, the HPF
stated in a written note that the Civil Engineering drawings were received
by July, 1963. Most of the drawings for equipments and services were re-
ceived during the period December, 1963 to April, 1964. As the delay was
attributed to the redesigning of Block II and due to successive changes that
had to be made in the drawings, collaborators could not be held responsible.

3.24. The Committee enquired the reasons for cstablishing commercial
production one year after the start of performance tests for Cine Film Posi-
tive, the HPF stated in a written reply that the gestation period only high-
lights the sophistication in technology required for manufacture of photo
sensitive goods. Being an integrated process, with common processing equip-
ment namely the base costing equipment as common to Cine, X-ray and
Roll Films as also the Tunnel and Festocn coating machines, the delay in
establishing commercial production was inevitable. In addition, problems
due to raw materials also cropped up contributing to the delay.

3.25. The delay in the completion of the project and the commence-
ment of production resulted in a loss of production of Rs. 38.25 crores with
reference to the scale of production indicated in the Detailed Project Report
or Rs. 17.67 crores on the basis of targeted production during the period
from June, 1967 to 31st March, 1971. The Management stated (March,
1967) that as the responsibilities of the Company and collaborators over-
lagged at several points, it was neither easy nor tenable to apportion the
delay in the discharge of various obligation under the agreement between
‘the two parties. ]

U J
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.25, The HPF informed the Committee in a written note that “We
have nothing on record to prove that the collaborators have not conformed
to the terms of the agreement, and it was also rather difficult to pin down
the collaborators due to overlapping of responsibilities. The major areas
where there was overlapping of responsibility were building construction,
erection of equipment, capability of machines and acceptance certificates.”

3.27. During evidence, the Chairman HPF informed the Committce
that: — B

“There was a lengthy correspondence to see in what way we can pin

down the responsibility and ultimately I understand that both

the basis of records these attempts were made perhaps the

that it is much better to waive it rather than continue with this,”

3.28. The Spccial Secretary of the Ministry stated during evidence
that:—

“The point is that the entire project was delayed and there were
many factors which contributed to the delays. Some of them
are entire extrancous and some of them were as =a result of the

(oo Project authorities® failure or inability to perform certain things;
some of them were the result of the collaborators also not being
able to do certain things. In such an eveat, it is extremely diffi-
celt to fix responsibility for the purpose of claiming damages or
things like that from the suppliers or collaborators because
there would always be some contributory factor which would
protect (if not exonerate) one party or the other from the pay-
ment of any claim or damages as a result of their failure. That
is why it was not possible to try and fix or apportion the res--
ponsibility of the different authorities including the collaborators
and try to get any compensation or damages out of them.”

3.29. Asked about the penalty clause in the contract, the representa--
tive of the Ministry stated that: —

“There were some clauses. In regard to Article 16 (Appendix II)
there are certain clauses relating to compensation for shortfall in.
production, compensation for high consumption of the material,
compensation for insufficient recovery, compensation for failure
to fulfil quality guaranteed and compensation for delay and short
production of course this was limited to a certain amount of US

K dollar for a complete month of delay. So, there were some

. " clauses in regard to compensation.”
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3.30,, Asked whether at any stagg the Company tried to invoke this
clause ,on any ground, the witness stated that:—

“Atleast from the record I have not come across ‘s such case which
would tend to show that attempts were made to invoke this

clause.”

He further added:—

“I doubt very much, Sir. But if we had tried it, we would have
found physically ‘impossible to put into effect this clause be-
cause there would always be some shortfall or the other. For
example, let us take the Railways in the matter of movement and
so in the matter of providing something or the other it makes
the whole thing infructuous. So far as the overlapping of res-
ponsibilities are concerned, the point is whether or not this
could have been remedied in 1966 itself. There were quite a
lot of changes and lacunae in the initial agreement. Attempts
were made in November, 1966 but so far as these were con-
cerned, I think most of them were over or nearly over by that
time like the construction of building, erection of equipraent,
etc., and so perhaps it was not worthwhile for them to take up
this issue with the collaborators in November, 1966 because pro-
duction started in 1967 and hardly there was a question of mak-
ing any changes in regard to these items, at that point of time.”

3.31. The Committee pointed out during evidence that there were
many items mentioned which contributed to delay in completion of the

project,

3.32. With regard to invoking the penalty clause in such cases the wit-
ness stated that:—

“They could have at least made a prime facie attempt to invoke the
compensation clause. But I agree that there is nothing that on
the basis of records these attempts were made perhaps the
management could have made an attempt where the position

was very clear cut.”

3.33. Th¢ Committee note that though the agreement with the Colla-
borators envisaged a time schedule for the construction and completion
according to which the acceptance tests shonid have been completed in 37
months i.e. by November, 1963, there has been a delay of about 5 years
in the completion of the acceptance tests and the plant was finally handed

over to the Company in October, 1968.
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3.34. The Committee were informed that the delay in completion of the
project and commencement of production resulted in loss of production to

the extent of Rs. 38 crores with reference to scale of production indicated
in DPR.

The delay in completion of the project has been attributed to several
factors like extremely difficult working conditions in a remote hill station
like Ootacammund, pile foundations, difficulty in transporting materials,
delay in civil construction, finalisation of the collaboration agreement with

the new management defects in the equipment supplied by the Collaborators
which had to be rectified etc.

3.35. The Committee are not convinced of the reasons adduced for the
delay, as the problems connected with the location of site were already
known to the Management even before the selection of site and as admitted
by the Management that these should have been foreseen at the time of
entering into the contract.

3.36. The Committee fail to understand as to why these could not have
been taken into account and realistic targets fixed for construction and
commissioning of the Plant,

3.37. Thec Committee also regret to note that no analysis of the delays
was done by the Company and no attempt was made to invoke the clauses
in the agreement relating to compensation for delay in completion shortfall
in production efc, since according to the Management many arcas in the

agreement were overlapping and it was difficult to pin-point responsibility
on the coliaborators.

The Committee see no reason why all thes: factors could not have been
got remedicd in the modified agreement which was finalised in 1966.

3.38. The Committee recommend that Govt. should. investigate into
the matter and fix responsibility for the lapses of the Management in safe-
guarding public interest at various stages. The Committec would like to
be informed of the action taken in the matter.

Increase in the areas of factory building

3.39 Against an area of 14,100 sq. metres for the construction of
factory buildings at an estimated cost of Rs. 41.77 lakhs indicated by‘the
collaborators in their offer of November, 1959, the detailed drawings
furnished by them in June, 1961 were for an area of 35,161 sq. metres
involving a cost of Rs. 148 lakhs. According to the Management, the
increase in the floor area was made to meet the requiremepts tor. more
storage space, workshop facilities and installation of balancing equipment.
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3.40 Asked why total requirements and specifications of building were

not taken into account before determining the area of floor space etc. the
HPF stated in a written reply that:—

“We concede this point. However, by way of explanations, we
submit that these could have been overcome had we establish-
ed a strong project team right at the beginning of the Project.”

3.41 The Committee were informed by HPF that the cost indicated in
1959 towards buildings was Rs. 41,77 lakhs for 14000 sq. metres. How-
ever, in the DPR the cost was indicated as Rs. 113.15 lakhs for 35161
sq. metres. While working out the details of the plan for buildings, the
estimate was revised to Rs, 148 lakhs as against 113.15 lakhs. The actual

expenditure as on31.3.1972 was Rs. 178.20 lakhs, and this meant an in-
crease of Rs. 65.05 lakhs.

3.42 The Committee note that one of ressons which contributed to the

delay in completion of the project was increase in the aren of factory
building.

In terms of the agreement, the Company was required to undertake the
construction and completion of civil buildings on the basis of area indica-

tions, lay-out and style of construction Indicated in the preleminary data
furnished Ly collaborators.

3.43 The Committee note that against the area of 14100 sq. m. for the
cunstruction of factory building at an estimated cost of Rs. 41 lakhs indi-
cated by the Collaborators in November, 1959, the detailed .drawings
furnished by them in June, 1961 were for 35161 sq. m. for Rs. 148 lakhs
involving substantial changes in respect of area, lay-out and style of cons-
truction. The actual expendifure was, however, Rs. 178 lakhs.

3.44 The Committee note that the changes necessitated not omly exten-
sion of the time schedule of carrying out of civil works but slso the stag.
gering of the target dates for completion of different buildings.

3.45 The Committee are convinced that had the Collaborators cor-
rectly assessed the requirement of the Project initially and in time, much
of the delay in the censtruction of the project could bave been avoided.

3.46 The Management conceded that, had the Company established

a strong project team right from the beginning of the project, this situa-
tion would not have arisen. The Committee can see ne valid reason for

failure of Govt./Company to see that there was in position a strong team
.of managrvent to handle a sophisticated project of this dimension. The
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Committee would like Government to ensure that such a lapse does not
recur,

Delay in the receipt of plans:

3.47. Apgainst the stipulated date of 17th April, 1961, the basic plans
for the factory buildings were submitted by the collaborators in June, 1961
and these were also found to be incomplete necessitatiang frequent changes
and modifications. As a result, the construction of the factory buildings
could commence only in April, 1962 ie. the date by which the erection
of the machinery in these buildings should have actually commenced as
per the schedule. These buildings were actually completed in August,
1965.

3.48. Asked about the reasons for the delay in the completion of the
buildings, the HPF in a written reply stated that according to the Agree-
ment; though construction of factory buildings was the responsibility of
HPF, the basic plans were to be supplied by the Collaborators. These
plans were received from the collaborators in stages upto 17th April, 1961;
as per the time table stipulated in the Agreement. Thereafter the Com-
pany appointed a firm of Architects in May, 1961, soil conditions of the
site were studied, detailed estimates and working drawings prepared and
tenders called for. After scrutiny of tenders and completing other forma-
lities, the contract for pile driving was awarded in October, 1961 and the
contract for the General Builders’ work in February, 1962. The actual
civil works started only in April, 1962. While the progress of general
builders” work was slow, one building which required pile driving was still
slower as it was found practically impossible to drive piles to rock level
a step considered necessary to avoid differential settlement between the
buildings as required by the Collaborators. Therefore, a decision was taken
to redesign the building as a 4 storey building on raft foundations, elimi-
nating piles. While changes in the drawings already supplied by the col-
laborators were called for, the Company was not in a position to cate-
gorically say that this contributed to a delay in the construction of the
buildings. The work of this building finally started only in April, 1963.
Besides, many other factors like the short-comings of the particular civil
contractor to, whom the contract for both the pile driving and general
builders’ work was awarded, difficulties in transporting building material
and equipment from the plains, llimited working season and monsoonish
weather for the better part of the year, non-availability of local labour
for building and other common problems and hurdles encountered in
undertaking such a large and complex piece of work in an out of the way
hill station like Ootacamund, also contributed to the delay of the project
schedule. The two main production buildings were finally ready only in

January, 1965 and July, 1965 respectively.



35

3.49. Asked whether the delay was on the part of the Collaborators, it
was stated by the Management that with the best of collaborations, some.
changes are inevitable. The factors to be considered in such changes are
the cost of the change and the lead time required for the change. In the
light of the discussion that had to take place from time to time, between
HPF and the collaborators and the changes in the plans, it is difficult to
attribute the delay only on the part of the collaborators.”

3.50. In this connection, the Ministry in a written reply stated:—

“Thesc delays occurred mainly because of the uniqueness of the
project locatéd in a remote hill area and the lack of adequatc
technical and managerial competence at that time. However,
Govt. have not undertaken any detailed investigation into the
causes for these delays.”

3.51. The Committee note that against the stipulated date of 17th:
April, 1961 for supply of basic plans, the collaborators submitted the
basic plans for the factory buildings only in June, 1961 and these were
also found to be incomplete necessiting frequent changes and modifica-
tions. As a result, construction of the factory buildings could commence-
only in April, 1962 by which date the erection of the machinery in these
buildings should have actually commenced as per the schedule. The
buldings were actually completed in August, 1965,

3.52. During construction, a decision was taken to redesign the build-
ing eliminating pile foundation because of difficulties in pile driving and’
this nccessitated charges in the drawings already supplied by the collabora-
tors. While changes in the drawings already supplied by the collaborators
were called for, the Company was not in a position to categorically say
that this contributed to a delay in the construction of the buildings. The
work on the building started in April, 1963 and the two main buildings
were finally ready in January, 1965 und July, 1965 respectively.

The Committee are unhappy to find that because of technical difficulties
the Management could not fix the responsibility on the collaborators for
the delay in supply of drawings which ultimately led to the delay in the:
completion of the project.

Defects in the soil testing

3.53. As a result of trial borings, the State Publxc Works Department
indicated in early 1961 that the sub-soil of the site selected for the project
was mainly clay and that boulders were scarce; it could bear the factory
load up to four floors but would require pile foundations for a building
having more floors.

3.54, At the time of selecting the site, the impression was that the
highest building would not have more than four floors but in the course of
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«orrespondence with the collaborators, after the reoe1pt of the pw‘ect
report, it became clear that the highest bulldmg would have six floors in
.addition to the ground floor and the basement. The Central Building
Research Institute, Roorkee advised in August, 1962 that pile foundation
.should be driven up to rock level.

3.55. The work of pile foundations was awarded to a firm, on the
basis of open tenders, on 26th February, 1962 at a cost of Rs., 4.70 lakhs
.and was to be completed by July, 1962. It, however, ran into serious
difficulties due to unpredictable characteristics of soil and terrain which
.according to the undertaking did not come to light during trial borings.
As the firm was not in a position to complete the work and no other con-
tractor came forward, the work was abandoned and the collaborators were
.asked in July, 1962 to re-design the layout of the building for which an
amount of Rs, 2.18 lakhs was paid to them. The building was finally
completed in September, 1964 against the expected date of July, 1962 as
-per the -original schedule.

3.56. On being asked whether it was not the responsibility of the un-
dertaking to assess characterisitics of the soil and nature of terrain before
the contract was awarded for pile foundation and whether the building
was ultimately constructed without any pile foundation, the Management
of HPF stated in a written” note:—

“We concede that this should have been checked. However we
would like to add that some trial borings: were done for
erection of the building with pile foundation. The Central
building Research Institute advised that pile foundations should
be driven to rock level. On this basis the contract was award-
ed to a firm.”

‘It was also stated that:

The building‘ was constructed without pile foundation with 4 floors
only. The actual cost was Rs. 55.81 lakhs against estimated
cost of Rs. 53.50 lakhs. The infructuous expenditure was
Rs. 9401/- paid to the architects, as cost of ‘the pnle driving
was waved by the contractdys.

3.57. Government also in the post evidence reply admitted that the
exnenditure incurred as a result of the abondonment of the pile foundation
-work was rendered infructous.

‘ 3.58. The Committee regref to mote that om the basis of advice of the
collaborators to have a building with more than four fleors, the comtract
Yor the work of pile foundations was awarded to a firm for Rs. 4.7 lakhs
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to be completed by July, 1962, without assessing the characteristics of.
the soil and nature of the terrain. The result was that the work had to
be sbandoned and the collaborators asked in July, 1962 to redesiga the
layout of the building for which an amount of Rs. 2.18 lakhs was paid
to them. The Committee were informed that ultimately the building was.
constructed without pile foundation and having four floors only in Sep-
tember, 1964 after more than 2 years thus delaying the entire schedule, at
an actual cost of Rs. 55.81 lakhs as against the estimated cost of Rs. 53.50
lakhs. The Committee regret to observe that on account of the incorrect.
advice of the collaborators and failure of the Management in not assess-
ing the characteristics of soil and terrain in advance payment made to the:
architects towards cost of pile driving was rendered infructuous. The
Committee would like that matter should be investigated with a view to-
pinpoint the lapses on the part of the management.

Delayed in the construction of administration, laboratory and social
centre buildings

3.59. In response to tenders invited in November, 1962, 2 offers were
received. One of the tenderers was a private firm who quoted an amount
of Rs. 32.92 lakhs while the National Building Construction Corporation
Limited—a Government Undertakings, gave a quotation of Rs. 31.81 lakhs.
The tender of M/s. National Building Construction Corporation Limited
was rejected on the ground that they had no organisation at site and would
take a couple of months to get acquainted with the same. The work was.
awarded to the private firm at a negotiated amount of Rs. 31.89 lakhs.
There was a delay of 18 months in the completion of the work; it was.
completed in August, 1965 against the stipulated datc af February,1964.
No penalty could, however, be levied on the contractor as, according to the:
Company, detailed drawings were not supplied in time and mauny changes
were made subsequently.

3.60. In justification for not awarding the work to the N.B.C.C. it was
stated in a written reply that.—

“The Boafd had fully considered the position; in our anxiety to
complete the project early, time was taken as a critical factor
for award of the project.”

3.61. The Committee are perturbed to find that even though the tender-
of M[s. National Building Construction Corporation, a public sector under-
taking, was lower than that of another private firm, the offer of Mis.
N.B.C.C. the public sector undertaking was rejected on the ground that'
they do not have an organisation at site and require a few months to get’
acquainted with the same. The Committee would like to point out that'
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n,-:

the private firm to whom the contract was entrusted delayed completion
.of the work by as much as 18 months. The Committee understand that
the building in question was a simple construction and therefore the
management of Hindustan Photo Films should have given preference to

the National Buildings Construction Corporation, a sister public under-
taking.

In the opinion of the Committee the plea of the Company that since
National Buildings Construction Corporation wanted a few months to set
"up a site office and get acquainted with the area and therefore the work
was not awarded to them, does not seem to be tenable in the face of the
delay of 18 months. by the private firm in completing the work. The
Committee also see no justification why penalty was not levied on the
-private contractor who delayed the completion of the building by as much
as 18 months. The Committee would like Government|undertaking to
fully investigate the matter in order to fix responsibility as to why the work
was not given to a public sector undertaking when their quotation was the
lowest and secondly why penalty was not imposed on the private contrac-
tor who was given work in preferencc for delay of as much as 18 months
in completion of the building.

The Committee would also like Government|Bureau of public enter-
prises to issue general directions to the public undertakings that ordinavily
there should be no question of rejecting the offer of another public under-
taking specially when its rates are the lowest or most competitive and that
before the work is entrusted in preference (o any private body or organ-
“isation, detailed reasons therefor should be recorded and reviewcd by the
'Management to obviate recurrence of lapses noticed in the present case.
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PRODUCTION PERFORMANCE

A. Process of manufacturing

The Factory consists of four major production Departments. The
first is a Film Base Department in which cellulose tricetate dissolved in a
mixture of solvents—Methylene Chloride and Methanol—is continuously
cast on a belt of stainless steel into films of different thickness (from
0.090 mm to 0.200 mm, depending on the product) on six machines. The
resultant safety film is then treated in a substrating operation to ensure
perfect adhesion of light sensitive layer and rolls of film base of about
1.2 metre vide and about 450 metres to 650 metres long, depending upon
the product, are made ready for coating. -

In the Emulsion Department, emulsion of silver nitrate is prepared by
adding it to a solution of alkali halides and gelatin. The finished emul-
sion is seut to the Coating Department where emulsion is coated on to the
substrated base (alongwith a top coat or protective layer coating wherecver
necessary). Finally the coated film is sent to the Conversion Department
where Cine Film is slit to the required width, perforated and wound on
plastic covers, while X-ray Film and sheet fillm are slit and cross cut into
the required size before being packed in boxes. Roll Films are slit to the

required width, cut to length and spooled.

4.2. The dates of commencement and completion of performance
tests in the various processes as per the agreement are given below: -

Date of com- Date of com-

mencement pletion
(a) Film base manufacture . . 28.11.1966 13.2.1967
(b) Emulsion casting 13,2.1967 4.5.1968
(¢) Finishing , 8.6.1966 27.4.1967
(d) Characteristics and general qu2lity X 9.6.1967 16.9.1968

4.3. On completion of the tests, the plant was finally handed over to
the company in October, 1962. However, the production of Cine Film
Positive and Medical X-ray Film had been established during June, 1967

and May, 1968 respectively.
39
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4.4. A statement showing the rated capacity, the targets fixed by the
Management and the actual production during the years 1967-68 to 1972-
73 is given at Appendix III.

The above data will indicate that—

(i) The actual production of all the products was always less tham
the rated capacity;

(ii) the actual production was also less than the targets (both ori-
ginal and revised) upto 1972-73 except 1971-72. During
1971-72, however, it exceeded the original as well as the re-
vised targets in the case of Cine Film Positive, Graphic Arts
Film and Sound Cine Film. It was also in excess of the re-
vised targets, though less than the original targets in the case
of Medical X-ray Film and was just equal to both original

and revised targets in respect of Roll Film, Flat (Portrait) Film
and Negative Film (35 mm).

(iii) Although the production gradually increased up to 1969-70
in respect of all the products, it came. down during 1970-71
so far as Cine Film positive, Medical X-Ray Film, Roll Film,
Sound Cine Film and other items are concerned. During
1971-72 the production slightly increased in the case of Cine
Film Positive. Medical X-ray Film, Roll Film, Bromide Paper
and Sound Cine Film but therc was further decrease in respect
of Flat (Portrait) Film and Negative Film (35 mm). During
1972-73 the total production was less than that during 1971-72.
The production of Cine Film Positive, Medical X-ray film and
Bromide Paper was less in 1972-73 than during the previous
year. Production of Sound Cine Film and Medical X-ray was,
however, more during this year;

(iv) the production of Cine Film Negative was not taken up at all
till the end of 1972-73;

(v) the original targets were always lower than the rated capacity
(except in respect of Bromide Paper for 1971-72 and 1972-73)
These were, however, revised downward during the course of
the years;

(vi) although by 1971-72 the Company started the production of
8 items, a major portion of the total production (about '99
‘per cent) was contributed by three items only viz., Cine Fl.lm
Positive (black and white), Medical X-ray Film and Bromide
Paper (including all photographic paper).

4.5. In June, 1972 the Management stated that—

“in a highly sophisticated industry like ours and qlanped entirely
by Indian personnel, achieving the rated capacity is a gradual
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and time-consuming process and hence the targets have to be
neccssarily, lower than the rated capacity.”

4.6. Asked as to why the production of Cine Film Negatives was not
taken up at all till the ead of 1871-72, the HPF stated in a written reply
that in the revised product mix, there were three categories of products.
For products under list ‘C’ only technological and operational documenta-
tion were provided by the collaborators. First the Company wanted to
stabilise production for Cine Positive, X-ray and Bromide Paper before it
took up development items like Cine Negative included under list ‘C’.

4.7. The Companv formed a separate cell for new product develop-
ment in order to produce Cine Negative in 1975-76.

4.8, During evidence the representative of the HPF stated that—

“Our view is regardless of what steps we had taken before it is
essential for the company to ensure that quality products should
be made available. Before we enter into a new project for
cime negatives, it would be very necessary for us to ensyre
hundred per cent quality. If these are found defective, the
producers cannot call the troupe for shooting once again. We
have, therefore, decided to take up this item in 1975-76. We
have also resolved that for any new project, in future, we should
get samples, institute a test sampling in the market, study the
market reaction znd after that ensure that the production is on
economical basis, and a continuing basis. On that basis, we
have drawn up for the 5th Plan a complete pattern of the pro-
ducts on a gradual and orderly basis and the decision to defer
the cine negative to 1975-76 has to be viewed on this basis.”

49. In regard to downward revision of targets during 1971-72, the
HPF stated that it had to be done in the light of the trend of performance
of the project.

4.10. In this connection the Ministry informed the Committee in a
written note as follows:—
“Though the Government are satisfied with the reasons given by the
HPF which called for a downward revision of targets during
1971-72, Government are not satisfied with the trend of per-
formance of the Company which should have been better.”

4.11. The Committee note that the rated capacity of the different pro
in the plant has been increased in the modified agreement with the collabo-
rators except with regard to cine film positive, Flat (portraif) film where the
capacities have been reduced from 2.98 million sq. metres to 2.45 million
sq. metres and from 0.15 m. sq. metres o 0.10 m. sq. metres respectively-

593 LS—4.
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As indicated earlier in paragraph 2.23 of the Report, the original agreement
with the Collaborators envisaged that during the first two years, prodaction
of cine film positive only would he taken up and production of X-ray and
some negative material and paper could be taken up only in the third year
and full production reached in the fifth year. This programme was how-
ever amended in the new 1966 agreement according to which production
of medical X-ray film and roll film would also be started as early as possi-
ble. The Committee find that cven aiter the lapse of six years from the
commencement of production in the case 6f cine fitm positive and 5 years
in respect of medical X-ray, the actual production was much less than the
rated capacity.

4.12. The Committee also find that the targets of production were fixed
much lower than the capacity envisaged in the Modified Agreement. Even
these targets were revised downwards twice a year from 1967-68 to 1971-72.
The actual production has been less than even the reduced targets and thus
much Jess than the rated capacity. The Committee deprecate the fixing of
targets very much less than the rated capacity and revising even those
reduced targets downwards. The Committee have discussed the shortfalls
in production vis-a-vis the capacity and targets (product-wise) later in this
Chapter. ‘

B. Actual production vis-a-vis Build up of capacity

4.13. The actual production of different items is compared in Appendix
IV with the build-up capacity as indicated in the Detailed Project Report
(i.e. prior to modified arrangements of November, 1966) for the first five
years from the commencement of production. The build up of capacity
was not revised even after the modification of the sequence of production.

4.14. It will be seen from the table at Appendix IV that the actual pro-
duction was always less than the build-up of capacity except in the case of
Medical X-ray Film, Portrait Film {including Graphic Arts Film), Roll Film,
Negative Film (35mm), Photographic Paper and other items where the pro-
duction started earlier than it was cnvisaged ‘in the Detailed Project Report
on account of the sequence of production agreed to between the Company
and the new. nanagement of the collaborating firm. But in these cases also,
the actual production during 1971-72 was lower than the build-up of
capacity indicated in the Detailed Project Report.

4.15. In a written reply HPF admitted that the programme for the
build-up of the revised capacity of the plant should have been revnsec! 80 as
to evaluate the actual performance, while modifying the agreement wﬁh the

collaborators.
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4.16. The Ministry also admitted in a written note that this should have
been done by the Company.

4.17. The Committee note that the modification agreement entered
into with the collaborators in November, 1966, provided for am increase in
the capacity of the plant for the production of medical X-ray film and roll
film from 0.5 million sq. mts. to 1 million sq. mts, and 0.22 million sq.
mts. of roll films to 0.45 million sq. mts. respectively while the production
capacity for Cine-Film Positive was reduced from 2.98 million sq. mts.
to 2.45 million sq. mts., The Committee regret to note that in spite of the
modification of the sequence of production in the agreement with the
collaborators in 1966, the programme of build-up of capacity was not cor-
respondingly revised to enable the management to evaluate the performance
with reference to such revised capacity.

4.18. The Committee have in an earlier chapter given their recommen-
dations in this regard. The Committee find that except in .the case of
Medical X-ray film, Portrait film, Roll Film, Negative Film, Photographic
paper where the production started earlier than it was emvisaged in D.P.R.
the actual production in the case of Cine Film Positive, Cine Film Sound,
Cine Film Negative, Graphic Arts Film and others was always less than
the build up capacity.

4.19. The Committee would like Government to investigate why the
revised build up of capacity was not incorporated simultaneously in the
modified agreement and fix responsibility for the lapses in this regard.

C. Reasons for shortfall in production

4.20. The general reasons for shortfall in production during the various
years, as attributed by the Management; were : '

(i) The design of the plant and equipment was made by the colla-
borators who were not quite familiar with the technology
which was built into the design. The collaborators also
furnished know-how for delicate products like X-ray Film
which they had themselves not produced in their own plant.

(ii) The plant was essentially designed for the production of Cine
Film Positive though jt is also intended to manufacture diffe-

rent types of photographic films and papers.

(iii) The plant and machinery were subjected to a series of improvisa~
tions by the collaborators and did not incorporate a set process.
This apart, the project suffered serious machinery break-downs
which delayed the commencement of production.
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(iv) The Company embarked upon a vigorous programme of accele-
rated import substitution. In some cases the Company met

with significant success while in other serious techmical pro-
blems were faced.

(v) The Indian consumers being accustomed to the use of high grade
imported brands from the established suppliers were insistent
on the Company upgrading the quality even from the very
beginning, thus necessitating development work being started
simultaneously with commercial production, with a tight
schedule to carry out improvements expeditiously.

(vi) The determination of the rated capacity assumed certain levels
of rejection whereas the actual rejections were much higher.

(vii) There were teething troubles in the development of certain pro-
cesses. As a result, there has been an imbalance between one
set of process and another.

(viii) Some amount of under-utilisation of capacity was due to nen-
receipt of raw materials from abroad, namely methylene

chloride and gelatia during 1967-68 and cellulose triacetate in
1967-68 and 1970-71.

(ix) It is one of the peculiaritics of the photographic industry that
the entire equipment for all products including those to be
developed in future had to be installed in the factory premises
at the very beginning itself before any equipment is commis-
sioned. In the past a large part of under-utilisation of equip-
ment has occurred on this account because the products for
which the equipment was intended were still to be developed
or were in the process of development or teething troubles.

(x) If the finished output has not reached the rated capacity, it 1s
partly due to some of the products being rejected for not ful-
filling the specifications and partly due to production difficul-
ties in certain operations.

4.21. With regard to the contention of the Company (vide item' IT of
para. 4.20) that the plant was essentially designed for the production of
Cine Film Positive, it may be mentioned that the revised agreement entf,red
into in 1966 with the new management of fhe Callaborating firm provided
for the production of Medical X-ray Film also immediate.Iy after t‘he plz_ant
went into production. Further alongwith the production of Cine Film
Positive (vide para 4.13). the production of Medical X-ray Film and
Photographic Paper was actually taken up.
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4.22. In reply to a question as to how shortfall in production is attri-
‘buted to the design of the plant being essentially meant for production of
ithe Cine Film Positive. The HPF stated in a written note as follows:—

“In the DPR itself it has been stated that the plant is essentially
designed for production of Cine Film Positive and that X-ray
will be taken up during third year after commencement of pro-
duction. However, in view of the fact that X-ray production
was also simultaneously taken up during the first yzar itself with
Ferrania Formulations of 1965 technology this point of view is
not wholly justified.”

4.23. The Committee were informed by the Ministry as follows:—

“As indicated in the DPR, the plant was essentially designed for the
production of Cine Positive, though certain changes in the pro-
duct-mix were made subsequently. In the circumstances,
though the contention of the Company would not be wholly
correct, it could be argued that one of the reasons for short-

fall in production was that the plant was, in the first instance,
essentially designed for production of the Cine Film Positiva.”

4.24. It has been pointed out that the design of the plant and equipment
‘was made by the collaborators who were not quite familiar with the
technology, which was built into the design. The collaborators
also furnished know-how for delicate products like X-ray Film which thzay
‘had themselves not produced in their own plant. The plant and machincery
were subjected to a series of improvisions by the collaborators and did not
incorporate a set process. This apart, the project suffered serious
machinery break-downs, which delayed the commencement of production.

4.25. The agreement with the collaborators contained the following pro-
wisions: —

“After the expiry of the guarantee period in respect of machinery
and equipment (6 months following the performanc: tests of
cach manufacturing section) and until the completion of five
years from the date of acceptance of the plant and machinery,
the collaborators would providc ‘after sales’ service at the cost
of the company and would sent mechanics and/or engineers to
give technical advice and to suggest remedial measures for
repair of any defects.

“The collaborators would also provide continued assistance for five
years, after commencement of production, for the maintenance
of production and rcmoval of difficulties encountered or defects

in production. For this purpose they would depute specialists
when required by the Company.”

—1
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4.26. The services of specialists were obtained by the Company during,
the years 1969 to 1971. The specialists are stated to have solved the
technical problems referred to them with the exception of the three pro-
blems mentioned below:—

(i) Remelting of emulsion and gelatin layers, dark coating lines and-
minus density bands in Bromide Paper referred to the collabo-
rators in September, 1967.

(i) Appearance of discontinuous white lines on the coated material:
in respect of Cine Film Positive referred to the collaboraters in
June, 1969.

(iii) Appearance of black point with diffused circular edges in X-ray-
sheets and low speed in several batches referred to the collabo--
rators in February, 1970 and June, 1970 respectively.

4.27. The Management stated in March, 1973 that the above three
problems have been solved by the Company’s technicians.

4.28. In regard to the loss of preduction arising from the continuance:
of these problems till their solution, the HPF stated thdt the problems were:
so multifarious that it was difficult at that stage, to segregate loss of pro--
duction, cause-wise.

4.29. Problem arose in manufacture of photo sensitive products, due to-
several reasons, lack of procedural conirol and uniformity and complete
absence of system control in the manufacturing operation all of which could’
not be attributed to the collaborators. Factors like clearliness, atmospheric
pollutions or contaminations in the raw materials could produce problems.
The collaborators endeavoured to investigate and render whatever help was
possible. This did not mean that the company could pin them down for all

the problems at HPF.

4.30. During evidence the Chairman of HPF stated that, .“What hasv
really happened is this. We had specialists over here, while we had
the technical collaboration. We should have made the })est use of t‘hf.m
rather than to look around for other collaborations. This h.as also disin-
terested the existing collaborators. In 1968-69, we were gfung ro.und the
world for techmical collaboration Ferrania and 3 M_got an impression that
we were not interested in their services. In that situation, the§r response
will neoessarily be different. Every time a ?roblem was posed to them,.
they came back with a suggestion and s?lutm!:; They have always beer:
willing to depute technicians to work with us.
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4.31. {Asked as to whether the causes for seﬁous breakdown of piant
and machinery were gone into the HPF stated in a written reply that:—

“The breakdown of base casting machinss occurred during initial
production. The collaborators had taken the full responsibili-
ty to set right the defect at their cost. As such the question of

. claims does not arisc.”

4.32. In this connection the rcpresentative of the Ministry stated during

evidence that:—
“The management at that time did not employ systematic approach
of tackling the problems that used to arise. That means
taking the problems on a regular systematic basis and thea on a
system approach try fo sclve the problem. Whenever somz
problem arose they would try to solve that problera without
anticipating what elsc would happen later on. It was a diffe-
rent type of approach rather than a concerted systems ap-
proach. That was one of the reasons why this project had

suffered.”
_ 4.33. The Committee werc also informed that there was labour trouble
in the supplying firm during May, 1970 to November, 1970. The value oi
production lost was approximatcly Rs. 28 lakhs.
4.34. As regards procurement of indigeneous poor quality of spools,
HPF stated in a written reply that:—
“Indigenous spools were procured from Bhupendra Plastics, Madras.
No responsibility could be fixed, as samples approved before
bulk supply were cormmenced. Fire accident took place with
another supplier—Podar Plastics. Details of damage in the

vender’s premises are not known.”

4.35. The.Committee find *hat according to the Management one of the
reasons for shortfall in production was that the design of the Plant and
equipment was made by the collaborators, who werc not familiar with the
technology. The plant and machinery were subject to series of improvisa-
tions by collaborators and did not incorporate a set process. The Commk-
tee also mote that the agreement with the collaborator stipulated that the
collaborators should provide for after-sales service at the cost of the comn.-
pany, to give advice and to suggest remedial measures, for repair of amy
defects. The undertaking catcgorically invoked theése provisions during
1969-71 to get the technical problems resolved by the Collaborators. How.
ever, three technical probleras, viz. Remelfing of emulsion and pelatine
layers, dark coating lines, appearance of discontinuous white lines in cine
films positive and apprearance of black print in X ray sheets which were
ultimately résponsible for rejections could not be resolved by the Collabo-

rators,
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4.36. The Committee were informed that these problems wer> subse-
quently solved by the techuicians of the Undertaking in 1973. According
to the Management, the existence of technical problems in the plast result-
ed in shortfall in production from the time of taking over the plant from
the collaborators in October, 1968 till March, 1973. These problems were
further aggravated by the abscnce of systems control in the manufacturing
operations. The Committee feel that the problems have mot been tackied

with a sense of urgency they deserved with the result that there was persis-
tent Joss in production.

Switch-over from Imperted Cellulose Triacetate to the indigenous material

4.37. As regards the switch over irom imported cellulose triacetate to
the indigenous material it has been stated (March, 1970) that. When the
Mysore Acetate and Chemicals Company Limited a private sector concern,
were negotiating for the setting up of a triacetate plant in early 1960 for
the manufacture of Gevaert type of materials, samples were sent by Mis.
Gevaert, at the request of Hindustan Photo Films Manufacturing Company
Limited, for test at the Bauchet factory.

4.38. As M|s. Bauchet did not bring out any feature requiring conside-
ration, the Mysore Acetate and Chemicals Company proceeded with the
project. Extensive trials undertaken by HPF with the first lot of indigen-
ous triacetate made available in December, 1968 indicated that the elonga-
tion|characteristics of the base were inadequate for Cine Positive. Further
trials were carried out with various blendings and a decision was taken in
1969 to accept the Mysore Acetate and Chemical Company’s triacetate for
regular use on the basis of trials confined to the process of making raw
base.

4.39. Before finalising the running contract for 1969-70 the undertaking
applied in November, 1968 for import licence for 700 tonnes of cellulose
triacetate but reduced it to 120 tonnes in March, 1969 and the DGTD was
informed that the balance quantity would be obtained from indigenous
sources, In reply to an enquiry, the company also confirmed to Govern-
ment in May, 1969 that the quality and suitability of the indigenous cellu-
lose triacetate had been tested in its plant and was found usable without
major problem excepting for a few minor variations in characteristics as
compared with the imported material and thus necessitating slight changes
in the existing manufacturing process. It was also confirmed that the
change over from imported material to indigenous material was not expect-
ed to affect the rate of production. '

4.40. When the indigenous cellulose triacetate was actually. utilised. in
June, 1969 in combination with the imported material in the ratio of 50:50
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the elongation of the base cast was found to be poor as compared with that
obtained from the exclusive use of imported material. By the end of July,
1969, when the base made with indigenous material reached the subsequent
stages of production, the following further problems, not anticipated earlier,
became apparent apart from the continuation of the problem of elonga-
tion:—

(i) Poor quality of X-ray material

(ii) Static marks on X-ray Films.

(iii) Accumulation of film base dust on perforating machines causing
scratches on Cine Film.

4.41. In order to overcome these problems extensive trials were under-
taken to carry out improvements in the plant. As a result, two out of six
base casting machines were modified and the remaining four machines de-
aerated a cost of Rs. 1.61 lakhs (up to September, 1970) and Rs. 2.33
lakhs respectively (up to 30th November, 1971). In addition, non-recur-
ring expenditure of Rs. 14.99 lakhs on trials (Rs. 7.37 lakhs) and extra
scrap arisings (Rs, 7.62 lakhs) was incurred besides engagement of addition-
al operators to operate the modified machines. Thé filteration loss, the
solvent loss and the maintenance expenditure etc. also increased resulting
in additional recurring expenditure of Rs. 8.98 lakhs per year. Despite
these modifications, the rate of rejections increased during 1970-71 in res-
pect of all products. The Company’s expectation that the indigenous cellu-
lose triacetate could be used without major problems which was based on
tests instead of full evaluation of the use of the material from the first stage
to the last stage of production, has not, therefore, materialised.

4.42. The Committee enquired about the reasons for which the plant
for the production of cellulose triacetate to be used as raw material by the
only photo films manufacturing company in the country was allowed to be
set up in the private sector. The Chairman, HPF stated during evidence
that-_ .

i it was set up in the private sector, to our knowledge,
it is now in the joint sector of the Mysore Government with a
large equity, but I am afraid so far as this item is concerned,
the Ministry has to reply.”

4.43. Asked whether any commitment was made cither by the Com-
pany or the Government that jrrespective of quality of the triacetate pro-
duced by the private firm it would be lifted by the Company for its use, the
representative of the HPF stated during evidence that—

“We have not made any such commitment. All our specifications
prescribed relevant quality standards. We have a standard

specifications.”
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4.44, The Committee enquired as to how the suitability of indigenous
triacetate was certified to Government in the face of the elongation pro-
blem already encountered during trial tests conducted in December, 1968
which again cropped up in Jume, 1969.

The HPF statcd in a written reply that—

“As the elongation factor was marginally less than the minimum spe-
cified, we felt that we should be able to manage the manufac-
turing problems, without much difficulty. We did give clear-
ance to Government on the basis of this assessment for which
we are responsible.”

4.45. The Committec enquired whether any responsibility had been
fixed for the lapse. In a written note the Ministry have stated as follows: —

“Government feel that this is a case of genuine error of judgement
and as such, it is not necessary to fix responsibility for' this
lapse.”

4.46. On being asked whether the Company or the Ministry considered
the desirability of asking the private firm to bear the entire or a part of the
expenditure incurred or to be incurred on the improvements in the plant so
as to make it fit for the use of indigenous triacetate, it was stated that—

“Attempts were made by HPF to get M/s. Mysore Acetate agree to
bear the full cost or a good proportion of the cost of modify-
ing the six base casting machines but without much success.
Government have not pursued the matter with the firm as it
feels that no useful purpose would be served in view of the
stand taken by the firm earlier.”

4.47. The Committee note that one of the reasons attributed by the
Management for the shortfall in production was the switching over from
imported Cellulose Triacetate to the indigenous material.

The Committee have been informed that the present indigenous Cello-
lose Trincetate has not been found suitable for manufacturing: processes in
the company and that the company had to suffer great losses on this account.
The Committee would like in this coitext to recall briefly the facts of the
case which are that as early as 1960 the company had got samples oi the
Cellulose Triacetate which was supposed to be manufactured by the private
company for supply to Hindustan Photo Films. These samples were got
tested by Hindustan Photo Films at the factory of the collaborators in
France who did not bring out any feature requiring consideration. The firm
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was therefore allowed to proceed with the project. In December, 1968,
when the first lot of the indigenous triacetate was made available, the under-
taking after extensive trial found that elongation characteristics of the base
were inadequate for cine positive. After several trials, a decision was taken
in 1969 to accept the indigenous triacetate of this firm for regular use.
The Committee note that the Undertaking before finalising the rate contract
with DGS&D for the supply of indigenous Cellulose Triacetate, confirmed
to the Government in May, 1969 that the quality and suitability of the indi-
genous products had been tested and found usable without major problem,
except for minor variation in characteristics as compared to the imported
materials, It was also confirmed that change-over from imported material
to the indigenous one was not expected to affect the rate of production.
The Committee are therefore unable to appreciate the statement now made
by Hindustan Photo Films that when indigenous Cellulose Triacetate was.
actually used in production the elongation of base cast was found to be
poor and that it also created other problems. The Committec regret to
note that to overcome these problems, the Undertaking had to incur an
expenditure of about Rs. 19 lakhs on modifications of the plant extra scrap
arising etc. besides engagement of additional operators to operate the modi-
fied machines. There were also increases in filteration and solvent loss and
maintenance expenditure resulting in additional recurring expenditure of
about Rs. 9 lakhs per year. Despite these modifications, the rates of re-
jections of the products also increased.

4.48. The Committee are perturbed at the casual manner in which the
management agreed to switchover to the use of Cellulose Triacetate to be
manufactured by a private party without a conclusive evaluation of the
quality and suitability of the material which not only resulted in major-
modifications to the plant at a cost of over Rs, 19 lakhs but also committed
the Undertaking to recurring loss of Rs. 9 lakhs per year with consequential
losses. The management admitted during evidence that “as elongation
factor was marginally less than the minimum specified we felt that we
should be able to manage the manufacturing problems without much diffi-
culty. We did give clearance to Government on the basis of assessment for

which we are responsible.”’

4.49. The Committee are surprised to find that the question of recover-
ing any portion of the cost of modifying the machines to make them
suitable for using from the private firm the material supplied by them was
also not pursued earnestly. The Committee recommended that the entire
matter should be investigated and responsibility for the lapses of the manage-
ment at the different stages fixed. The Committee also find that because
of a indecision over the quality of indigenous triacetate there has been a
delay in obtaining the import licence for procuring the requisite material
trom abroad with consequential loss in production.
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4.50. The Committee also recommend that the Management should
draw a lesson from their experience and at least now make sure about the
physical and chemical characteristics of Triacetate in consultation with
Research Institutes and other experts in the field before entering into, further
commitments for the purchase of indigenous material from the private firm.
The Committee would like to make it clear that while they are for import
substitution and for attainment of self-reliance they cannot too strongly
stress the need for ensuring proper coordination so that the raw material
and other goods required for manufacture by a public undertaking become
available in time and do not in any manner affect adversely the production.

D. Rejections

4.51. One of the ntaln reasons for shortfall in production is the heavy
in-pracess rejection. The following table indicates the percentage of actual
rejections on output vis-a-vis those envisaged in the Detailed Project Report
in respect of the three major products:—
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It will be seen therefrom that—

(i). in respect of Cine Film Positive, the rejections have shown a

marked increase at base casting and substration stages during
1970-71;

(ii) in respect of Medical X-ray Film, the rejections were heavy at

coating and conversion stages during 1970-71;

(iii) rejections were the heaviest at base casting and conversion

stages in respect of all the years; and

(iv) an analysis of the actual input-output position of diffcrent pro-

cesses indicates that the substration, coating and ccaversion
departments had , spare capacity to take large inputs which,
however, was not utilised on account of the inability of the
base casting department to feed the subsequent processes. The
inability of the base casting department was mainly due to high
rejections and partly due to under-utilisation of the capacity.
The following data would show that even the available input
was not processed in the coating and conversion departments
during 1970-71:—

Output of base casting .

Input of substrating
Output of substrating
Input of coating

Output of coating |

Input of conversion

(Sq. Meters)

Medical Cine Film
X-Ray  Positive
Film

996,470
7,60,619
6,174,998
4,91,299
14,34,505
13,19,083

The high percentage of rejection at the conversion stage would indicate
that either it was not revealed till the conversion stage or the quality con-
trol at the earlier processes was not adequate. A review of the analysis
of camses of rejections at conversion stage, as made by the Management
for the year 1971-72, in respect of Medical X-ray Film and Cine Film
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Positive indicates that bulk of the rejections arose as a result of processiag
«defects in the earlier stage vide details given below:—

Medical X-ray Film Cine Film Positive

1971-72  1972-73  1971-72  1972-73

Percentage of total rejections at conversion
stage. . . . , . . 38°69 35-68 15:°92 1155

Percentage of rejections arising from defects
at conversion stage. . . . 22-01 1828 303 8-21

Percentage of rejecions arising from defects
at earlier stage. | . . . . 16° 68 17° 40 12'89 3:34

4.52. The high rejection at the conversion stage in respect of Medical
X-ray Film were also partly the result of additional edge waste (8.31 per
«ent) arising from constraints on the size of the final products.

4.53. Out of 1140 mm. of coated base both in respect of Cine Film Posi-
tive and Medical X-ray Film, the Company has been utilising 1120 mm. and
1070 mm. respectively~thercby resulting in a wastage of 20 mm. and 70
mm. of coated base. The coated width of the base in the case of Medical
X-ray Film was, however, reduced to 1090 mm. with effect from Feb-
wuary, 1972 which in turn reduced the waste from 70 mm. to 20 mm.

4.54 TIn a written note HPF stated that the reason for non-utilisation
of Base' Casting machines in 1970-71 was due to the fact that the company
had to modify 2 Base Casting machines to make use of the indigenous cel-
Tulose triacetate and the balance facility could be utilised only to the extent
«of the availability of imported cellulose Triacctate. Ia January, 1974
the Company were running S out of the 6 base casting machines and
would also be commissioning the sixth machine in February, 1974.

4.55. In reply to a question as to why the available input was not pro-
<essed in the coating and conversion departments during 1970-71, the
HPF stated that X-ray production was suspended due to technical problems
and the production could be stopped up only gradually. Hence the avail-
.able material could not be entirely processed further. Such a situation had
ot arisen in subsequent years.

4.56. About the possibility to increase the speed of the base casting
mmachine it was stated that the Company had been experimenting with
preparation of low vis-cosity collodion with a view to further increase the
‘speeds. However, it had not been possible to increase the speeds earlier
2o the modifications.
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[_. 4.57. In a note submitted after the evidence the HPF stated that;—

( “The high rate of rejecting at conversion stage was mainly due to

] the defects arising during coating operation. The defects are

mainly due to improper coating and drying and the physical

damage to the sensitized emulsion, etc. These defects are

generally noticed during coating operation by the In-process

-1 Control Laboratory situated in the Coating Section. Each roll

i is tested for these defects as soon as it is coated and the in-

formation is fed to the Coating Section so that preventive actiomn

_ can be taken. But it is not possible to reject such defective

. material during coating operation as the defective portion is

only a part. of the full roll, and therefore these defectives have

to be necessarily rejected during cutting, i.e. during conversion

operation. It is, therefore, clear that the high rejections at

conversion stage was not due to the inadequate quality control

- but that is the only stage where the defeciives that arc arising.
from the previous operations can be removed.

-

¥ If any full roll was found to be defective at any earlier stage such
material “will get rejected at that stage without allowing it to
i come to the final stage.”

4.58. Asked as to why the coated width of the base in the case of
Medical X-ray film was not reduced earlier than February, 1972 so as to
minimise the waste, the HPF in a written reply stated that reduction of
coating width required ‘certain modification to the coating troughs of the
festoon machines and hence this could not be implemented earlier. The
Undertaking at present continued to coat X-ray at the width of 1090 mm.

4.59. The Management have indicated (April, 1973) the normal scrap
(edge cuttings and trimmings) stage-wise as follows:—

Cine  Medical  Paper

Film X-ray
Positive film
Base casting . . . . 5% 6%
Substration |, . . . . . 1°3% 1% ..
Coating ce e 3% 7% 5%
Conversion . . .. . . . 2% 7% 5%

4,60. In this conncction, the Management have stated (March, 1973)
that “due to the deficiencies in the cquipmc.nt and in the technology and
as the responsibilities of the collaborators were limited to demonstrating
the capaclty and quality during short runs without any obligations towards
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production build-up, the rejection levels were very high affecting also the
output of the finished products. The operations of the Company also
received a further set-back due to the utilisation of the indigenous cellu-
lose triacetate which was hetrogenous in character while the base casting
machines were designed for the use of homogenous triacetate.

4.61. As regards norms for scrap the HPF stated:—

“That the norms were in existence from the beginning, though they
were not clearly laid down. In the case of X-ray coating, the

rejection level was changed when the Coating width was re-
duced in February, 1972.”

The standards and actuals for 1972-73 for edge trimmings are as fol-
lows: —

Cine X-ray Paper
Std. Act, Sud. Act. Std. Act.
1972-73
Basc casting $%  5°189% 6%  5'74%
Subbing . 1-3% 3% 1% 1% .
Coating .. 3% 3% % %o 5% 5%
Conversion , 2% 2% %  8:47% 5% x)

The standards for other products are as follows :—

Cine Roll Aerial
Sound Film Film !
Base Casting , . . e e . . . 6% 6% 6%
Subbing e e e 2% 29% 2%
Coating . . . . . . . 3% 9% 3%
Conversion |, . . . . . . . . 2% 3% .

® x5-35% for 94," 2% for 5} and 7:639% for 7§°. *

4.62. As regards high rejection levels a refereace is invited to para
2.20 wherein the defective proVision for acceptance tests without co-relat-
ing the finished products to the inputs at different stages of production
and provision of too short a test run to prove efficacy of the plant, in the
modified agreement have been brought out. The Management were also
not making any cause-wise analysis of the rejections at different stage of

production.

4.63. It has been stated that the cause wise analysis of rejection levels
together with output is reviewed once a week in a meeting presided over
by the Managing Director. The minutes of these meetings and the naturs
of corrective action taken are not on record.
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4.64. It was, however, observed that minutes of the weekly meetings:
held by the Production Manager from July, 1969 onwards were available
which indicate only the percentages of rejections. From September, 1971
these minutes indicate cause-wise details of rcjections only at the conver-
, sion stage in respect of Cine Film Positive and Medical X-ray Films but
do not indicate the corrective action taken. The following improvements
are reported to have been carried out or are under implementation (March,
1973) by the Management to reduce the rejection levels:

(i) Modifications to the base casting machines and to the collodion
system so as to achieve higher clomgation using entircly the
indigenous cellulose triacetate and to increase the operating
speeds for meeting the additional requirements of X-ray Film.

(ii) Provision of static eliminator so as to minimise the incidence
of static and dust at the subsequent operations.

(iii) Provision of additional solvent recovery plant so as to minimise
the loss of solvent while using the fibrous type of indigenous
triacetate.

(iv) Improvements to the feeding systcm of the substrating machines
so as to reduce the rejection levels.

(v) Provision of cquipment and instruments for better control of
cmulsion preparations to improve the consistency.

(vi) Modifications of technology of emulsion preparation so as to
cut down the time and labour as also the water consumption
and improve the consistency and also for emabling high spced
coating.

(vii) Improvements in festoon coating machine which had some
severe deficiencies on account of the inexpericnce of the col-
laborators in the manufacture of X-ray Films.

(viii) Development of the air-knife coating technique which has
doubled the speed of coating and has brought down the rejec-
tion levels.

(ix) Procurement of two modern perforators to improve the per-
foration quality.

4.65. Tt is, however, seen from the progress report of improvements as.
made available by the Management that the corrective measures Wwere
initiated only towards the close of 1971-72.

4.66. HPF admitted in a written reply that cause wise analysis of
rejections at different stages of production was absolutely necessary and.
was being done ftom September, 1971 omwards..

-_—
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4.67. During evidence the representative of HPF stated that:—

“As far as control system is concerned, it calls for a much deeper
study. This is a major problem. You will be pleased to note
that we have sorted this out. We have a full report for the
last nine months on the quality control. I may also submit
that the Board of Directors are getting every quarter the re-
jection reports. We arc also seeing what the trends are.”

4.68. In this connection, the Special Secretary of the Ministry stated
during evidence that:—

“We agree that cause-wise analysis of rejections at different stages
is vital in an industry like this. It is understood that this
analysis has been done by the management from 1971 onwards
and they claim that as a result of this analysis, they have been
able to reduce the rejections. In several cases, they have
come down considerably.”

4.69. About the record of the minutes of the weekly meetings the HPF
stated in a written reply that:—

“We agrec that this is a lapse. However, we have now introduced
proper documentation at all stages. We arc also recording
the minutes of the operating Committee and Quality Control
review meetings for effective follow-up action.”

4.70. In this connection, Additional Secretary of the Ministry of Fin-
ance stated during evidence thati—

“Now, we have introduced a system by which at every meeting of
the Board every month, they will indicate rejections in the pro-
duction during the months. We are giving them the targets
and they indicate the actual performance mentioning as to why
these have been varied from the prescribed targets. Now we
have got a record. Every Month, we get a report on produc-
tion as well as rejections. We have been getting it for the last
10 months regularly.”

4.71. In reply to a question as to why the corrective measures were not
initiated earlier than 1971-72 when difficulties were being faced right from
the beginning and more than Rs. 5 crores were already lost, the HPF stated
that:—

“Measures were initiated in 1971-72 to reduce rejection levels. As
these improvements involved a considerable amount of investi-
gation and data collection, it is difficult to say at this stage,
whether it could bave beea forescen carlier.”
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4.72, The Company has incurred an expenditure of Rs. 29.15 Ilakhs
so far (September, 1973) and expects to incur an additional expenditure
of Rs. 16.37 lakhs to complete these improvements. The Management
have stated (September, 1973) that “it is expected that a gradual reduc-
tion in wastage will be brought during 1973-74 which will contribute for
a better performance during later half of 1973-74.”

4.73. HPF intimated that the total expenditure incurred upto 1973 for
various capital improvement programme was Rs. 37.14 lakhs (excluding
modification of base casting machines and deaeration) and the Undertak-
ing expected to incur an additional expenditure of Rs. 14 lakhs to com-
plete the improvement programme. Subsequently, in a written reply, it
was stated by HPF that the improvements had mostly been fully carried
out. .

4.74. The rejectional levels were stated to be as follows:—

1970-71  1971-72 1972-73 6973 1973 1973
Cct.

Nov. Dec.

Cine Positive
Base Casting , 35°32 26°95 14° 54 1521 15°22 15° 88
Subbing : 20°78 9'73 10° §4 7:26 4'2§ 4:33
Coating . . 281 . 3°39 712 223 277 1-97
Conversion § 1984 15°92 11° 65 13-91 10 4I 11°29

6039 4643 37°19 3381 3275 29-98
X-ray
Bass Casting | . 33°4S 23°30 21° 52 40°29 23°23 20°05
Subbing . . 1915 10°25 10° 53 854 3-42 1395
Coating . . 18° 19 14'23 2371 401 3°99 9- 60

Conversion . 58:26 37:69 3562 32°24 21'38 1415

- 81°63 63'80! 65°09 6448 52:02 46° 60

While furnishing the above information the H.P.F. stated that:—

“It could however be seen that there has been a gradual, orderly
and progressive improvement during October—December,
1973.

During April—September, 1973, due the shortage of Methylene
chloride, production was interrupted off and on with the result
that the rejection levels were highly fluctuating and do not
indicate any representative picture and hence figures for this
period have not been furnished.

. IR - P .
(1) L -

- o~



During the first quarters of 1974 we have every confidence of
attaining budgeted levels of scrap.”

4.75. In this connection the representative of the Ministry informed
the Committee during evidence as follows:—

“So far as rejections were concerned, they were also very much
higher than the nmorms prescribed. Here we have seen some
of the most sophisticated plants run by Kodak, etc. and there

1 also I have found sometimes rejections do go up fairly high
but in those places the rejections do not remain at a high level
for a continuous period. It comes down fairly quickly be-
cause immediate action is taken again on the basis of the sys-
terms approach.  Action would be taken to rectify those cases
which had created those rejections. So, instead of trying to
tackle the problem which probably had arisen in the base cast-
ing side, they tried to rectify it on the finishing side. That is
why the rejections also remained comparatively high because
the system approach was not applied. Then there was some
under-utilisation of capacity. I would not give very great im-
portance to this reason, but, certainly, this was one of the rea-

. sons. Another reason was premature switchover to indigenous
Cellulose Triacetate material from imported material and this
required a lot of work to be donc to stabilize production.
There was so much difference in physical property that stabi-
lization took a long time,

As a result of Statistical Quality Control Study, many of thesc pro-
blems particularly the base casting machine have bcen over-
come. Let us hope that they have been permanently over-
come. The adjustment in the formulations and optimising of
the conditions have also helped in stabilization. So far as these
particular aspects arc concerned, things have improved. Thus
taking into account everything, the problems that had arisen
and are likely to arise should be tackled.”

4.76. The Committee find ¢hat one of the reasons for the shortfall in
production is the heavy percentage of improcess rejections. .The Com-
mittee note that during 1968-69 to 1971-72 the percentage of rejectioms
ranged from 85 to 152 per cent in the case of Cine Film Positive, 176 to
444 per cent in the case of Medical X-Ray Films and 16 to 68 per cent
in the case of Bromide Papers with relerence to final output against the
norms of 11.36 per cent, 27.01 per cent and 9.18 per cent prescribed for
these in DPR. The Committee find that in respect of cime positive the
rejections have shown a marked increase at base casting and substraction

stages in 1970-71, the rejections were heavy in regard to medical x-ray
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films at the coating and conversion stages, The rejections were the heavi-
est at the base casting and conversion in respect of all the years. An
analysis of the input and output position of the different processes indi-
cated that the substraction, coating and conversion departments had spare
capacity to take larger inputs, which however, was not utilised on account
of the inability of the base casting department to feed all the subsequent
processes. The inability of the base casting department was mainly due
to the high rejections and also due to under-utilisation of the capacity.

4.77. The Committee regret to note that no attempt were made to
locate the problem from the base casting side and imcrease the production
at the base casting unit by increasing the speed of the base casting unit
nor to analyse the causes of rejection at that stage. Even the available
input was not processed in the coating and conversion departments.

4.78. The Commiftee feel that in spitc of these beavy rejections at
difterent stages, no cause-wise amalysis of the rejections was done by the
Management. The Committee are left with an impression that the high
rejection levels may also be due to the defective provision for acceptance
tests without co-relating the finished products to the inputs at the different
stages of production and provision of too short a test-run to prove the
efficacy of the plant in the Modified Agreement, It is surprising that even
after the Management had known about these rejections in the working
of the plant through the years it was only towards the close of 1971-72
that they initiated corrective action to effect improvements, when .the
cumulative loss of the plant was over Rs. 11 crores and the entire capital
of the Company was wiped off. The Undertaking has already incurred
an expenditurc of Rs. 29 lakhs upto September, 1973 and expects to incur
an additional expenditure of Rs, 16 lakhs to complete the improvements.
According to Management though this is expected to secure a gradual
reduction in wastage during 1973-74, the cffect will be felt only in the
latter half of 1973-74. The Committee are not sure whether these modi-
fications etc. would really result in reduction in the percentage of rejec-
tion and improve the quality. The Committee cannot but express their
feeling of dissatisfaction that the Undertaking hos allowed matters to drift
thereby causing heavy losses to the Undertaking yeur after year. The
Committee recommend that the matter should be thoroughly investigated
with a view to fixing responsibility for the failures at various stages and
to take remedial measures without further loss of time, to achieve best
production results and eliminate losses on account of heavy rejections.

E. Recovery and accounting of silver

479. Silver is one of the raw materials used in the manufacture
of products. Out of thé wtal valie of Rs. 327.70 lakhs of materials con-
somed during 1971-72, the value of silver amounted'to Rs. 99.93 lakhs.
The total value of matetlali codsumed during 1972-73 was Rs. 462.28
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lakhs, out of which, the silver amounted to Rs. 141,70 lakhs. The corres-
ponding figures for 1973-74 (upto 30th September, 1973) were Rs. 177.47
lakhs and Rs. 63.19 lakhs respectively.

4.80. The Management proposed in April, 1961 to set up a plant for
the production of silver nitrate of photographic quality from bar silver
as well as from silver recovered out of factory waste. The Board of
Dircctors, however, deferred the proposal pending furtheér examination at

’

a later stage. i 1M

4.81. The proposal was again revived in March, 1963 and the Board
of Directors approved the setting up of silver nitrate and silver recovery
plants at an cstimated cost of Rs. 12.10 lakhs, The plants were commis-
sioned in 1966-67 at a total cost of Rs. 13.33 lakhs,

4.82. Commercial silver is melted in the Silver Nitrate Plant, cast into
slabs and refined electrolytically before it is converted into silver nitrate.
After nitration and purification by recrystallisation, crystallinc silver nitrate
is issued for use in the preparation of emulsion for coating.

4.83. Residual silver can be recovered from the slag resulting from
the process of melting, the spent clectrolytes and also from the liquid left
behind after crystallisation of silver nitrate. Silver can also be recovered
from the rejected coated products, watcr used to wash the emulsion and
from rejected and waste emulsion. The silver content in these materials
is concentrated by a process of flocculation and filtration to a sludge which.
is calcined to form granules, These granules are smelted and the silver is

recovered,

4.84. The initial contemplation was to meet the requirements of silver
nitratc from outside. No provision was made for the recovery of silver
from wastes and scrap; nor was the value of the silver recoverable quanti-
fied. However, it was mentioned in the Detailed Project Report that the
valuc of silver actually recovered would augment the profitability of the
Company. Before the regular production was stated in June, 1967, the
Silver Nitrate Plant and the Silver Recovery Plant had actually been set
up. At this stage, it was expected that out of the total actual requirement
of 45 tons of silver nitrate or about 28 tonnes of silver metal, 12 tons of
silver nitrate would go as waste which if recovered would yield 7.5 tons
of silver metal representing about 25 per cent of the silver used. In other
words, the expectation at the time of setting up of the Silver Nitrate and
the Silver Recovery Plants was that almost the entire silver content from:
the wastes would be recovered. The recovery of silver from sludge and
granules was not made on regular basis till 1969-70. Upto March, 1970,
857.30 Kgs. of silver were recovered. Upto the accousts for 1969-70;
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the consumption of silver was worked out on the basis of silver content
in the finished products and in the work-in-progress. The balance of the
input was shown as recoverable from sludge, granules wastes scrap, slag
etc, (excepting 75.76 Kgs. in 1968-69 and 48.80 Kgs. in 1969-70). How-
ever, in so estimating the full recovery of silver from the sludge, granules
and coated scraps, varying percentages were estimated to be recoverable
«during 1968-69 and 1969-70 as indicated below:—

1968-69 1969-70

Sludge (percentage) | . . 10°37 10° 25
Granules (percentage) . . . . 4636 55 10
‘Coated scrap (Grams per sq. m.)
(i) Cine Positive , . 40 431
(ii) Medical X-ray . 11-6 13°97
Giii) Paper . . . . . . 16 2-04

The quantity of silver recovered from April to December, 1970 was
137.65 Kgs. while 2528.18 Kgs. were recovered during January to March
1971. On the basis of consumption figure derived in the manner indi-
cated earlier and on the basis of the following percentage of recovery
expected from sludge, granules, etc,, 5580.99 Kgs. of silver valued at
Rs. 28.28 lakhs were treated as lost for the purpose of annual accounts
for 1970-71 and charged to the accounts by reduction of the closing stock
©of silver in process.

1970-71
(Percentage)

Sludge . . . . . . 8:72
Granules . . . N O §7°1
Coated scrap (Gms. per sq. m.)}
Cine Positive .. . . . . . . 4'0
Medical X-ray . . . . . . . I1°43
Paper . . . . . . . . : L 1

" This adjustment in the accounts for silver deemed to have been ]o§t
amounting to Rs, 28.28 lakhs was mede without relating the silver con-
tent in the closing stock to actual recovery from different elements. During
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1970-71 a Task Force stated to have been appointed indicated the follow-
ing process loss of silver at different stages:—

Silver Refinery Section 0'8%

Calcining and smelting . . . . . 1-62%

Nitration section . .t 068%

Washingloss ., ., . e o' 58%

Handling loss in emulsion | . ) . . . . 3°5%
\

On this basis, the loss of silver (Department-wise) was worked out by
the Management as per details given below:

Kgs.
Loss in Silver Sludgs Recovery Plant . . . . 1209
Loss in Silver Nitrate Plant . . . . . . 1131
Loss in coating and emulsion process . . . . . . 3240
——— ——
5580

NoTE :—Nb analysis of loss of silyer was made till 1969-70.

4.86. During 1971-72 similarly 4089.26 Kgs. of silver valued at
Rs, 21.85 lakhs were deemed to have been lost and adjusted in the accounts.
This was done with reference to the ad-hoc norms (stage-wise) indicated
by the Plant Managers vide details given below:

Quantity Value Remarks
(Kgs.) @®. in
lakhs)
Loss of silver in Sludge Recovery Plant . 310° 75§ 1-66 On the basis of com~
puted recovery.

Loss in Silver Recovery Plant | . 182384 974 Do.

Loss in Silvr Nitrate Plant 470° 82 2- 62 Do.

Emulsion and coating pipeline loss | 71913 3'84 O estimated basis.

4-09 Balance treated as

i f silver 76472 A
Overcoating o loss on overcoating.

4089°26 21-85
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4.87, During the year 1972-73, 6,771.79 Kgs. of silver valued at
.approximately Rs. 37.52 lakhs were deemed to have been lost and adjusted
sin the accounts, the break-up details which are as below:

Quantity

v (Kgs.)
Loss of silver in Sludge Recovery Plant 4849° 52
Gain in Silyer Recovery Plant | . . 252485
Loss in Silver Nitrate Plant . . . 1370° 74
Loss in Emulsion and Coating 307638

—

Total
Approx. value Rs. 37- 52 lakhs.

4.88. Even though the Company conducted laboratory tests for coating
-since beginning, the actual extent of over/under coating was not worked
out as the resulfs of such tests were not summarised annually. It was,
however, stated that the assessed thickness of coating did not vary from
the thickness as ascertained by laboratory tests of coated jumbo roll cutt-
ings. The Management stated in August, 1973 that the loss om account
of over coating of silver, as shown above, must be due to losses in the
various stages of emulsion and coating processes, The emulsion and coat-
ing pipeline loss is, however, stated to “have arisen on account of the
omission to connect the pipelines to sludge recovery section; this was

rectified in June, 1972, During this year again the estimated recovery of
-silver varied as follows:—

Sludge (Percentegs) | . . . 921
Granules (Percentage)
Coated scrap (Grams per sq. m.)

(i) Cine Positive ,

40
(ii) Medicel X-ray 12~
(iil) Paper . . . . . . . . . 19

4.89. The silver entrapped in the slag from the furnaces and the
-crucibles was also not recovered upto the end of 1971-72. The slag aris-
ings were accumulated from year to year and an ad-hoc quantity was
-assessed as irrecoverable in the process of smelting, etc., the balance being

presumed as available for recovery from the slag and included in the
«closing stock of silver-in-process,

4.90. The HPF admitted in a written note that the results of laboratory
gests for coating should have been summarised annually in order to work
out the actual extent of over/under coating of their products.
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4.91. As regards, the assessing of actual thickness of coating, the HPF
stated that:

“Two samples at the beginning and end of a jumbo are taken.
Silver estimation in the samples was being done by the chemi-
cal titration method, whereby silver halides in a known quan-
tity of film is volumetrically estimated. We have recently
(4th October, 1973) installed an X-ray detractometer by which
the Silver content of the film is analysed. The X-Ray beam
falls on a specimen of coated film and counts are measured.
The number of counts depends upon the amount of silver that
is present in the sample.”

4.92. In regard to the locating of the missing connection of the pipe-
lines with sludge recovery section, he stated that:—

“a group of people were assigned (in October, 1972) specifically
to check item by item. New suitable action has been taken. ...
About 70 to 100 Kgs. over all the years put together i.e. about
Rs. 50,000 from the beginning had been lost due to the mis-
sing conncction in the pipe lines.”

4.93. In a written note H.P.F. intimated that the cost of rectification
$ad been Rs. 10,000.

494, In this connection, the Special Secrctary, Ministry of Industrial
Development during evidence expressed the foilowing views:—

“I would mot say that it is a very good explanation but it may be
that it has so happened that the actual extent of over/under
coating was not worked out as the results of such tests weie
not summarised annually. However, the actual recovcry has
tallied more or less and I will certainly say that it is the most
scientific method of .silver coating process.”
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4.96. As meationed carlier, no recovery of silver was' made from the
slag for which no facility also existed in the Company. The ‘quantity of
slag and the silver recoverable therefrom as estinrated by the Manage-
ment widely varied from the actual quantity. As on 31st March, 1972,
1141.63 Kgs. of silver was estimated to be recoverable from the slag with-
out ascertaining the quantity of slag. - In October, 1972, 20 tonnes of
slag was stated to be in'stock from which 700'Kgs. of silver was estimated
to be recoverable indicating a recovery-of 35 Kgs. per tonne. In the
first week of October, 1972, 57 tonnes of slag was reported to have been
sent to Bharat Gold Mines Limited/another Government of India Under-
taking, for recovery of silver. Subsequently, some more slag was also
sent. Up to Junme, 1973, 1540 Kgs. of silver was actually recovered by
the Bharat Gold Mines Limited out of 65 tonnes of slag indicating a
recovery of 23.7 Kgs. per tonne. The Management have stated (August,
1973) that lower gquantity was indicated to Bharat Gold Mines Limited
as otherwise it was feared that they. might: mot undertake the processing
of the slag.  As on 31st March, 1973, 2119.79 Kgs. of silver was shown
to be recoverable from thie slag arising upto ‘thdt period without indi-
cating the quantity of slag. Out of the slag arising upto 31st March,
1973-silver was recovered from 65 tons of slag as already -indicated above.
The quantity- of sliver now expected to be. recovered:from the remaining
10 tonnes of slag still in stock (August, 1973): and from the fines of the
processed slag of 65 tonnes lying with the Bharat Gold Mines Limited,
another quantity of 1247.29 Kgs. are expected to be recovered. . Thus
the total recovery from the slag as on 31st March, 1973 is expected to
be 2787.29 Kgs. as against 2119.79 Kgs. .

4.97. Even though physical verification of silver in-process stock was
conducted in all the. years, the' quantity of silver ‘in catchpit sludge and
calcined anode bags was not verified ‘duting '¥971-72; granules were not
verified ' during  1969-70, 1970-71 and’ '1971:72/ and élag during 1970-71
and 1971-72. Silver content in all thosé iterm ‘was oh ‘an estinrated basis.

The following position emerges from the foregomg-—

(i) Recovery of Silver' was not regular]y made till January, 1971.

(i) No stage-wise analysis of the loss of silver was made till
1969-70. Y N

(ifi) No analysis of actual recovery of gfanulés from sludge and
silver therefrom has been made. '

(iv) No norms for losses arising in the process of recovery from
the plant were fixed upto 1969-70.

(v) The quantity of silver Tecoverable. from the slag was indicated
without indicating' the quantity of slag itself.

593 LS—6. ]
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(vi) Varying percentages of recovery were estimated from year to
year,

(vii) Physical verification of certain items was not done in certain
years,

(viii) While upto 1969-70 almost the entire silver was expected to be
recovered, from 1970-71 accounting adjustments were nrade for
silver deemed to have been lost without relating it to the actual
recovery made from different elements.

(ix) Even after reported fixation of standard process loss in Janu-
ary, 1971, loss in excess of standard was not investigated.
On the other hand, loss during 1971-72 attributed to over-
coating could not be established.

(x) There was not proper system for the collection, weighmend
' and expeditious disposal of the wastes,

(xi) There was no arrangement for periodical stock taking of all
the silver-bearing wastes.

(xii) The procedure observed as a whole did not secure an effective
system of internal control over consumption, recovery and ac-
countal of silver,

4.98. The various aspects connected with consumption, recovery and
adjustment in accounts of silver were not brought to the notice of the
Board of Directors. In June, 1973 the Board was informed of loss of
“silver. amounting to about 5100 Kgs. valued approximately at Rs. 30
fakhs in respect of the year 1972-73. The Directors expressed grave
concern at the casual manner in which the shortages were handled and
requested the Company Auditors to arrange for a fresh inventory of ail
stocks of the Company as on 1st June, 1973 and also to evaluate the lia-
bility of the company on all counts before the accounts for the year end-
ing March, 1973 were closed. Considering the serious naturc of the
position and the urgent need to expedite, the closing of annual accounts,
the Board directed that the Managing Director should investigate the
shortage thoroughly without any further delay and submit a detailed report
as to the actual shortage of silver and the reasons thereof. It has been
reported by the Management that independent physical ‘verification of
in-process stock was conducted during 13th to 15th Jume, 1973 and a
Joss of 7618.98 Kgs. valued at Rs. 42.14 lakhs (including standard pro-
cess loss of 3118.40 Kgs. based on the norms estimated by the company
in January, 1971) was established for the year 1972-73. On this basis,
the total loss of silver for the years 1968-69 to 1972-73 would work out
10 Rs. 92.85 lakhs. The Management have stated (August, 1973) thas
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“the statutory auditors are now conducting the physical verification of ail
inventories, the detailed report of which is awaited”.

4.99. The losses charged in thc accounts ag per re-calculations made
by the Company were stated to be as follows:—

Quantity Value

Rs. kkhs
1966-67
1967-68
1968-69 . 73 037
1969-70 49 022
1970-71 55+81 2828
1971-72 . . 4089 21° 85
1972-73 . 6772 37°s2

882

""Based on the investigation conducted by the Statutory Auditors the
losses established year-wise were as follows:—

Quantity Valu

Rs. lakhs
1966-67 . . . 852 4°38
1967-68 18329 9°'34
1968-69 . . 462 2:36
1969-70 . . . . . 1114 5 14
1970-71 . . . . . . . §107 25-88
1971-72 . . . .« e . . . . 4276 22°8¢
197273 . . . . . . . . . 6772 37°53

10744

4.100. While furnishing the above information H.P.F. stated that till
1970-71, no process losses of Silver had been charged off, except very
small quantities indicated above. Hence the figures for 1970-71 were
progressive.

4.101. Asked when the input-output procedure for assessing the pro-
cess losses to compare the same with the norms arbitrarily fixed was
adopted, the Chairman, HPF stated during evidence, “this was during
1970-71. Where the loss is beyond arbitrary norms, it was treated as
ebnormal loss written off in the accounts. On the basis, the accounts
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for 1970-71 and 1971-72 were closed and this has resuited in a loss
which is equivalent to.the process. }oss and the-abnormal less dependens:
on the arbitrary norms we have fixed for the process loss plus the inven-
tory of the finished stocks and the silver content in the stocks as the
exact quantum of silver content was itself not accurately assessed.

4.102. The representative of HPF during evidence wasserted that the
test in regard to assessment of loss during 1971-72 with reference to ad-
hoc norms had not gone wrong. Actually the recovery had been quite
good and their assumption had proved right in that case.

4.103, In a note furnished after evidenoe Management stated that
during October, 1972, with the drive the management instituted to clear
the inventories of recoverable silver on a crash programme basis, the
inventories have registered a sharp fall. As the closing stocks of recovera-
ble silver in process has declined, the effect of errors in estimates of open-
ing stocks of the previous year was felt in terms of a heavier losses in
1972-73 which could be carried over losses from the previous years also.

4.104. Seized of the problem, the Board had initiated the following
steps:—

(i) Documentation at each control point be determined on a daily/
weekly/monthly basis the process losses.

(ii) Determination of silver content on a scientific and comprehen-
sive sampling basis.

(iif) Physical verifications of all items periodically.

(iv) Starting with the norms for process losses evolved by the sta-
tistical quality comtrol section of Indian Standard Institution
to up-date these morms from data made available as above.
Taking all the factars into consideration, it is difficult to deter-
mine whether the losses are entirely due to process losses
during the year or due to any other cause and whether any
portion of the loss of 1972-73 relates to previous years also.

Uspder . the circumgtances no worthwhile conclysiog can be drawn un-
til such time.

1. We determine process losses on past petformance on a scien-
tific and reliable basis. o o

2. Inventories and silver contemt are accurately wassessed.
4.105. The HPF confirmed in a written mote that the working out: of

the consumption of silver on the basis of silver ¢ontent in the finithed'
products and in the work in progress was the correct and scientific method:
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s0 long as the quantities in various forms and the quantum of silver there-
in was correctly assessed.

14,106, In regard to fixing of norms for process losses the Chairman
HPF admitted during évidence that thére:had mot been any norms fixed
in this regard earlier “as it was presumed that the whole Silver had been
recovered. He added that -“(Now that norms had blen fixed) we will be
able to determine the process loss ‘within 3 or 4 months. We will have
"a historic record, on a scientific basis. That is very important. Secondly,
inventories and silver content are accurately assessed. We have devised
a system by..which every thing, .including the laboratory report, is signed
every day. We have an,independent check at every level. Now that this
is being done, this can be investigated further during April, 1974".

4.107. In reply to a question as to why up to this time no study about
the recovery of silver had been made and no kind of internal audit or
anything of that type was done and how was it that this escaped atten-
tion, the Chairman HPF stated during: evidence that “May I say that one
of the fundamental reasons why this organisation was incurring losses was
that we did not find in the operating management the feeling that they
were dealing with public funds and they ‘had to do everything humanly
possible tQ see that they justified the confidence that had been reposed om
them? In other words, as long as that semse .of accountability is not
there, 1 do not see why anybody should bother whether silver is lost or
anything else is lost. For instance in the history of this company for the
last seven years, there was npt one case where any increment was stopped,
and not one manager was asked why the perfqumance was not what it
should be, but what actually happened was that people had been promot-
ed.” He added that “It was a whole lack of systems control. That has,
what has led to these many problems of which silver was oge.”

4.108. Asked if the above loss had been neported to Gove.mmcnt
the Chairman HPF stated during evidence that: “For the year ending
March, 1973, we. said that if it.was carried dver, it would: not be.a true
veflection of the accounts: of the Qompany: so, whatever came to-light upto
-that time, we' had written off. By the end of March, we had written off
defective: stocks ‘which 'were in the' inventory ‘wunning to about Rs. 50
lakhs and something. relating to silver; both of them were written off, even
though the loss shown is higher, because I think it is much more healthy
to face facts rather than carry it for some more years.”

4.109. The Committee enquired as to why responsibility was not fixed
in the matter and in spite of that, the losses had been written off, the
Chairman HPF. stated during evidence that—“The first point is that a
task force was appointed about two years back; they gavc no written re-
port, but apparently they have evolved certain norms; that means that they
were trying to investigate into the problem.



78

4.110. In 1970-71 and 1971-72 the losses were considered to be
about the same as that of the norms tentatively suggested by the Task
Force constituted for the purpose and certain excess losses were explain-
ed by the Dcpartmental Managers, Hence the Management did not con-
sider it necessary at that time to investigate. In 1972-73, the losses were
highér than the nomms and hence a reference was made to the Manage-
ment and to the Board by the Finance Division, Since then this matter
bas been thoroughly investigated and silver cosumption norms have been
fixed, control poigs established and documentations tightened.”

4.111. The Co;:m'!tec found from the minutes of the 78th meeting of
the Board of Directors held on’ 8th June, 1973 that—

“The Directors expressed grave concern at the casual mangper in
, which the shortage had been handled, although it had been
assessed at about Rs. 30 lakhs.

1 The Board accordingly requested the Company auditors to arrange
! for a fresh inventory of all stocks of the Company as on
June 1, 1973, in liaison with the Manager, Finance Division,
to ensure that the true state of affairs of the Company are
' known and also evaluate the liability of the Company on all
counts, before the accounts for the year ending March, 1973

s are closed.”

4.112. The Committee enquired as to why the silver could not be
recovered from sludge and granules till 1969-70 when the Silver Nitrate
Plant wag sct-up in 1966-67. The HPF stated that the Silver Nitrate
plant bad been set up for production of silver Nitrate/Silver Recovery.
Though sludge was calcined to attain granules, recovery of Silver from
Granules could not commence due to technical difficulties in crucible
furnace and low output.

4

4.113. Asked if the Ministry’s help was sought for the import of
crucibles required for recovering the silver from granules, the HPF stated
that since the import “of crucibles had been banned, no approach was
made to the Government for an import licence, Every eadeavour was
however, made to see if a suitable source of supply could be located which
could satisfactorily meet their requirements.

4.114. Asked whether indigenous crucible would not stand the cor-
rosive effect, the_representative of HPF stated during the evidence that:—

“Our problem was, the indigenou; crucibles would withstand one
heating. The second time they were heated, they would
split into pieces and the silver would flow out. Because of
that difficulty, we have acquired a new furnace and we ars
doing this job on that. We have limited the use of imported
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crucibles to melting silver we receive from the Calcutta re-
finery. With the old process, we could not do enough where-
as with thc new Skelncr process, we have been able to use
practically all the accumulations. We were (also) able to
recover more quantity, much faster. About the efficiency, we
are closely studying it now. With crucibles we were very
inefficient. We were losing silver, This was much better.”

4.115. The Committee enquired as to why the smelting furnace was
mot installed earlier, the representative of the Ministry stated that:—

“They tried methods and when they found that the other me-
thods were not working satisfactorily, they tried this particular
method and found that this worked much better. This is a
sort of improvisation in the process of trying to effect im-
provement.”

4.116. Asked whether the recovery of silver from slag was included
in the Detailed Project Report, the HPF in a written reply stated that
though thc DPR mentioned about collection of sludge for purposes of
recovery of silver, no specific mention had been made about recovery of
silver from slag. Silver content in slag had been estimated prior to aad in_
October, 1972 as the difference between input and output of silver and’
un estimated process loss. HPF were not aware of the facilities availablg
with BGML for thc recovery of silver from slag.

4.117. In regard to recovery of silver from slag by BGML the re-
presentative of HPF stated during cvidence that:—

“once silver recovery has become a priority then we were looking
around. We bhad accumulation of stocks. We were not
aware whether Bharat Gold Mines were in a position te
recover. When in October the task force decided that nothiag
should be left, we went to the Bharat Gold Miges.”

4.118. About the mode of recovery in the DPR, the representative of
the Ministry stated during evidence that:—

“I think that this matter was not taken up with the Government,
because silver recovery was not a part of the Detailed Project
Report and that is why at that point of time it was not taken
up. So far as the collection of sludge recovery of silver was
concerned, there was a mention in the Report but there was
no mention about the recovery of silver slag. As I said, so
far as this technology was concerned, they did not think of
including the recovery of slag as & part of this technology.”
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4.119. In reply to a question as to why the Ministry help was not
taken in making a regular arrangement with Bharat Gold Mines Limited
for the recovery of silver from slag the HPF stated that:—

“Bharat Gold Mines, having helped HPF as an interim measure fclt
that a: special set up is necessary, if it were to process the slag
on a long.term basis. As such this is being negotiated and
this is expected to be finalised in the near future. If we fail in
our efforts, we shall approach the Ministry.”

4.120. During evidence the Committee desired to know if there was
pilferage at any stage, the Chairman, HPF stated that:—

“Frankly, T cannot commetit on that. Pilferage can be there in
any industrial plant. There was an extensive survey dome in
the United States to find out why they have about 1 per cent
or % per cent a negligible value of loss and they finally failed
to find out an answer. This is an accepted thing in large
organisations. But, I prefer to be silent, till we really investi-
gate the whole problem. T feel in the process as such there
i8 no scope for pilferage. But the’ process from silver to silver
nitrate is in a secluded area and that is the arca where it has to
‘be checked up. - I think it'is not far really to say that there is
pilferage unless we have ‘substantial evidence to prove it. Let
us give them the benefit of doubt till we prove it to the
contrary.”

4.121. The HPF admitted in a written reply that silver in process stock
during 1969-70 to 1971-72 in catchpit sludge, anode bags and slag were
not verified.

It was added that:—

“The'norms ‘for 1dsses ‘which ‘may be termed as arbitrary were fixed
. during 1970-71 for guidance, - -Siver was: estimatd on this
Basis.  Being-a ‘continnous &ycle, the accuracy of any such
calculation (regarding actusl loss) could only be verified when
the stocks of moverable sllver are relatwely small »

4. 122 In reply to a questnon as to why process bsaes/scmp -arisings
at each of the stages were not reported to the Board prior to September,
1972, ‘when a detailed cost centne-wise-budget was: prepared,  the HPF
stated that they-could not report the silver losses earlier. Scrap per cent
were row reported monthly and silver lasses on a weekly/fortnightly basis.

4,123. It was. added that. “since. silver .content in the work-in-progress
of various departments.can only be an estimate for the purpose of annual
accomnts, pending. establishment of norms on a scientific basis, we had
no alternative but cstimate the silver content, which, in the opinion of the
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Company, could be considered as reasonable. The stafutory auditors were
asked to investigate the subject and subrmt a report. Thc Statutory auditors
have completed physical inventories of stocks. Accofdmg to the auditors,
it is difficult to determine whether the losses rélate to the cutrent year or
carlier years:and the’ justification for thc IOSScs in the absenq,: of norms for
process losses.” L o

4.124. The Management informed Audit in Jilly, 1"9’7‘3 the loopholes
observed in the system of collection, weighmsnt and expeditious disposal
of the wastes were bemg reviewed for. taking, effective 'steps in future.
About the results of review the HPF, . stated jn a,writtea ;note that proper
documentation and reporting had beeq introduced .with- effect from
15th November, 1973. Cun v il

4.125. During evideace. the, SpemalrS;aua!y, Mlnilﬁy of Industrial
Development stated in this conpection that:— . .

“The Company has now deputed & Special Officer to make a detailed
study of the various stages'through which silver is processed
and to establish-norms. ' The position is- that ‘in the earlier
years the production was al§o very low. Now the production has
gone up considerably .and simultancqusly the,losses have also
gone up. The fact that the amount ©f:Josy:hadgone-up is
not a real indication because the‘production has mlsp. gone up
very considerably during thispetiod.- Ba, @8 I hawve- said,
we ate very much concerned with the quantum .of losses in
this particular undertaking .bepause this undestaking ‘has -not
been able to stabilise . production- -over :a ‘long:period even
though, according to the .collaborators . and according to the
Project Report it should have taken five years from the in-
ception of production, to stabilie production. That is why
we have tried to get the 'help of exports from outside to
.improve the.managerial- efficiency. . \We -hawe been txymg to
.get a better Management . for the Corporation.”

.4.126. He added- that in this .connection apecnal ofﬁcer 'had also been
appointed in 1973 and his report. was still awaited."

On being asked about the responsbility of Govcrnment in regai‘d to the
continuing losses being incurred by HPF and the Special ‘responsibility
of the Official pomines, om-the.Bowed: of, Dizactor fox, sopoiting:ahxmt the
statg of affairs of ,the: Company the)zepresentagive -of . thMilmﬂyu
during evxdence.,ﬂiat- PP TR T A SRR § BRS D

“Govérnment’ is refPoisslblé: but’ it Hag 6 fudétion througﬁ
Miinagement #hd''6né’ thiitg - ‘thet 'the”  Governhént can do is
to keep on changing e "Mamaghient ‘sfid try to get 2 ‘pfoper
Management, but n will ‘be aﬁmaaéed m%* ma&agenar talent
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is very scarce in the country and it is not possible to get the
best Management in many of the undertakings and this is one
of thoge unfortunate undertakings where we have not becn able
to stabilise not only the production but also the Managemeat.
I won't say that the Ministry was callous about this under-
taking; otherwise the Govermment would not have made so
many changes in the Management in an attempt to get a
better Management.

The processing losses were not reported to the Government specifi-
cally in the past. They are officers of the Ministry. All the
Directors are appointed by the Government and not a single
Director is appointed by anybody else. If there is anything
radically wrong, it is their job to keep the Government
informed and they have, as a matter of fact, béen telling the
Government that the Management of this particular organisa-
tion i not satisfactory. That is why, not only the Ministry
of Industrial Development but the Ministry of Financc and
the Bureau of Public Enterprises have made various studics
to find out how the Management can be improved.”

4.127. During evidence the representative of Ministry of Industrial
Development informed the Committee that at the time of setting up of
the Silver Nitrate and the Silver Recovery Plant it was assumed that almost
the entire silver content would be recovered from the waste. Wastes did
not however cover everything. Silver was to be recovered from the slag,
from the rejected products, from the water used—wash emulsion. waste
emulsion, etc. Whether it could be recovercd 100 per cent or ncar 100
per cent from that he had his doubts,

4.128. The Committee observed that the purposc of the Project
Report was to mention all those things.

4.129. The representatives of Ministry of Industrial Development
informed the Committee during evidence that a specialist-technologist was
going into the losses of silver year by year. He was going through the 32
stages and in the question of standards also. If it was found that there was
anything which gave a suspicion of criminal nature, he would not hesitate
to take action. '

4.130. The Committee note that the undertaking set up a plaut for the
production of Siiver Nitrate and a Silver Recovery Plant at a cost of Rs. 13
lakhs in 1966-67. The expectation at the time of sefting up of Silver Nitrate
ndSﬂvaRecovumethtMtheen&esuvercontentfmm
the waste would be recovered. For accounts upto 1969-70, the consump-
tion of sliver was worked out on the basis of silver content in the finished
product and im the work in progress and the balance of input was shown
28 recoverable from simdge granules, waste-scrap etc.
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4.131. The Committee, however, find that recovery of Silver from Sludge
and granules was not made on regular basis till 1969-70.

4.132. The Committee note that it was omly during 1970-71 that cer-
tain ad hoc norms were fixed by a Task Force appointed by the Manage-
ment.

4.133. The Committee find that on the basis of consumption figures
.derived in the above manner and on the basis of the ad hoc norms, silver
.of valoe Rs. 28 lakhs was treated as lost for purposes of annual accounts
for 1970-71 and charged to the account by reduction of the closing stock
ot silver-in-process without relating it to the actual recovery made from the
-different clements.

4.134. During 1971-72, the Committee find that Silver valued at Rs. 22
lakhs was deemed to have been lost and adjusted in accounts with refer-
ence to the ad hoc norms fixed by the management.

4.135. During 1972-73 silver valued at Rs. 38 lakhs was considered
to have been lost and adjusted in the accounts.

4.136. The Committee note that the silver entrapped in the slag from
the furnaces and crucibles was not recovered and the slag arisings were
accumulated and an ud hoc quantity was treated as irrecoverable in the
process of smelting c¢tc. and the balance was presumed to be available for
recovery from slag and included in the closing stock of silver in process.
It was only in October, 1972 that a certain quality of slag was sent for
‘the first time to Bharat Gold Mines Limited for recovery of silver. It was
admitted during the evidence by the Management that they were pot aware
whether facilities were available under Bharat Gold Mines Limited for
recovery of silver from slag.

4.137. The Committee were informed that even after the reported fixa-
tion of ad hoc norms no attempt was made for investigating Josses in excess
.of these norms and they were treated as abnormal losses and written oft in
‘the accoumts. The Commiittee find also that the loss attributed to over
-coating could mot be established.

4.138. There was also no arrangement for periodical stock-taking of all
the silver bearing wastes and silver in catchpit sludge, anode bags and slags
was not verified during 1971-72. There was also no proper system for

collection, weighment, and expeditious disposal of wastes.

4.139. The Committee are surprised to find that it was only in June,
1973 when the losses were higher than the ad hoc norms, that ¢he matter
was reported to the Management and Board by the Finance Division. The
Directors expressed grave comcern at the casual manner in which the short-
-ages were hand-led even though the losses were as high as Rs. 30 lakhs jn
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xespect .of 1972-73 alone. The Board. requested ithe Company Auditors
to arrange for fresh”inventary of all stocks as om.1st .June, 1973 in liaison
with the Manager Finance Division to ensure that the true state of affairs
of the Company were known and to evaluate the liability of the Company
on all counts before the accounts for 1972-73 were closed: The Board
also directed that the Managing Director should investigate the shortage
thoroughly and submit a detailed report thereon.. The Committee were
informed that, sincc then, the inatter had been thoroughly investigated, sil-
ver consumption horms had been fixed, control potnts established and docu-
mentation tightened.

4.140. According to the Report of the Management, a loss of 7619:Kgs.
of silver of the value over Rs. 42 lakhs was established for the year 1972-
73 on the basis of independent . verification and norms. estimated by the
Company in 1970-71 and on the basis of the total loss of silver from
1968-69 to 1972-73 would work to Rs. 93 lakhs,

Investigations conducted by the Company Auditors, however, revealed
that the total loss from 1966-67 to 1972-73 exceeded Rs. 1 crore.

4.141. The Committee were informed that a special technologist was
going into the losses of silver year by year and also the question of stand-
ards.

4.142, It was admitted by the Undertaking during evidence that:—

«_ .. .we did not find in the operating: management the feeling that
they were dealing with public funds. In other words, as long
as the sense of accountability was not there, I do not sece why
anybody should bother whether silver is last or anything else

is bost.. ... It was a whole lack of systems control. That has,
what led to these many problems of which silver is one.”

4.143. From the fore-going analysis, the Committee are convinced that
the procedure observed as a whole did mot sécure an effective .system of
internal control over consumption, recovery sfid accounts! of silver. The
Commiftee canuot but express their grave dissatisfaction over the negligence
on the part of the Management to not only kecp an effective control over
the use of such a costly raw material like silver, but to have been failed
to bring the facts to the notice of Board immediately after the loss was

known to them.

4.144. The Committee recommend thag the éntire matter should be in-
vestivated by a High Level Committee to pin-point. the lapses on the part
of Management and all others concerned and to ascertain as to how far
the loss of silver was conscquential to normal utilisation and thfher the
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loss was not .due to other causes like avmdable wastages pllferage etc. and
to fix the responsibility for the same. . IR ni

Pending investigation at high level as suggested by the Committee in
the foregoing paragraph Government may consider the question of issuing
guidelines to other public undertakings so that adequate care is taken in the
use of precious metals, chemicals and other raw materials requircd for
manufacture to obviate losses in storage and handling and that norms of
their consmmption/wastage in processing should be precisely laid down on
the basis of the best expert advice available so as to obviate any chances of

pilferage, wastage etc.

4.145. There should also be proper management control to ensure that
important data about consumption and wastage of these precious metals,
chemicals, raw-materials etc. in manufacture are reported to the manage-
ment together with the prescribed norms and where the losses are of a
substantial nature, these are reported specifically without delay to the Board
of Directors and Government.

4.146. The Committee find that in the first week of October, 1972 the
'Undertaking sent slag to Bharat Gold Mines Ltd., another Government of
India Undertaking, for recevery of silver. The Committee note that out of
65 tons of slag which arose upto 31st March, 1973, silver to the extent of
1540 kg. was actually recovered by the Bharat Gold Mines upto June, 1973

indicating a recovery of 23.7 kgs. per ton although, silver to the extent of
2120 kgs. was shown to be recoverable from the siag arising upto 31st
March, 1973 without indicating the quantity of slag. The Committee under-
stand that a further quantity of 1247 kgs. are expected to be recovered by
1973-74 (upto September, 1973).” The mamagement has been examining

developments in the case.

F. Consumption of raw materials

4.147, The main processes involved in the production of all types of
products are:
(i) Base casting;
(ii) Substrating;
(iii) Coating; and

(iv) Conversion and packing.



4.148. The following table indicates the important raw materials used
in different sections alongwith the sources of supply:

Section Raw materials used Source of supply Remarks
Film Base . Cellulose triacetale Mysore Acetate and Che- Properiatory item
micals, Bangalore. Pl?ievate %om-
pany.
Methylene chloride  Mettur Chemicals ”
Methanol Fertilizer Corporation of  Propaietery item.
India Ltd. Govt. Corpo~
ration.
Acetone N?;ioml Organic Chemi- Private Company .
cals.
Tripliényl phosphate  Many 'soarcés Imported.
Silver Nitrate . Silver Many sources Indigenous
Emulsion Gelatin Many sources Imported
Saponine Food Industries, England Imported Pr-~
prietayy.
Coating . . Baryta coated paper Many sources Imported
Conversion . . Aluminium Foils India Foils

— — - -

4.149. The manufacturing process consists essentially of the following
four stages:—

(i) Production of substrated Cellulose Triacetate safety base.
(ii) Preparation of Photo sensitised silver emulsion.

(iii) Coating of sensitised emulsion on the acetate film base or im
the case of photographic paper on Baryta coated paper.

(iv) Converting the coated film or paper to the sizes required and
'packing them.

4.150. The following table indicates the mput, the recovery and the
loss of solvent as also the loss per Kg. of base prepared vis-a-vis the norms.
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indicated in the agreement, during 1968-69 to 1973-74;—

Year Solvent  Solvent  Solvent Percen- Filtration Total Actusi
input recovered loss tage of loss loss
(Litres)  (Litres)  (Litres) recovery (Lit.) (Col. 4-6)
per Kg.
of base
as per
Agrec-
ment
(Keg.)

1 2 3 4 5 6 7 8
1968-69 . - 39,37,827 33,40,125 5,17,702  84'8 .. 100 I'4I
1969-70 . - 54,31,034 46,99,824  7,31,210 86'5 3,31,585 100 I°ST
1970-71 . .- 54,16,819 44,84,059  9,32,760 82'8 3,24,248 1'00 1I-56
1971-72 . . 40,383,757 33.0L,159 7,37,598 817 3,72,638 100 1°82
1972-73 . 41,23,885 34,79.930  6,43.955  84'4 523,150 1°00 177
1973-74 . 12,38,103 10,70,287 1,67,816 864  2,44,696 1:00 .

(upto 30-9-73>

NOTE. —Accordmg to the Management, filtration loss is not rccovmble at all and henc.c
shown separatly. However, this is taken into account while working out the
loss per Kg.of base.

* 1-93. for 6 mcnths upto 30 September, 1973 currently 1- 44 per Kg. of base.

4.151, It will be seen that the solvent joss upto 1971-72 was always
more than the norms indicated in the collaboration agreement and has
been increasing from year to year. The decrease in the solvent recovery
efficiency was attributed by the Management (January, 1972), to the use
of indigenous triacetate.

4.152. The monectary loss on account of low recovery of solvent for
the four years ending 1971-72 was Rs. 81.18 lakhs,

4.153. The monetary loss on account of low recovery of solvent
during the year 1972-73 was Rs. 22,43 lakhs and Rs. 8.59 lakhs during
1973-74 (upto September, 1973). The management has been examining
proposals for recovery of solvents lost during substration process.

4.154. The Management ordered an equipment on 7th July, 1972 for
installation by August 1973 at a cost of Rs. 14 lakhs for improving the
solvent recovery efficiency to about 95 per cent. The equipment was ins-
talled in September, 1973.

4.155. The Company has also been consuming solvent in the sub-
stration section from which no recovery is made. The value of solvents
thus lost in substration section amounted.to Rs. 22.90 lakhs during
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1968-69 to 1971-72, The equipment now ordered is only for improving
the efficiency of solvent recovery in base casting section. This will not
‘improve the efficiency of recovery at the substraction stage.

4.156. The Management have stated (September/October, 1973) that
solvents could not be recovered at the substration stage as there was no
provisibn for a sub-system in the original equipment for the recovery of
solvents at this stage. “A study is being conducted for installation of
sub-system for recovery of solvent at the substration stage.”

4.157. The Committee were informed by HPF in a written note that
the monetary loss on account of low recovery of solvents in 1972-73 was
Rs, 22.43 lakhs and was due to the fact that the equipment viz., Solvent
tecovery Plant could be ordered in 1971-72 and installed in September,
1973 omly as that required a detailed study.

4.158. It was added that they were making every endeavour to im-
prove the efficiency of solvent recovery, and the same had actually im-
‘proved as could be seen from the following table:—

The 9, ofrecovery of solvent is stated to be as follows:—

71-72 72-73 Oct. Nov. Dec.
Loss in terms ofl(g per Kg of
base . 1-82 177 1'57 144 1'40
% of recovers . . 81:7% 84'4%  77°0%  78:60% 79 607,

*The “per cent  recovery, nhown upto 197273, is the recovery
c&’lcxency excludmg filtration loss since the facilitics available at that time
did not. envxsage pecovery of solvent in filtered media. With the.installation
of Solvent Recovery Plant, Solvents are expected to be recovered even
from the filtered media. Hence during the period October, 1973 to
December; 1973 the. solvent Recovery efficiency has to be on the basis of
the total solvents used amd re¢ovesed .. inshudinig: losses:in filtration.. The
comparative recovery efficiency including filtration loss during 1972-73
would be 74 per cent. It may be scen that the recovery efficiency has
shown an improvement since mstallation of the ‘Solvent Rccovery Plant.

‘. I D R

4.159: During the evidence, the representative of the HPF stated
thut:—h—.” ‘ e
“The monetary loss on account of low recovery of solvents, during

.1973<74, upto September, 1978 was B.5 lakhs. Solvent
recovery plant itsclf has been commissioned only mow. The
moment we eliminate the losses due to interruption in produc-
fion due to non-supply of raw materials, I think we should
come to figure of one kg. of solvent per kg. of waste produc-
ed”



4,160, Asked if solvents in substration stage were recovered, the
representative of HPF stated during evidence that:—

“We have taken it up for examination. It was revealed that we
have to spend about Rs. 20 to 22 lakhs and the material we
recover would be of the order of Rs. 3 to 4 lakhs whereas in
the primary solvents which is very beneficial to us the value
of recovery in this is substantial. Cost of the plant is higher
because we have got three solvent mix in all methonol,
Acetone and methylene chloride and the third is the triacetate.
These products are there. To distill them individually ‘we
have to spend more money.”

4.161. With regard to break-up of total expected loss (as per agree-
ment) per Kg. of base into solvent/filtration loss, the representative of
HPF stated during evidence that:—

“We do not have this break-up. It is not in the Agreement. It is
given as a total for the whole department. As a matter of
fact filtration loss we encountered when we started using
indigenous acetate. At the time when we were using import-
ed acetate it was not a problem. As such, it was not provided
for in the DPR.”

4.162. In a written note the HPF intimated that the Solvent loss m
subbing stage during 1972-73 was Rs. 6.81 lakhs and that a study for
installation of subesystem for recovery of solvent at the substration stage
had been undertaken as part of Cost Improvement Programme in 1973-74,
cost benefit of which was being worked out. It was added that the Study
had not been taken up earlier as they wanted to study the impact of
solvent recovery in Base¢ Casting Section.

4.163. Asked whether the monetary loss on account of low recovery
of solvent was brought to the notice of Government and if so action taken
by them, the representative of the Ministry stated during evidence that:—

“As I have explained, the losses as such were not brought to the
potice of the Government. The losses were not normal, the
Government was aware of that.

There has been an improvement, but I do not think, the improve-
ment is complete. Further improvements are necessary. It
was 1.82 Kg. in 1971-72 and 1.30 Kg. in January, 1974.
Further improvements are necessary.”

(b) The following table indicates the consumption of raw materials
per litre of collodion, the consumption of collodion per Kg. of base, 'the
consumption of raw materials in substration process and the consumption

593 Ls—17.
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of silver nitrate for. different products during the years 1968-69 to 1973-74
(upto 30th September, 1973):—

As per Actual consumption
. DPR/
Unit revised 1968-69 1969-70 1970-71 1971-72 1972-73 1973-74
‘agree-] (upto
ment 3-9-73
(i) Consumption of raw
materials per litre of
collodion  Cellulose
triacetate Gram 124 130 131 132 134 154
Triphenyl phosphate
Gram 20 21 22 22 22 25

(ii) Consumption of collo-
dion per Kg. of base

Litre 8:34 7:28 6-36 6:43 617 5:80
(iii) Consumption of raw

matcrials in substration
process (per Sq. metre)

Methylene chloride
Gram 21 6 9 19 19 18 19
Methonol, 'Gram 16 21 18 21 21 17 34
Acetone Gram 40 46 38 44 50 45 39

(iv) Consumption of silver
nitrate (per Sq. metre)

Cine Film Positive
Gram  6°7/7°5 6'9 68 75 64 7' 7.2

Medical X-ray Film
Gram 30.0/22,0 20,2 22.0 21,6 1,77 21.9 22,8

Paper Gram 3.0/4.0 3.3 3.2 3.3 3.2 3.5 3.2

4.164, It will be seen that the consumption of raw materials per litre
of collodion has generally increased while the consumption of collodion
per Kg. of base has decreased. The consumption of raw materials at
substration stage upto 1971-72 has also shown an increasing trend from
year to year. The consumption of silver nitrate was almost equal to the
norm indicated in the DPR except in the case of X-ray Film wherein it
was less than the norm. The variations in the consumption of raw mate-
rials are not bcing analysed by the Management,

4.165. In this connection the management stated that:—

“Smce we have changed over to the preparation of high viscosity
collodion, more raw materials would be required for its pre-
paration per litre,  But, one litre of collodion produces more
base and in the overall there is a gain. It would be appre-
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ciated that with this change in technology we are operating
the machine at higher speeds with gains in physical output.”

4.166. About the variations in the consumption of raw materials the
HPF stated in a written reply that:—

4.167. The norms were fixed based on pat experience and taken as
the basis for budget 1972-73 and 1973-74. With regard to collodion,
there could not be much variation as the input of raw materials depends
on the viscosity of Collodion. 1In 1973-74 since the undertaking had
changed over to high viscosity collodion, more raw materials would be
required per litre, (154 gms. of CTA against 134 gms. in 1972-73). But
one litre of Collodion produce more base (5.80 kgs of collodion per kg.
of base against 6.17 kgs. per kg. of base in 1972-73),

4.168. In Silver Nitrate the coating weight depended upon the sensito-
metric characteristics achieved in the film, However materials were now
being issued in terms of standard quantities.

4.169. In regard to Silver and Silver nitrate the Chairman, HPF stated
during cvidence that:—

“This requires not only a very efficient silver recovery plant but
also at every point what are the inputs and the outputs determine the
production losses. Without any established norms on this we will only
be making gencralisation on the extent of silver that is consumed. It is
very difficult to determine to what extent the loss is attributable entirely
due to the process losses or due to other processes. The Board of Direc-
ors seized with the problem suggested two or three steps. The first was to
evolve immediately process norms as a guideline pending our instituting
more rigorous checks. There were pipes which were loose and now not
even a drop of solution is let out. There is a data that is being commu-
nicated every day at every station as to what is the input and what is the
output. You would be happy to hear we are now getting the data on daily
basis and correlated on weekly basis and we hope during the next quarter
we will have absolute control on this problem. We have also taken an
inventory of all our materials and audit report was done and the audit
have also investigated. With all these efforts we will know more about
the subject and control it effectively.

Now, we have tightened it up everywhere. We have introduced a new
method of estimation as to how much silver is there in the X-ray. With
that our controls would be better as to how much we have put on the coated
material and how much we could have lost.”

4.170. In regard to heavy process rejections, increasing solvent lqss,
loss of recovery of silver and lack of proper accounting, the representative
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of the Ministry stated during evidence that the Ministry were not aware of
the above inadequacies before the receipt of the Audit Report. The
witness added that in a study conducted by the Bureau of Public Enter-
prises it was pointed out that in the working of the HPF one of the major

shortcomings was the absence of proper management information
reporting. ‘ 1

4.171. He further stated that—

“Apparently, even the Board was not aware of many of these
deficiencies and shortcomings, what to speak of the Govern-
ment. While some improvement has taken place in the manage-
ment information system, I certainly would not say that the
organization has been able to develop a really proper and
reliable one. 1 had to point out to the Chairman verbally that
that system was very inadequate and needs further improve-
ment; and that Government should also be kept informed of
the major happenings in the company. 1 have hopes that the
Chairman will take effective steps now to further improve that
system. There has been some improvement in some areas.”

4.172. On being asked the responsibilities of the Government nominee
on the Board of Directors in regard to the reporting about the state of

affairs of the company the Special Secrctary, Ministry of Industrial
Development stated during evidence that—

“There is a bit of controversy about it, and we have discussed it
very often in the Government, i.e. whether the Government’s
difectors are part of the Management or whether they should
function as the watch-dog of the Government. The general
view taker is that they are not to function as the watch-dog.
They bring in a certain type of expertise when function as
part of the management; they also bring in their experience
about the Government's way of thinking, théir knowledge of
Government’s procedures etc. Even within the Board, the
management information system was such that the Board was
not properly kept informed. It was definitely a case of
management failure.”

4.173. Asked about the responsibilities in particular of Finance Minis-
try’s nominee on the Board of Directors of HPF the representative of the
Ministry of Finance stated during evidence that.—

“Constitutionally, as a director of the Board, we furiction in the
same manner as other Directors. Our aim is only to bring
into the deliberations of the Board, different points of view in
any case financial point of view, reflecting the thinking of the
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Government policy on imports and exports.etc. The periodical
reports of the Company, submitted to the Government bring
out the financial results.

The working results of the Company were known. The total losses
incurred by the Company were known but itemised losses specifically
in respect of these three categories were not brought to the notice of the
Government as such. The total loss was much more than this figure. We
know of the total loss but there are other factors like less utillisation of
the capacity, probably the pricing factor, heavy interest burden, etc. The
only thing is that we did not go into these three itzms. As early as in
1971, these were, however, rectified. Before we called for a special
investigation to be done, certain corrective steps had been taken and a new
system had been introduced from the middle of November.”

4.174, Asked about new Information Rcporting System in HPF, the
representative of Ministry of Industrial Development stated during
evidence that:—

“I asked the Chairman to devise a proforma for this parti-
cular organisation and on which to give the Government
once in a quarter all this information. He has not yet been
able to devise the proforme but he hopes from the next finan-
cial year, he would be able to do it. They have a proforma
on which they are reporting but that is not bringing out all
the relevent points. So, I have asked him to devise a new
proforma which will bring out all the various points and that
should be obvious to the people in the Ministry. Unless it
is brought to the notice of the Government representative, for
him to report back to Government becomes a litt'e difficult.
But now with this new reporting system, it is hoped
irrespective of Government representative’s presence or other-
wise Government would be in a position to get the information
once in a quarter.”

4.175. In regard to the delay in the preparation of a new Information
Reporting Proforma the representatives of Ministry of Industrial Develop-
ment added during evidence that:—

“I had been asking him for the last thrce or four months. T have
been telling him that we should have a proper reporting system
and that all salient features in regard to these Josses and the
production cost should be sent once in a quarter.”

4.176. The Committee regret to mote that the Undertaking suffered a
cumulative loss of Rs. 104 lakhs because of low recovery of solvents
during the period from 1968-69 to 1972-73. The Committee note that
the solvent Joss was in excess of the morms indicated in the Collaboration
Agreement. The solvent loss increased from 5.97 lakh litres in 1968-69
to 9.33 lakh litres in 1970-71 and then came down to 6.43 lakh litres in
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1972-73. The filteration loss increased from 3.31 lakh litres in 1969-70
0 5.23 lakh litres in 1972-73, According to the Management though the
filteration loss was not recoverable at all, this is taken imto account while
working out the loss per Kg. of base. The Committee find that the loss
per Kg. of base has increased from 1.41 Kg. in 1968-69 to 1.77 Kg. in
1972-73 against the norm of 1 Kg. prescribed in the agreement.

4.177. The Committee also find that the solvent are consumed in the
substration section also from which no recovery is made. The solvent

loss in substration section amounted to Rs. 23 lakhs during 1968-69 to
1971-72.

4.178. The Committee are surprised.to find that inspite of the huge
loss of over Rs, 1 crore the Management  has failed to bring it to the
notice of Government,.

4.179. The Committee fail to understand as to why, when the Manage-
ment/Government was aware of the abnormal losses no timely action was
taken to introduce effective measures to arrest such losses and improve the
recovery efficiency. The Committee would like that the responsibility for
failure to take timely action in the matter should be fixed.

4.180. The Committee note that while the equipment now installed may
improve the efficiency of solvent recovery in the base casting, it will not
improve the efficiency of recovery im the substration stage. The Com-
mittee were informed that a study in this regard has revealed that the Un-
dertaking has to spend about Rs. 20 to Rs, 22 lakhs while the recovery
would be of the order of Rs. 3 to Rs, 4 lakhs in substration stage. The
Committee like that this aspect may be carefully gone into before final deci-
sion is taken in the matter.

G. Machine utilisation

4.181. The Company was not compiling the data regarding the total
availuble hours and the actual utilisation of machines there against up to
1969-70. The table at Appendix V indicates the utilisation of machines in

the various departments during 1970-71 and 1971-72 vis-a-vis the
available time. :

4.182. The Management have stated (September, 1973) that “though
records are available indicating the daily downtime data, a consolidated
statement indicating the cause-wise downtime analysis for the whole year
was not being compiled each year.”

4.183. Onc automatic spooling machine purchased in January, 1969 at
a cost of Rs. 6.05 lakhs and installed in 1969-70 has not been utilised so
far (Scptember, 1973) as the hand spooling machine was found adequate
to cope with the relatively low production of Roll Films; data regarding
its atilisation during 1969-70 was not compiled.

4.184. Regarding the purchasc and utilisation of automatic spooling
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machine, the HPF stated in a written reply that:—

“The automatic spooling machine was purchased as it was intended
to manufacture roll films to meet the entire requirements of the
country. We hope to utilise this machine fully during the year

1974-75 when we expect to attain optimum production of roll
films,”

4.185. With regard to the indication of cause-wise analysis of down-
time, the HPF stated in a written reply that:—

“Downtime data is now being systematically collected. This is
being submitted to the Board regularly. The measures taken
to reduce rejection levels and action taken to ensure free flow
of raw materials will result in optimum utilisation of machines
in the ensuing year.”

4,186. The downtime data for the years 1972-73 and 1973-74 (upto
September, 1973) furnished by HPF are at Appendix V.

4.187. The HPF admitted that they had not compiled the data neces-
sary for assessing the efficiency of the working of machines and stated in
a written reply that:—

“We agree this was not done, This is due to the fact that our
rejections were on the higher side during the carlier years,
resulting in lower utilisation. We have, therefore, been con-
centrating on technical problems, to reduce the level of re-
jection, before we considered the desirability of implementing a
system control for collection of data on machine utilisation.”

4.188, The Committee note that the Undertaking has not been compil-
ing data regarding utilisation of machinery upto 1969-70, although such
statements are compiled in the various Departments from 1970-71. The
Commiittee find from the Statement that total downtime in. respect of
basecasting was maximum in 1971-72 (21396 hrs.). In the Substrating, it
was maximum in 1970-71 (17339 hrs.). In respect of Coating Tunnel the
down time (3532 hrs.) was maximum during 1972-73. In regard to
Coating Festoon the maximum downtime was in 1970-71. In the coating
Perforators the downtime was maximuom in 1970-71. In the case of
Reslitting X-ray and bromide the maximum downtime was in 1972-73.
The Committee regret to note that a consolidated statement showing the
cause-wise downtime analysis for the year was not being .compiled.
Management admitted that they had not compiled the data for the work-
ing of the machines on the ground that the rejections were on high side
resulting in poor utilisation of machinery.

4.189. The Committee need hardly stress the importance of maintain-
ance of records showing utilisation of machinery so that the management
may be in a position to judge the efficiency of their working and to enable
them to take timely action.
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PRICING POLICY AND SALES PERFORMANCE
A. Pricing Policy

5.1. Prior to the commencement of regular production in June, 1967,
the Company was importing cinema films and other photographic goods

and was fixing their selling prices in the following manner since October,
1961:—

(i) The selling price of the Cine Films was fixed on the basis of the
prices fixed for imported competitive products and the maxi-
mum margin permitted by the Chief Controller of Imports and
Exports.

(i) The selling prices of the photographic materials were fixed on
the basis of prices determined by the Chief Controller of Im-
ports and Exports.

5.2. After the commencement of production in June, 1967, the Com-
pany has been fixing the selling prices of its products with reference to the
prices fixed by its competitors.

5.3. In December, 1968 the Government of India laid down the follow-
ing guidelines to be followed by the Public Sector Undertakings in regard
to pricing policy:—

' () No guidelines were laid down where goods are subjected to re-

gulations voluntary, domestic or international, and where these
had to be sold in competition with other domestic products.

(ii) In respect of undertakings which operate under monopolistic
conditions, the landed cost of comparable imported goods (net
CIF prices) would be the ceiling within which the undertaking
is free to fix its own selling prices taking into account the
appropriate return on capital.

5.4, The Company is of the view that in the majority of its products
excepting Cine Film Positive (35 mm) it is neither enjoying
the absolute monopolistic nor a semi-monopolistic position as
it was required to sell the products in competition. The above
view is based on the following reasons given in November,
1970:—
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(1) Photographic Paper (including document paper) accounts for
roughly 25 per cent of the Company’s total rated production,
(in terms of quantity) and will always be sold in competition
with domestic producers.

(2) Until the Company’s expansion schemes are complete, X-ray
Film will have to be sold in competition with imported pro-
ducts to the extent of about 50 per cent to 60 per cent of the
country’s requirement. The Company’s present share (1971-
72) in the total requirements is however, of the order of 36.1
per cent.

(3) The monopolistic character or otherwise of an enterprise should
be judged not on the basis of one or more of its products buti
by taking the enterprise as a whole.

5.5. The ‘selling prices of the different products fixed by the Company

vis-a-vis the actual cost of prqduction during 1970-71 to 1971-72 are given

below:—
1970-71 1971-72
Product Unit ———
Cost of Selling Costof  Selling
Production Price  Production Price
1. Cine Film Positive-35-mm Sq. m. 2573 1471 2513 1471
2. Medical X-ray Film . . 113°35 3695 6252 36.95
3. Roll Film . . . . Insignificant production
4. Flat (Portrait) Film .No Production
5. Bromide Paper (including all 11°09 12:62 1135 11°99
photographic paper)

6. Graphic Arts Film . No production
7. Sound Cine Film . Insignificant production
8. Negative Cine Film No production
9. 35 mm Negative Film Do.
10. Others . Do.

NoTe—Actual cost of production was not worked out during the years 1967-68 to 1953-70.

Actual costs for 1970-71 were attempted only for 3 products viz. Cine Film Po-
gitive (35 mm), Medical X-ray Film and Bromide Paper but these were not reconciled
with L?le financial accounts. .
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5.6. The data for the year 1972-73 and 1973-74 (upto 30th September,
1973) are as below:—

1972-73 1973-74 (upto
30-9-73)

Product Unit
Average Average Average Average
cost of selling cost of selling

production  price production price

Cine Positive . . . * Sq.m. 23'S1 15-06 35'91 1709
Xeray . - 55°31 37700 67°60  37'59
Paper . . . 12° 25§ 11°36 13°63 11°65
Cine Sound ! 29° 85 18*90 31°20 21°§5

(Cost of prodﬁction'per réll of
Cine Positive —Rs. 250°97
Cine Sound —Rs. 318-65)

5.7. About the pricing policy, it has been stated by HPF that:—

“All tlese years HPF’s prices had to be matched with the prices
of imported competitive brands with no relevance to cost of
production. Some of the raw materials which HPF procures
are 3-4 times higher in cost when compared to the prices at
which they were available to manufacturers abroad. Even
though it is the Compaay’s desire to merchandise photo-sensi-
tized goods at reasonable prices to give the best value of money
spent by the consumers, the prices should match the raw
material, labour and manufacturing costs. The Company is
now in the process of rationalising its prices with a view to
recover the full cost of production.”

5.8. Asked how the selling prices of HPF products fixed after the
commencement of production in June 1967 compared with the actual costs
for 1967-68 to 1969-70, the HPF in a written reply stated that in the total
cost of production for the years 1967-68 to 1969-70 product-wise had not
been worked out since the Company was adopting the marginal costing
system whereby the contribution made by each of the products was only
ascertained.

5.9. During evidence the Committee enquired whether the Ministry
agreed with the views of the Management in regard to the categorisation
of HPF products as falling in the competitive range, the Special Secretary,
Ministry of Industrial Dcvelopment stated that:—

“We do feel that there is competition in regard to bromide paper
from internal products; and in the case of others like X-ray,
the competition is from imported materials; but looking at the
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present position, we feel that there may not be any competition
in regard to these two items.”

To a further question as to how the price is fixed when there is no
competition, the representative of the Ministry of Finance stated that:—

“Uptil now there has been no difficulty, because we could fix the
price on the basis of price of imported products. The pro-
blem will arise next year when we will become more or less
self-sufficient. But our prices are comparable to imported
prices. Hitherto we have been fixing the prices on a compara-
tive basis, as a matter of policy. We¢ cannot use our mono-
polistic position to fix prices arbitrarily.”

5.10. The Special Secretary of the Ministry of Industrial Development
added that:—

“In such cases, normally the guidclines are that the price should be
on the basis of landed cost which will exclude customs duty
and sea freight. If it is found that for some reason this is not;
possible, it will, at the most be landed cost, plus 10 per cent.
As on date, the imported material is available and there is
competition. So, they have to sell in competition with the
imported raw material. .. ... Occasionally, particularly where
lot of imported raw materials is used, that formula (Cost of
production plus sea freight plus import duty) does not satisfy
the producer, due to very good and valid rcasons; and then
the matter is examined. But normally, this particular formula
is able to cover all the costs.”

5.11, The Committee note that according to the guidelines laid down
by the Government of India regarding the pricing policy to be followed by
the Public Undertakings, in respect of Undertakings which operate under
monopolistic conditions the landed cost of comparable imported goods
would be the ceiling within which the undertaking can fix its own selling
prices taking an appropriate return on capital. According to Management,
the majority of the products of the undertaking except cine film positive
(35MM) are neither enjoying the absolute monopolistic or semi-mono-
polistic position and have therefore to be sold in competition. The com-
mittee were however informed that judged from the present market posi-
tion there may not be any competition in regard to Bromide paper and
X-ray. The Committee note that the Undertaking has been selling its pro-
ducts at less than the cost of production during 1970-71 to 1972-73, The
Committee were informed that the undertaking is now in the process of
rationalising its prices with a view to recover the full cost of production.
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5.12, The Comumittee stress that undertaking should take immediate
Steps to rationalise the price structure of its products so that the selling
prices are really competitive,

B. Marketing Organisations

5.13. An Advisory Committee (consisting of experts in the filn and
photographic field) sct up by Government in January, 1961 with a view
to provide best possible guidance to the Company from the prospective
users of its products suggested that it would be desirable for the Company
to set up its own sales offices at different places so that by the time the
factory went into production, the distribution and service facilities could
be gradually built up. Te Company accordingly decide in April, 1961
as follows:—

(i) The imported films would be stocked in cold storage initially at
Madras where the Company had an office.

(ii) Supply of Cine Films should, as far as possible, be allocated to
those producers who, because of their standing in the industry,
would be able to assess the films and recommend their general
use as well as advise the company on any modification of the
emulsion required.

5.14. In pursuance of the above decision, the Company further decid-
ed in July, 1961 that the distribution of photo materials should be handled
directly by the Company and that distribution of Cine Film Positive should
be entrusted to a sales organisation for a period of 3 years with option to
extend the arrangements for another period of 2 years, Accordingly the
Company appointed, after negotiations, in Jamuary, 1963 the Ghia
‘Organisation as the sole stockists and agents for Cine Film Positive up to
31st December, 1964. The selling arrangements were reviewed by the
Board of Directors in June, 1964 and in view of the difficulties likely to
be faced in taking over the sales of Cine Film Positive at the initial stage,
it was decided to extend the distribution arrangements with Ghia Organisa-
tion (renamed as M/s Rege Cine Films Limited) for a period of 3 years
ie. up to 31st December, 1967; thesc arrangements were further extended
by another § years i.e. up to 31st December, 1972,

5.15. The distribution of Medical X-ray Films was entrusted to the
three distributors in June/July, 1967 for a period of 3 years, subsequently
extended up to December, 1970 (one of them was M/s. Re¢ge Cine Films
Limited who were also the sole distributors tor Cine Film Positive) for
the four zones of Bombay, Madras, Calcutta and Delhi on account of the
following reasons:—

(i) 90 per cent of X-ray business was conducted all over India on
credit basis and it took one to three months to collect dues
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from private radiologists and six months to one year from
Government hospitals,

(ii) All importers had offices and cold vaults for distribution pur-
poses in Madras, Bombay, Delhi and Calcutta.

(iii) Consumers of X-ray Films el#o required constant contract
through fieldmen, both for effecting colfections and for pro-
viding techmical services,

(iv) Direct sale of Medical X-ray Films by the Company’s sales
organisation could be considered after the plant was well
established, had overcome the tecthing troubles and built up
a good technical service capacity.

"5.16. In March, 1970 the Board of Directors decided that the distribu-
tion arrangements for Medical X-ray Films might be contiued for three
more years from 1st January, 1971 on account of the following reasons:—

(i) As imported rival brand of X-ray Films would be abundantly
available in the market for the next year or so on account of
liberal issue of licences by Government, the Company would
require cfficient distributing arrangements.

(ii) As distributors had so far to face only the problems and had
to meet expenses on the introduction and establishment of a
new product in the market, they did not have enough oppor-
tunity to secure reasonable gains through the agency.

(iii) The distributors had rendered excellent services, Accordingly,
the distribution arrangements were extended (in October,
1972) upto June/December, 1975.

5.17. In justification of the appointment of distributors for Cine Film
Positive and Medical X-ray Films, the Company further stated in Novem-
ber, 1971 as follows:—

“(a) In the early stages of our manufacture this arrangement enabled
us to concentrate upon the manufacturing problems which
were numerous.

(b) The selling of Cinema Positive and X-ray Films demand a
fairly intimate knowledge of people in the movie industry and
people in the radio-logical field. Since there were several
private business houses which had this familiarity and were
available for being utilised, it was to our advantage to utilise
the services of such firms rather than assemble the requisite
expertise within the Company. This had the advantage of
convenience as well as time saving.

(c)- Marketing of the two products also. involves maintenance of
cold storage room and grant of credit facliities in addition ‘to
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maintaining sizable business offices with trained staff. At a
time when the Company was just beginning its manufacturing
programme, it would have ‘been very difficult to
set up such a net work. Moreover this would have meant
monetary outlay which could be more appropriately utilised on
productive facilities.

{d) By having the services of a good selling agency we had the
benefit of being able to review more effectively any complaints
that were received from the field. This is because we were
able to segregate complaints that were purely due to marketing
fuctors from those which could be attributed to technical
factors.

(e) If we had decided to avoid distributors and sell directly to
custo-through our own offices, our expenditure would probably
have been the same as the present expenditure on commission.
It may be mentioned hcre that the private firms who are our
distribution agents have a great amount of flexibility in appoint-
ing their staff which we do not possess.

(f) Essentially, our present distributors are retailers who deal direct-
ly with customers. They are not in the mature of wholesulers
who provide a middle stage between ourselves and the retailers.
For company with a very large manufacturing plant with its
own problems, it does seem undesirable to handle retail distri-
bution of its products. Having a group of retailers to sell
products brings benefits in terms of decentralised service to the
customers.”

5.18. For the sale of photographic materials other than Cine Film
Positive and Medical X-ray Films, which was to be handled by the Com-
pany itself the Company opened sales offices at Madras, Bombay, Calcutta
and Delhi in September, 1961, September, 1963, July, 1967 and Septem-
ber, 1967 respectively with a view to familiarise the Public with the pro-
ducts to be produced and to introduce its brand ‘INDU’, besides the
appointment of distributors in certain areas.

5.19. The existing arrangements for distribution of all the products
were reviewed by the Management in October, 1971 when it was proposed
that the Company’s own marketing division should take over the distribu-
tion of Cine Film Positive and Medical X-ray Films from January, 1973
and that of other photographic materials from April, 1974. The compara-
tive economics of the proposals made in October, 1971 at the instance of
the Board of Directors indicated an annual saving of Rs. 40 lakhs to
Rs. 42 lakhs so far as the taking over of the distribution of Cine Film
Positive and Medical X-ray Films was concerned. However, in July,
1972 the Board of Directors decided to continue the existing distribution
arrangements upto 30th June, 1973 as it was considered inadvisable to
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take over the distribution work in view of the various production problems.
In October, 1972 it was further decided to extend these arrangements up
to June, 1975 in the case of Cine Film Positive and Medical X-ray Film
and upto December, 1975 in other cases, subject to periodic review of
performance.

5.20. One of the considerations for continuing the distribution arrange-
ments for Medical X-ray Films for three more ycars from 1st January 1971
was the non-availability of enough opportunity to the distributors in the
past to secure reasonable gains through the agency. To an enquiry of the
Committee whether it was desirable to take this as one of the criteria for
continuing the distribution arrangements, the HPF replied that this “should
not be the criterion for continuing the distribution agreement.”

5.21. In a written reply HPF justified the continuance of the distribu-
tion arrangements for the 3 main products of the Company upto June/
December, 1975 despite the huge recurring savings indicated by its own
calculations as follows:—

“Our Marketing Organisation is not yet tuned to take up the
direct distribution of finished products. Pending the re-
organisation of the Marketing Division, and strengthening the
set up by way of air conditioned storage space throughout the
country for taking up direct sales, we thought it advisable for
the Company to sell through the distributors. This will enable
us to reduce our inventory and improve the cash-in-flow and
ways and means position. Further, in the field of photographic
products, technical service is an essential feature and we can
compete with established distribution channels of our competi-
tors, only when we have a good Marketing Otganisation. The
re-organisation of the Marketing Division is now under way
and once this Division is well established and our cash-in-flow
improves, we shall investigate the desirability of changing the
pattern of distribution. Pending this set up, the economies, as
projected, are mot realistic.”

5.22. About the company's own marketing and distribution arrange-
ment the Ministry of Industrial Development stated that it took generally
two to three years to set up proper distribution net work. The Company
did not take any steps in this direction earlier. Now that the undertaking
had taken up the re-organisation of the Marketing Division, Government
were hopeful that the Undertaking would change the pattern of distribution
after the distribution arrangements already entered into by the Undertaking
expired in 1975.
=" 5.23. The Company opened four sales and distribution offices in
Madras In September, 1961; in Bombay in September, 1963; in Calcutta
in July, 1967 and in Delhi in September, 1967. The main function of these
sales ana disteibution offices is to keep liaison with the distributors and to
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sell photographic materials other than Cine Film Positive and Medical
X-ray Film, R L

The expenditure incurred in running these offices and the sales effected

gZ] them (ares-wise) during the years 1968-69 to 1972-73 are indicated
oW — )

!

Year/Place Expendi- ‘Total  Direct Percent-
ture (Rs. Sales (Rs. Salesin- age of
in Lakhs) in Lakhs) cluded in expendi-

col.2 tureto
(Rs.in  direct
lakhs)  sales.’
% of (3)
to (1)
.1 2 3 4
Madras
1968-69 172 125°79 651 2626
1969-70 , 2'07  174°30 638 3254
1970-71 | 2°34 163 56 30°92 756
1971-72 597 195'85  46'86  12'74
1972-73 9:'80, 235'49 728 13516
ombay .
1968-69 0's7 65° 52 1-01 5643
1969-70 , 060 120077 476 12° 60
1970-71 069 III'14  32'34 213
1971-72 | . . 3:96 113° 50 23°00 17°21
1972-73 , . . . 5-82 14737 23°80 24' 45
Calcutta '
1968-69 . 005 15°18 o-s8 862
1969-70 | 0'40 41°'34 361 1100
1970-71 | 072 43°00  22°43 3°20
1971-72 | 208 s1- 56 24 56 8-46
1972-73 , 364 63° 66 10° 49 34° 70
Delhs
1968-69 . . . . 009 23'96 - 091 989
1969-70 . ., ., 039 3532 281 1387
1970-71 | . L. 056 51°09 2978 188
. 1973-73 | ) . 227 7545 26°75 8-48
197273, ., . . .. 370 865 1700 276

NOTE : Gross Sales inchude sales to distributors.
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Year Place Expendi- Total Direct  Percentage
ture (Rs. sales (Rs. sales (in- of expendi-
in lakhs) inlakhs) cludedin ture to

total sales) totalsales
(Rs.in lakhs)
1968-69 Madras 1°73 125°79 651 1°37
Bombay 0'57 65° 52 101 087
Calcutta 0°'0§ 1518 o's8 033
Delhi 0°09 2396 091 0'37
1969-70 Madras 2: 07" 174°30 6:36 1°19
Bombay o' 60 120° 77 476 050
Calcutta i 0°40 41°34 361 0'97
Delhi 0-39 35'32 2'81 o' 10
1970-71 Madras 234 163 56 30°92 1'43
Bombay 069 uf-u 32°34 062
Calcutta . 072 43'00 22 .43 167
* Delhi 056 51°09 2978 I'10
1971-72 Madras 597  195°8s 46-86 30§
Bombay 396 113° 50 23°00 3° %0
C .Icutta 2-08 S1°56 24 56 . 403
Delhi . 227 -75°45 2675 301
1972-73 Madras 9-80 235'49 725 42
Bombay 582 14737 2380 3'9
Calcutta 3 64 63 66 10° 49 57
Delhi 3°70 82- 65 17°00 45

NOTE : Gross sales include sales to distributors.

5.24. The reasons for increase in the
direct sales has been explained by the Management as follows:

“Due to the implementation of the Wage Agreements, the expendi-

percentage of expenditure to

ture had gone up. However, this position is being reviewed
to implement all possible economies in expenditure.”

5.25. The Special Secretary of the Ministry of Industrial Development,
however stated during evidence that—

“We were not satisfied with that explanation (of HPF that increase in

expenditure was due to implementation of wage agreements).

593 Ls—s.
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We feel that much stricter vigilance will have to be exercised
in controlling the cost on sales.

We feel that much stricter vigilance will have to be exercised
Unless the volume of sales goes up, the cost on sales will re-
main at the particular level. ‘[he real solution is to provide
more material ofherwise the percentage will not go down, That
is the only corrective measure.”

5.26. The Committee enquired as to why in spite of the experience
gained, the Management preferred to extend the distributorship for the sale
of Cine Film positive and medical X-ray film instead of taking over the
marketing itself. The Management replied as foilows:—

_—

“We are of the opinion that the marketing set-up as it stands today
without trained Sales and Service representatives and air-con-
ditioned storage space, is not adequate to take up distribution.”

5.27. The Committee note that an Advisory Committee set up by
Government in January, 1961 suggested that it would be desirable for the
undertaking to set up its own sales offices at different places so that by
the time the factory went into production, the distribution and service
facilities could be gradually built up. Accordingly the Undertaking decid-
ed in April, 1961 that supply of cine films should be allocated to pro-
ducers, who would be able to assess the films and advise the Company
on any modification. In July, 1961 the Undertaking decided that the
distribution of cine film positive should be entrusted in a sales organisa-
tion for a period of three years with option to extend the arrangements
for another period of two years. Accordingly the Undertaking appoint-
ed in January, 1963, a private firm as sole stockists and agents for cine
film positive upto 31st December, 1964. These arrangements were  re-
viewed by the Board periodically and the arrangements have been extend-
ed from time to time and are now due to expire in June, 1975.

5.28. In regard to medica! X-ray films the Committee find that the
distribution of X-ray film was entrusted to three distributors in June-July
1967 for a period of three years. This was extended from time to time
till June, 197S.

5.29. The Committee alsc find that sales of photo materials was han-
dled directly by the Undertaking in certain areas and for this purpose four
Sales Offices—one each at Bombay, Calcutta, Delhi and Madras were
established with a view to familiarise the public with the products of the
Undertaking. The Committee note that one of the reasons justifying the
continuance of the existing distribution arrangements was that marketing
.of these products involved maintenance of cold storage rooms, grant of
credit facilities and sizable business offices manned by trained personnel
which the Undertaking found difficult to set-up concurtently with the
existence of their production problems.
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5.30. The Committee also note that the existing distribution arrange-
ments were reviewed by the Management in October, 1971 wh.en it was
proposed that the Undertaking should take over all the distribution in

phases by April, 1974.

5.31. The Committee find that the implementation of these proposals
and taking up of the distribution arrangement for Cine Film Positive a‘nd
Medical X-ray film by the Undertaking would result in an annual saving
of Rs. 40 lakhs to Rs. 42 lakhs, The Committec are surprised that.m
spite of these savings the Board favoured the continuance of the existing

distribution arrangements till June, 1975.

5.32.. The Committee were informed that the marketing organisation
was not yet tuned to taking up the direct distribution of finished goods.
The Committee see no justification for the continuance of existing arrange-
ments for distribution., The Committee recommend that the management
should review the present distribution arrangements and further the feasi-
bility of taking up distribution of the product directly after the expiry of
the p.esent arrangement in 1975. The Committee note that the Corpora-
tion has sales and distribution offices at the four metropolitan cities—
Bombay, Calcutta, Madras and Delhi to deal with direct sales of photo
materials and also keep liaason with the public.

5.33.. The Committee find that the percentage of expenditure on the
maintenance of these offices to the direct sales effected by them from
1968-69 to 1972-73 ranged from 7.56 per cent to 135.16 per cent in
Madras, 2.13 per cent to 56.43 per cent in Bombay, 3.20 per cent to 34.70
per cent in Calcutta and 1.88 per cent to 21.76 per cent in Delhi, although
on the basis of the overall sales, percentage of expenditure on total sales
ranged from 1.19 per cent to 4.2 per cent in the case of Madras, 0.50 per
cent to 3.9 per cent in Bombay, 0.33 per cent to 5.7 per cent in Calcutta
and in Delhi 0.37 per cent to 4.5 per cent. The Committee also note
that the Undertaking is required to deal only with a limited number of
customers in the case of Cine-Positive Films. The Committee recommend
that the Sales Offices already set up should be utilised for taking up direct
sales and distribution of two products of the undertaking so as to keep
the expenditure on sales over-heads to the minimum. - -

C. Commission paid to distributors

5.34, The distribution srrangements with the private firms provided
for the payment of commission at different rates for different materials.
The arrangements with the three distributors for the distribution of X-ray
films also gave option to the Company to effect direct sales to Defence
Departments and other State institutions but a commission of 5 per cent
was payable to them even on such sales as against 10 per cent allowed on
other sales, No such option was, however, available to the Company
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under the distribution arrangements for Cinc Film Positive although the
commission payable on sales to Government departments was fixed at a
lower rate as compared with that payable on sales to private parties.

5.35. The following table indicates the total commission allowed to
the distributors for Cine Films Positive and X-ray Films and that allowed
on sales to Government departments:—

(Rs. in lakhs)

Year Cine Film Positive X-Ray Paper

Films
Total Commi- Commission
ssion allowed allowed in respect

nS
Departments
1968-69 10° 0§ 183 714
1969-70 . . 1614 2:93 11-74
1970-71 . 10° 00 2' 60 9.29
1971-72 ", 11°30 035 14.28
1972-73 . 16° 55 811 15.30% 7.39
582 5775

NOTE : 1. Although the Company had the option to make direct sales of X-Ray Films
to Government departments, no such sales were made.

2. Pigures of commission allowed on sales of Cine Film Positive to Government
epartments during 1971-72 is upto May, 1971 as the differential rates
of commission were withdrawn from June, 1971 on account of the dis-
tgib;;ors agreeing to the reduction of credit period from 90 days to

o days.

5.36. In this connection the following features deserve mention:—

(1) The Government of India suggested in October, 1970 that
the Company should discontinue the system of giving quota-
tions to D.G.S. & D. through the distributors, but the Manage-
ment did not agree to this suggestion on the ground that the
sale of goods to Government also involved costs like cost of
selling and after-sales service, cost of paper work, collection
work, collection expenses, credit facilities etc. besides, Collec-
tion of outstandings from Government Departments was con-
sidered to be the main problem in making direct sales to them.

(2) The Government of India also directed, at the instance of
the Company, the D.G.S.&D. in January, 1972 to issue ins-
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tructions to all the purchasing authorities, both at the Centre
and in the States, to 'patronise the Company’s products.

(3) The Government of Tamil Nadu directed all is purchasing
departments to buy only the Company’s Medical X-ray Films
without calling for tenders and regardless of price.

5.37. Although the Company had the option to make direct sales of
X-ray films to Government Departments, no such sales were made. In
July, 1973, the Management stated that “after careful consideration of
the economics of such direct sales and other overriding considerations
such as cost of financing of debtors, cost of after sales service, etc. the
Board of Directors decided to have the sales of X-ray made through
distributors only.” ' The H.P.F. further explained the decision as fol-
lows: —

“Lacking a merchandising set up which can effectively render
service to customers, we are left with no alternative but to
continue the existing distribution set up. The long time
taken by Government departments to effect payment, stands
in the way of our dealing with them direct, more so, in the
light of our difficult cash flow position. However, this will be
constantly watched for review.”

5.38. Asked about the reactions of the Ministry in the matter with
regard to arrangement of giving quotations through distributors to D.G.
S.&D. the representative of the Ministry stated:—

“This really is part of management’s delegated function and really
the Government cannot give any direction. So the Govern-
ment did make a suggestion. Since the Company did not
accept it. there is nothing the Government could do about
it. At that point of time, since the Government did not
take any further action, Ministry accepted this as sufficient.”

5.39. The Special Secretary of the Ministry however added:—

“My personal views would be so far as DGS&D is concerned,
there is no particular reason that the quotations should go
through the distributors.”

5.40. As reeards sales of X-ray film to Government Departmet.lts
through Distributors, the Special Secretary of the Ministry of Industrial
Development stated that:—

“So far as the sale of X-rays to the various Government depart-
ments, hospitals, ctc. are concerned,- unless the Company itself
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has put up a retail net-work, 1 do not think the Cqmpan)'
should take the responsibility iacluding after-sale service be-
cause it is not like DGS&D rate contract. Here one has to
reach the hospitals which are now at far ruling areas. If the
Comlpany is not able to put up its retail sale, it is better to
use the distributors.”

5.41. Regarding issuc of instructions by DGS&D. for patronising t.he
Company’s products, the representative of the Ministry stated during
evidence that:— :

“A request was made to the DGS&D. So far the DGS&D have
not issue any such instructions to purchasing authority but
we have issucd the circular on the 10th of July, 1973 to all
State Governments and other Ministries and Departments
of the Government requiring them to give preference to pro-
ducts of HPF.”

5.42. He further added: “The Company are not having any difficulty
and their products arc being sold.”

5.43. The Committee pointed out on 10th July, 1973, the Director
General Supplies & Disposal issued a circular asking all State Govern-
ments to patronise the products of H.P.F. in pursuance of a directive
from the Government of India, and enquired about the impact of these
instructions, The Ministry of Industrial Development stated in a written
reply as follows:—

“It is too early for the company to assess precisely the impact of
thesc instructions on their sales. It may be added that these
instructions are mot in the nature of a directive.”

5.44, The Ministry further stated that in order to improve the Sales
of the Company's products, it was decided to discontinue the import of
X-ray and Roll film in finished form. Instead, the Company would be
implementing their production of these products by the conversion of
imported jumbos.

5.45. In reeard to direct sales of Medical X-rav films to the Depart-
ments of the Government of Tamil Nadu, the Ministry of Industrial
Development stated that due to difficult cash flow position, inadequate
trained sales and service representatives and zbsence of air—conditi?ncd
storage space. it had not been possible for the endertaking to effect direct
sales to the Departments of the Government of Tamil N'adu. However,
the position was being carefully watched by the undertaking and as soon
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& the Undertaking stabilises its nicrchandising set up, the ‘possibility of
effecting direct sales to Government departments might be considered,

5.46. The Company was not following uniform pattern of mark-up
allowable to the deaicrs for ditferent gr.des of Bromide Paper sold through
them. In March, 1971 the Company increased the price chargeable to
the dealers by lowering the mark-up to a uniform level of 25 per cent
with the intention that the impact of additional price - charged to the
dealers is not passed on to the consumers. It may be mentioned, how-
ever, that the Company is neither exhibiting the retail prices on the
cartons nor is advertising the recommended retail prices. Thus the possi-
bility of dealers charging a higher price during shortage of supplies is not
ruled out.’

5.47. In this connection, the HPF stated in a written reply that:—

“We are not convinced that the exhibition of retail prices be
itself, is an assurance of supply at normal prices, Demand and
Supply will determine the price levels. However, we are
examining the pros and cons of introducing this (oncept when
we merchandise roll films in a big way.”

5.48. The Ministry of Industrial Development stated @  written
reply that the marking of prices on cartons was a desirablc practice.

 5.49. The Committee note that though the Company had the option
of making direct sales of X-ray films to Government departments, no such
sales were made by the Undertaking. The Committee were informed that
after careful consideration of economies of such direct sales and other over-
riding considerations such as cost of financing etc., the Board decided to
have the sales of X-ray films made through distributors only. The Com-
mittee are not convinced of the justification in this repard and feel that
the payment of commission in regard to sales to Government departments

is avoidable,

5.50. The Committec find that in spite of the instructions of Govern-
ment, that quetations for rate contracts by DGS & D should not be
through the distributors, the Undertaking has not been giving such quota-
tions -directly but routing them through distributors which ultimately
result in payment of commission to the distributors. The Committec feel
that, as admitted by the representatitive of Government during’ the evi-
dence, there is no particolar reason that quotations should go through
the distributors. The Committee recommend that the procedure may be
reviewed and quotations whenever asked for the products of the Under
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tlking may be givem directly by the Undertaking thereby obviating the
necessity of the payment of commissions to distributors.

5.51. As admitted by Ministry, Government|Undertaking should consi-
der marking of the prices on carton so that the customer may be in a

positivn to know the prescribed price and does not pay more than that,

5.52. During the course of evidence, it was pointed out that the Board
of Directors of the Undertaking approved an increase in price for the
Cine-Positive Films with effect from 1st February, 1973, but allowed the
stocks to be cleared at the previous prices upto 25th March, 1973. The
Committee enquired as to how far this action of the Undertaking was
justified. In a note furnished after the evidence, Chairman of the Under-
taking stated:—

“Taking into cognizance the large inventory which had consider-
ably affected the cash flow position at that time, with difficul-
ties in ways and means and also doubtful quality of a substan-
tial part of the stock, the Board adopted the marketing strategy

~ of announcing the price increase on February 1, 1973 and
extending the time limit till March 25th for disposal of the
existing stocks of cine positive at the old prices. The normal
convention is to give a special discount for clearance of old
stocks. Instead, the Company has been able to clear the exist-
ing stocks at the same prioe without a discount. This would
not have been possible, had it not been for the marketing
strategy adopted by the Company and this was considered to
be in the best interests of HPF. Also, the benefit of extending
the time limit was intended to be passed on to the consumers
and not to the distributors. It has since been reported that,
in fact, it was actually so0.”

“Instead of giving a special discount for disposal of large accumu-
lated stocks, they were sold at the prevailing prices, provided
poods were sold fo the actual consumers before 25th March,
1973 or until such time the old stocks, lasted, whichever was
earlier. Announcement of a price increase from 1st February,
1973 and extension of time limit for sales to consumer at the
old prices within a stipulated time limit is a marketing strategy
approved by the Board for clearance of large inventories of
cine positive films.”
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5.53. In this connection the representative of the Ministry however
stated during evidence that:—

“The normal rule is to give special discount for clearance of the
old stock but that was not done. Instead the Company has
been able to clear the old stock at the same price. This would
not have been possible, had the Company not adopted market-
ing strategy that was considered to be the best arrangement at
that time.”

5.54. The Committee were given to understand .that the Board .of
Directors decided to increase the price of Cine-Positive Films with effect
from 1st February, 1973 but allowed extension of time limits for sale to
consumers at the old prices till 25th March, 1973 for disposal of the exist-
ing stocks of Cine-Positive Films. The Committee were informed that the
Board adopted this market strategy after taking cognizarnce of large inven-
tory which had considerable effect on the cash flow position of the under-
taking at that time and also doubtful quality of substantial portion of the
stock.

The Committee were assured that the benefit of extending the time limit
was intended to be passd on to the consumers and not to the distributors
alone and this was actuglly so. The Committee are not sure whether this
strategy achieved and desired results as envisaged by the Board of Direc-
tors and the consumers were not adversely affected by the increase .in
prices. The Committee would like that this matter may be gone into in
depth so as to verify that the procedure has not given any undue benefit
fo the distributors resulting in payment of higher prices by consumers.

D. Complaints

5.55 In terms of their agreements, the distributors are required to attend
to all complaints received from consumers and make efforts to settle them
satisfactorily on the spot. They are also required to report to the Com-
pany the nature of each complaint alongwith the action taken thereon.
In those cases where the distributors propose to make a claim on the Com-
pany for the defective materials, samples of used and unused stock as well
as the details and circumstances under which the defects were noticed are
also required to be sent to the Company. Tn respect of sales thade by the
Company’s own sales and distribution offices. the complaints from cus-
tomers are attended by them. ‘
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5.57. The consolidated cause-wise analysis of the complaints received
up to 1970-71 is not available with the Company. The analysis of the
causes of complaints received during 1971-72 and 1972-73 is furnished
below:—

Products Nature of comnlaint
Sensitometry Coating  Black Pcrr;-
Y %  pointand rator
ines %
%

Cine Film Positive . 1971-72 8- 24 44°98 —_ 4678
1972-73 - 48 71 $:94* 42° 35

Medical X-ray Film 1971-72 91-33 765 1.02 —

1972-73 7507 2032 4 61%*

Bromide Paper 1971-72 9607 3'93 - —

1972-73 99° 86 - o' 14t —

5.58. A formal procedure for accounting of defective|damaged finished
goods returned by the customers was first drawn up by the Company in
October, 1967. This was subsequently revisedjamended in December,
1969 and December, 1971. It is proposed to revise the procedure further
so as to have effective control over the movement of defective|damaged
finished goods also by keeping a stock movement register for such defective
material till such time they are finally disposed of either by scrapping and
recovering the material or by selling them at a reduced rate.

5.59. As regards increase in the mumber of complaints over the years,
the HPF stated in a written reply that:—

“We do not consider the number of complaints as too high for our
range of photo sensitive products. This does not, however,
mean that the company can afford to be complacent in improv-
.ing the quality of its products.

Complaints are bound to occur even after a full fleged Quality
Control system. We concede there were some lapses in the
past but the present systems control has definitely reduced
rejections”. '

5.60. The Committee pointed out that there had been some complaints
about “Indu” from the Ministry of Information & Broadcasting. Admitting

*Black points and black lines mainly.
**Brmulsion pecling (base defect) mainly.
+Packing defects mainly.
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that there had been complaihts about the poor quality, early sign of dete-
rioration etc. of HPF products from the Ministry of Information & Broad-
casting, the Special Secretary of the Ministry stated during evidence that—

“As a matter of fact I had a discussion with the Minister of Infor-
mation and Broadcasting regarding positive black and white
and he had also informed me that therc have been complaints.
Wc somewhat prefer an imported thing rather than an indi-
genous one. I would say, perhaps, HPF has not been able
to reach the same level in regard to quality compared to the
quality of the manufacturers who have been in the field for
the last forty to sixty years. In some cases there have been
complaints regarding holes, emulsion, specific patches. The
main complaints are black points, black lines in the paper,
and about packing that was not done properly. The percent-
age of the complaints is of the order of .2 per cent in the case
of cine positive, .3 per cent in the case of X-rays, and paper
4.43 per cent.”

5.61. As regards disposal of complaints the representative stated that—

“We have evolved a system by which the nature of the complaint
is investigated independently in the factory. There had been
some cases in which it was found that the complaint was not
justified”.

5.62. The Committee regret to mote that the number of complaints
received from the consumers has increased from 343 in 1968-69 to an all
high figure of 1066 in 1972-73. The value of credit notes issued in 1972-
73 alone amounted to Rs. 11.28 lakhs, The Committce also find that the
number of complaints has increased particularly in the case of Bromide
paper; where the number has gone up from 51 in 1968-69 to 650 im
1972.73. The Committee regret to note that in spite of the large number
of complaints, the undertaking had not been making any cause-wise ana-
lysis of the complaints till 1970-71. .1t has been admitted that there were
some lapses in the past but the present system control has definitely reduced
rejections. The Committee were informed that the natnre of the complaint
is independently investigated in the factory. The Committce recommend that
a caveful analysis of the causes of Sales returns showld be made so that
the areas siages from where there are large refections could be identified
and suitable remedial measures faken to prevent recurrence of the same.

E. Export

5.63. The Company felt in 1967-68 that the installed capacity for Cine
Film Positive (black and white) was more than that required within the
country on account of swift change of demand from black and white to
colour film.  Accordingly it commenced exploring the export possibilities
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in neighbouring countries and also sent teams for studying market condi-
tions in South East Asia. During 1969-70 selling agents were also  ap-
pointed in Ceylon and Burma for the sale of Cine Film Positive, Medical
X-ray Film and Photographic Paper.

5.64. The following table indicates the valuc of exports and the loss
incurred during 1969-70 to 1972-73:—

Rolls Value Loss

1969-70 . . . . . . . 1,782 Rs. 1-61 lakh 65,801
1970-71 2,838 2-58 lakh 1,25,666
1971-72 2,697 2-49 lakh 12,714
1972-73 . . . . . . . . 2,690 3. 37lukh 48,923

5.65. It will, however, be seen from paragraph 3.77 that the Company
was not in a position to meet the country’s demand for Cine Film Positive
in full and as a result substantial quantities were imported. It will also
be seen from paragraph 8.3 that by the end of 1975 the demand for
Cine Film Positive within the country is expected to be 2.88 million sq.
meters as against the installed capacity of 2.45 million sq. meters thereby
indicating the necessity for expansion of the existing capacity.

5.66. Asked about the reasons for exporting the products at a loss,
it was stated by HPF that this was more on an experimental measure to
test quality of the products in international markets. The volume of sales
was too insignificant, to make any sizable impact. HPF had made realistic
assessment of the demands for Cine Positive Film, Black & White, and
would be in a positive to meet the country’s demand,

5.67. Asked as to how far exports at a loss are justified when there
is internal demand of HPF products, the Ministry in a written note stated
that: '

“Government are of the opinion that for any undertaking to  gain
foothold in the international markets, token exports even at a loss in the
initial stages may not be unjustified.”

5.68. The Committee regret to note that the Undertaking had to incur
a loss of about Rs, 2.5 Iakhs as a result of exports of Cine-Positive Films
during 1969-70 to 1972-73. The Committee were informed that these
exports were of an experimental nature to test the quality of products for
the international market, The Committee do not appreciate the efforts of
the Undertaking to export its products at a loss even as an experimental
measure when it had not been able to stabilise its production in the plant,
improve its quality and meet the internal demand of Cine-Positive Films
within the country.
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F. Credit Control
5.69. The following table indicates the volume of sales made and the
book debts outstanding for the five years ending 31st March, 1973:—
(Rs. in lakhs)

Ason Sales Book debts outstanding Pext-penu;ge

of tota

Considered Considered debts to
good doubtful  sales

31st March, 1969 . . 228-38 7506 — 32°9
31st March, 1970 . L. 372712 95-98 — 25‘8
31st March, 1971 . . 365°71 83 -72 —_ 24°3
318t March, 1972 . . 436-36 119° 40 0 46 27§
318t March, 1973 52917  229'53 0- 46 43’5

Out of the total debts of Rs. 119.40 lakhs as on 31st March, 1972
a sum of Rs. 88.61 lakhs was due from the distributors. In terms of the
agreement, the distributors are entitled to credit facilities up to a period of
60 days for the sale of Cine Films, 75 days for X-ray films and 30 days
for other photographic materials. The total outstandings as on 31st
March, 1972, however, represented about 100 days sales and in some
cases the distributors had delayed payments up to 2 months but no action

could be taken by the Company in the absence of a suitable provision
in the agreement,

The Management have stated (July, 1973) that out of doubtful debts
amounting to Rs. (.46 lakh as on 31st March, 1972, a court decree for
Rs. 0.24 lakh has been obtained .and a further sum of Rs. 0.12 lakh
realised. Action to recover the balance amount is in hand.

5.70. It was stated that against the total outstanding of Rs. 229.53
lakhs a5 on 31-3-1973, hundies drawn on distributors and discounted
during March and April, 1973 but remained outstanding as on 31-3-1973
was Rs. 224.34 lakhs. This represented 150 days sale.

5.71. The amount of doubtful debts outstanding as on 31-3-1973
was Rs. 0.46 lakhs. A court Decree had becn secured in one case for
an amount of Rs. 0.23 lakhs which was to be executed. Besides a sum
of Rs. 1740 had been received, vigorous following up action for recover-
ing the balance outstanding was being taken.

5.72. While on the one hand heavy amounts were outstanding from
the sundry debtors, on the other hand the Company could not make timely



119

payment to its creditors with the result that penal interest to the extent of
Rs. 2.34 lakhs had to be paid o the Silver Refincry at Calcutta in res-
pect of the supply of silver up to September, 1970 besides making a pro-
vision of Rs. 6.85 lakhs and Rs. 10.67 lakhs in the accounts for 1970-71
and 1971-72. A provision of Rs. 1.39 lakhs was made towards payment
of penal interest during 1972-73.

5.73. The Committee enquired, Silver Refinery at Calcutta being
a Central Government Department, whether it would net be possible to
have better terms of payment with them through the intervention of the
Ministry, so as to avoid payment of penal interest. The undertaking stated
in a written note that thesc were the standard terms of payment with
Silver Refinery and the undertaking had no alternative but to comply with
the conditions.

5.74. In this connection the Ministry stated that the undertaking had
to pay pcnal interest in accordance with the standard terms of payment
laid down by the Silver Refinery. Government could not possibly interfere
in the normal business practice adopted by a Government Department in
commercial operations.

5.75. The Commiitee regret to note that as on 31-3-1973 a sum of
Rs. 229 lakhs was pending realisation representing about 150 days’ sales.
The Committee also note that in some cases, the distributors had dclayed
payment upto 2 months but no action could be taken by the undertaking in
the absence of a suitable provision in the agreement.

5.76. The Committee also note that while on one hand heavy amounts
are outstanding from sundry debtors, on the other hand the Company could
not make payment to its creditors in time with the result that it had to pay
penal interest to the extent of Rs. 2.34 lakhs to the Silver Refinery at Cal-
cutta in respect of supply of silver upto September, 1970 besides making
provision for liabilities to the extent of Rs. 6.85 lakhs, Rs. 10.67 lakhs and
Rs. 1.39 lakhs in the account for 1970-71, 1971-72 and 1972-73. The
Committee recommend that a review of the distributorship agreements
should be undertaken to rectify any lacuna in the agreement, which stand in
the way of realisation of dues in time so that the undertaking is not put to
difficulties in honouring its commitments.

G. Sales performance

5.77. (a) Company’s share in the total requirement of the. country.—The
regular production of the first product (Cine Film Positive) commenced in
June, 1967. During 1971-72 the Company produced 8 products but about
99 per cent of the total production was contributed by Cine Film Positive
(black and white), Medical X-ray Film and Photographic Paper. The total
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requirements of the country for these 3 products and the Company’s share
therein during 1968-69 to 1972-73 are indicated below:—

Figures in Sq. metres)

Year Imports other Company’s Total Percentage
domestic  production demand of
production Company’s
production
to total
requirementg
Cine Fslm Positive
1968-69 . . 1,782,725 Nil 977,483 2,760,208 35°4
1969-70 . . 788,381 Nil 1,618,126 2,406,507 67-2
1970-71 . . 956,907 Nil 1,056,178 2,013,085 52° 4
1971-72 - 726,935 Nil 1,615,664 2,342,599 69-0
1972-73 . . * §10,000 Nil 1,390,000 2,030,000 68-0*

Medical X-ray Pilm

1968-69 . 490,000 Nil 168,480 658,480 256
1969-70 . 554,000 Nil 356,079 910,679 39°2
1970-71 . 912,000 Nil 320,053 1,232,053 260
1971-72 . 612,000 Nil 345,556 957,556 36-1
1972-73 . 1,100,000 Nil 680,000 1,250,000 54-0
Photographic Paper

1969 . 6,62,000*  18,63,000 1,42,000  26,67,000 532
1970 . 7,54,000*  18,66,000 ,10,65,000 *  36,85,000 28°90
1971 . 5,08,000*  19,94,000  }13,20,000 38,22,000 34:54
1972-73 . 4,10,000  20,00,000 7,30,000 33,40,000 22%

5.78. The foreign exchange spent on the imports of these products
during 1968-69 to 1972-73 amounted to Rs. 398.24 lakhs, Rs. 419.36
lakhs, Rs. 409.10 lakhs, Rs. 424.65 lakhs and Rs, 486 lakhs respectively.

The Company expects to meet the total demand of the country for Cine
Film Positive during 1973-74.

(b) Sales vis-a-vis production

5:79. As already mentioned, the Company commenced regular produc-
tion in June, 1967. The production (productwise), the sales and the clos-

ing stock during 1967-68 to 1972-73 are indicated in the statement at
Appendix-VI.

* Figures are in respect of calendar years. .

NOTE :—1. The total yearly demand in the country has been assumed to be the
total of imports and domestic production.

2. The figures of imports represent those made by agencies other than
the Company. The Medical X-ray Films made out of jumbo roll
imported by the Company are, however, included in the figure of
Company’s production.
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5.80. It will be seen that the sale of Cine Film Positive and Bromide
Paper (including all photographic paper) have not kept pace with the pro-
duction and the stock in hand, particularly during 1971-72, when the clos-
ing stock appreciably increased as compared with 1970-71. The Manage-
ment explained in April, 1972 that the trade requires Bromide Paper in
soft, normal and hard grades in suitable combinations which the Company
could not provide. Moreover, large quantities of Bromide Paper were im-
ported in 1970 to meet the internal demand out of which stocks were avail-
able in the market at cheaper rates,

5.81. The lesser volume of sales of Medical X-ray Films during 1970-
71 has been attributed by Management in June, 1972 to availability of large
quantities of imported stock at cheaper rates. As regards Cine Film Posi-
tive, the lesser sale during 1970-71 and 1971-72 has been attributed to
lesser output resulting from the shortage of imported collulose triacetate
and availability of large quantities of imported stock at lower price.

Bulk of company’s earnings are from the sales of Cine Film Positive
(black and white), Medical X-ray Film and Photographic Paper. The sale.
of these products accounted for 83.9 per cent, 97.7 per cent, 97.4 per cent
97.4 per cent and 96.8 per cent of the total sales during the five years end-
ing 1971-72. '

5.82. Prior to the commencement of production the Company was im-
porting jumbo rolls for conversion into Medical X-ray Films and -for sale
within the country. It continued to import jumbo rolls for Medical X-ray
Films even thereafter. The quantity and value of jumbo rolls imported and
the trading results thereof are indicated below:—

Year Quantity  Value of Quantity Loss/profit
imported imports sold on sale of
(Sq. metres) (Rs. in lakhs) (Sq. metres) m&zg;ttcyd
8.in
lakhs)
1967-68 and 1968-69 193,935 56:76 168,774 (+)o7
1969-70
1970-71 and 1971-72 . . 199,620 50°07 177,361 (4)16-36
1972-93 . . . . 269,383 81-74 113,555 (+)4°58

NOTES : 1. The difference between the quantity imported and that sold represent$
the wastage in conversion.

. 'Th tity imported in 1967-68 was converted and sold in 1968-69.
2 gn:ul%, :ngpugntity imported in 1970-71 was converted and sold
in 1970-71 1971-72.

3. No X-ray jumbo were imported during the six months ended 30-9-1973.
593 Ls—9.
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5.83. Justifying the imports of X-ray film which created problems for
HPF to dispose of their stocks, the representative of the Ministry stated
during evidence that—

“There was a time when Government was not fully certain whether
or not it would be possible for HPF to produce upto the tar-
gets fixed for that particular year, as the experience had been
that in the past the targets had to be lowered on several occa-
sions and X-ray films being an item connected with the health
of the country. Government felt that it might not be advisable
to restrict imports purely on the promises or targets that have
been fixed by the Company and that was why therc was some-
what liberal licensing in regard to import of X-ray films. Therz

- was a certain amount of extra quantity of X-rav films available
at that point of time and I do not think the Company had large
stocks which could have caused difficulty to them.”

5.84. The Committee pointed out that the figure for 1970-71 was al-
most double of what the Company imported in 1969-70 and in 1972-73,
the import of medical X-ray was the highest. The Special Secretary of the
Ministry of Industrial Development stated during evidence that

I There must have been some accumulated shortfalls so that

it was decided to import fairly large quantities at that point of
time.

Since the production was not going up at that point of time (1972-
73), it was obviously felt that certain large doses of imports
will be necessary to meet that shortfall.

From 1969 to 1971-72, the production of X-ray films remained,
more or less, stationary.”

5.85. With regard to lower sales of X-ray films due to availability of

imported stocks at cheaper rates the representative of the Ministry stated
that—

“The cost of production of the Company was much higher, because
they were not utilizing the full capacity. The imported stock
was available and the quality of the imported films was pre-
ferred by the Medical profession, and if the rates were the same
or lower, the medical profession would prefer that. But I do
not think, this has really caused a great deal of accumulation
of stock. They have been able to dispose of their stocks,
more or less. This might have caused some temporary diffi-
culties in the matter of sales, but certainly it did not completely
dislocate the market.”
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The representative of the Ministry added that—

“Once we find that the Company would improve in its performance
and would be able to keep to its targets, naturally we would
give them all support. If we find next year that they are doing
so well that they would be able to meet all the requirements
of the country in regard to X-ray films, we would stop import
of the processed X-ray films and allow only the import of
jumbos. But Wwe should be convinced first. The hospital
should not be made to suffer as a result of any action on our
part. We have to be very careful.”

586. In regard to stoppage of import of cine film positive, the represen-
tative of the Ministry stated that—

“We consider these things sympathetically. We certainly don’t
want to import provided we are reasonable certain that the film
industry on the one hand, and the hospitals and the medical
profession on the other, don’t get completely upset as a result
of the stoppage. T think that so far as X-ray is concerned, in
1974-75 we will certainly consider stoppage of all types. As
.a matter of fact, we have more or less taken a decision that we
will not import X-ray except in Jumbo form. Actually, even
earlier the company had itself indicated that they had very
serious technical problems resulting in intolerable rejections;
and that is why we allow a certain amount- of cushion to the
various projections.”

5.87. The Committee pointed out that the decision to import Jumbo
instead of film could have been taken earlier, the witness stated that—

“We could have taken the decision, but the point is whether the
manufacturers would have been willing to supply at that point
of time or are willing to supply it only from last year.

The Company were themselves not certain at that point of time.
Even now, in the processing line it is not fully met by the com-
pany’s own production........ They had so many technical
troubles and managerial troubles. I would not blame the com-
pany if they were not confident at that time.” '

5.88. Customer composition.—As already mentioned, the major portion
of the total production is represented by Cine Film Positive, Mcdical X-ray
Film and Bromide Paper (including photographic paper). While the en-
tire sales of Cine Film Positive and the Medical X-ray Film are made
through distributors, the other photographic materials are partly sold
through the Company’s own offices at Madras, Bombay, Calcutta and Delhi
and partly through the distributors appointed in certain areas.
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5.89. The break up of sales as between Government departments and
private parties in respect of Medical X-ray Film and other photographic
materials is not available with the Company. The details of total sales of
Cine Positive Film to sole distributors and further sales by them to Gov-
ernment departments during 1968-69 to 1972-73 are given below:—

Year ‘Total sales to sole distributors Sales to Government
(including export sales) ?oel;e)aéltsutxrc‘g;st c?r}; the
1968-69 . 14814 30°33
1969-70 . 22987 46°83
1970-71 . . . 15635 48-13
1971-7% 172°39 6- 32 (April—May, 1971)
1972-73 . . . . 485° 32 156°44
1974

NOTES : 1. The Company exported photographic materials for the first time in
1969-70. ‘The value of export included in the above figures amounted
to Rs. 1.61 lakhs, Rs. 2' 58 lakhs and Rs. 2‘ 49 lakhs respectively.

2. Figures of sales to Government departments from June, 1971 onwards
are not available for the reasons stated in Note 2 under para §°35.

5.90. The Ministry have stated (July, 1973) that as the sales of Medical
X-ray Film and Bromide Paper are mostly through distributors the break
up of sales between Government departments and other parties is not avail-
able. However, such break up for Cine Film Positive was available up to
May, 1971 on account of the payment of diffenrential rates of commission;
from June, 1971 full commission is paid even on sales to Government de-
partments and, therefore, the break up was not maintained. However,
arrangements are being made with the distributors of all products that this
information is furnished in future.

5.91. The Committee note that against the total requirement of photo-
graphic products, in 1972-73 the undertaking’s share in the case of cine
positive is 68 per cent, Medical X-ray-54 per cent and photographic
paper 22 per cent. The Committee also find that the sale of cine positive]
Bromide paper including all photographic paper have not kept pace with
production. It has been explained that the quality of Bromide paper pro-
duced by the Company does not quite satisfy the market requirement. In
regard to Medical X-ray, the difficulty was due to larger avaflability of im-
ported X-Ray Films,
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5.92. The Committee find that sale of cine positive and Medical X-Ray
are made through Distributors while other photographic products are sold
partly through distributors and partly through the undertaking’s own offices.
The Committee regret to note that no records are maintained to give the
break-up of sales of Medical X-Ray and Bromide paper scparately to the
private parties and Government departments. The Committee also find
that in the case of Cine Film Positive full commission is being pald from
June, 1971 even for sales to Government Department in view of the distri-
butors having agreed to the reduction of credit period from 90 days to 60
days.

5.93. So far as sales to Government Departments through distributors
are concerned, the Committee have already made their observations else-
where in this report. The Committee see hardly any justification for rout-
ing the sales to Government Departments through the distributors thus en-
tailing payment of avoidable commission. The Committee would like Gov-
ernment to go into the matter earlier with a view to taking the conclusive
action and ensure that sales in Government Departments are made directly
by the Undertaking.

5.94. The Committee regret to note that because of heavy short fall in
production, Government had to import Jumbo Rolls for conversion into
medical X-ray films and for sale within the country. While the imports
during 1967-68 to 1971-72 were of the order of 3.92 lakhs sq. metres for
Rs. 107 lakhs the import during 1972-73 alone accounted for 2.69 lakhs
sq. metres for Rs. 82 lakhs which were almost three times the annual import
in terms of quantity. This was stated to be due to production not going
up in 1972-73 and production for 1969 to 1972 remaining more or less
stationery. The Committee need hardly stress that unless the undertaking
steps up its production and improves the quality Government will have to
go in for larger imports with an out-go of greater amount of foreign ex-
change. .
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FINANCIAL MATTERS
A. Capital Structure

6.1. ‘The authorised capital of the Company as on 31-3-1973 was Rs. 632 lakhs
which has been fully subscribed and paid up by the Government of India.

‘The Company had obtained from time to time unsecured loans from the Govern-
ment of India are as follows :—

(Rs. in lakhs)
Upto 1971-72 1972-73 1973-74
Upto
30-9-1973)
Capital expenditure . . . 715°17 736:92 736°92
Working capital . . 47°00 47' 00 47° 00
Reimbursement of cash losses . 368-20 368- 20 455° 20
Payment of instalments of Government,
loans . . . . . . 607-78 93388 968:91
Payment of interest on Government loans 25134 343°23 350-36
TotAaL: . 1989 49 2429° 23 2558° 39
Less : Conversion of Capital lonns
into equity shares . . 50:00° 50°00
237923 2508- 39

The amounts outstanding towuds pnnc:pal and—mtercst as-c;n—;x.-a_n and 31-3-73
were 1389°02 and Rs. 1441°60 respectively.

6.2. The undertaking paid penal interest amounting to Rs. 7.14 lakhs
up to 31st March, 1972 (including Rs. 6.01 lakhs: forming part of the
amount of Rs. 251.34 lakhs provided by Government in the shape of loan)
on account of default in repayment of principal and payment of interest;
in addition a further provision of Rs. 5.28 lakhs has been made in the
accounts towards penal interest due up to 31st March, 1972. The main
reasons for default in repayment of principal and payment of interest were
the project over-run both in cost and time and the recurring losses suffered
by the company.

6.3. The undertaking provided penal interest amounting to Rs. 7.02
lakhs upto 31st March, 1973 besides a provision of Rs. 7.13 lakhs has been
made in the accounts towards interest accrued and due. The latter amount
has since been paid to Government by book adjustment.

6.4. The undertaking has also entered into a deferred credit arrange-
ment with Messrs, Ferrania, Ttaly for the supply of X-ray jumbo rolls.

126
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The balances outstanding on this account as on 31st March, 1972,
31-3-1973 and 30-9-1973 were Rs, 44.03 lakhs, Rs. 38.16 lakhs and
Rs. 33.67 lakhs respectively.

6.5. The Cash Credit limit obtained from State Bank of India against
hypothecation of raw materials, semi-finished goods, stores and spares and
book debts and guaranteed by the Government of India was Rs. 375 lakhs,
The outstanding balances as on 31-3-1973 and 30-9-1973 were Rs. 404.14
lakhs and Rs. 383.45 lakhs respectively. The amount outstanding on Bill
Discounting account as on 31-3-1973 and 30-9-1973 was Rs. 186.59 lakhs
and Rs, 144.97 lakhs.

6.6. The debt equity ratio for the Company has gradually become
unfavourable as indicated below:—

318t March,—1969 . . . . . . . . . . . 1°45 :1
1970 1°76 : 1
1971 196 :1
1972 § . 2:46 :1
1973 . . 2:36:1

6.7. The accumulated loss of the Company upto 31-3-1973 was
Rs. 1485.95 lakhs against the paid up capital of Rs. 632 lakhs j.e.. about
235.11 per cent of the equity capital.

6.8. In August, 1971 the Board of Directors considered the reorganisa-
tion of - capital structure and authorised the Company to approach the
Government for writing off the loans released in re-imbursement of cash
losses and for payment of interest charges. In October, 1971, however,
the Management suggested deferment of the consideration of reorganisa-
tion of capital structure in view of the thinking of Government in the case
of two other public scctor undertakings (Heavy Electricals) India
Limited and Heavy Engineering Corporation Ltd.) that moratorium on
interest charges and write off of losses were prima facie nndersirable and
that a reorganisation of capital structure like conversion of portion of
loans into redeemable preference shares might be entertained by Govern-
ment more favourably if it was done after the break-cven point was
reached and not before. Accordingly, the Board of Directors decided in
October, 1971 that it would be preferable to reconsider the question of
reorganisation of the capital structure of the Company after some morc
time when it attained a better financial position.

6.9. The Management have stated (July, 1973) that the matter
regarding waiver of interest on loans received up to 31st March, 1973 on
account of cash losses has since been taken up with Government.
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6.10. The Committec pointed out that Rs. 51.14 lakhs was for payment
of penal interest because of delay in repayment of loan. The Management
explained that while it was possible to obtain fresh loans in time and
avoid payment of penal interest.

“There were some delays both on the part of Company in approach-
ing the Government for the fresh loans and for the Govern-
ment to grant them. We are making every endeavour to see
that they do not recur”.

6.11. Asked about the precise delay on the part of the Company in
approaching the Government for the grant of fresh loans and the time
taken by Government to consider the request and grant fresh loan to the
Company, the Ministry in a written reply stated that:

“It has been explained by the Company that till the year 1968-69,
they were not aware of the procedure to be followed in
respect of repayment of Government loan instalments/payment
of interest on Government loans in the abscnce of any internal
resources available within the Company for such payments.
Accordingly they did not approach the Government for making
necessary provisions for the repayment of loan instalments
(Principal) falling due during the year 1967-68 and also for
the payment of interest due on Government loans during the
year. It was only during the year 1968-69 when they came
to know of the procedure to be followed, they requested the
Government to make necessary provisions for the repayment
of principal loan instalments including the defaulted instalments
for- the year 1967-68. The sanction orders for the book
adjustment of the Principal loan instalments and the interest
on Government loans which fell due during the years 1967-68
and 1968-69 were issued by the Government by the end of
March, 1969. In view of the defaults in payment of Principal
loan instalments and in the payment of interest on Govern-
ment loans during the years 1967-68 and 1968-69, the
Company had to pay a penal interest of Rs. 6.01 Jakhs.
However, from the year 1969-70 onwards, the Company have
been approaching the Government in time for making necessary
provisions for the payment of Principal loan instalments and
the interest amounts due on Government loans.

The Company included proposals seeking provisions for the grant
of fresh loan in their Revised Estimates for 1968-69 submitted
on 23-11-68. After examination of the proposal in this
Ministry and in the Ministry of Finance the actual sanction
releasing the funds was issued on 28-3-1969.”
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6.12. Asked about the position regarding reorganisation of the capital

structure of the Company, the representative of the Ministry stated during
evidence that—

“The Company has rcally not approached us with complete details;
but had approached us on the question of waiver of interest
on loans. The Government have not agreed to it upto 31st
March, 1973, but agreed that the company may be granted
moratorium. So far as the the restructuring of the capital is
concerned. This is not the only company involved. Thers
are various proposals of writing down capital loans which are
being processed in the Finance Ministry. I think that they
feel that we should not go in for complete re-structuring of
capital loans in this manner just like writing off of a part of
equity or, capital loans; but assistances like moratorium on
interest ctc. for a comparatively long period of say, 3 years
or more, would certainly help a particular  undertaking  to
better utilize its resource position when it is given to under-
takings like the HEIL.”

6.13, The Committee note that the cumulative loss suffered by the
undertaking till the end of 31st March, 1973 was of the order of Rs. 14.86
crores as against the paid up capital of Rs. 6.32 crores i.e. about 235 per
cent of the equity capital and that there has been default in repayment of
loans taken by it from the Government of India for financing its expendi-
ture. The Committee note from the capital structure of the Undertaking
that the debt equity ratio has been gradually becoming unfavourable, Whilc
the ratio was 1.45 : | on 31st March, 1969, the position on 31st March,
1973 was stated to be 2.36:1.E. The Committee understand that the ques-
tion regarding the re-organisation of the capital structure of certain other
public undertakings like Heavy FElectricals (India) Itd. and waiver of
interest on loans grant>d on account of cash losses incurred by the under-
takings are under the consideration of the Government of India. The
Committee desirc (liat a decision in this regard should be taken expeditions-
ly. The Committee nced hardly stress that the real solution lies not so
much in the reorganisation of the capital but in the full ufilisation of ihe
capacity and reduction, if not elimination, of the rejections.

393 1L.S—10.
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C. Working Results

6.15. The Company started the commercial production of its first
product viz., Cine Film Positive in June, 1967 and gradually undertook
the production of other items in later years. It has been incurring losses
from inception and the cumulative loss as on 31st March, 1972 amounted
to Rs. 1,188.61 lakhs which works out to about 204 per cent of the paid-
up capital of Rs, 582 lakhs. It was Rs. 1485.95 lakhs against the paid-up
capital of Rs. 632 lakhs i.e., about 235.11 per cent of the equity capital
as on 31-3-1973.

6.16. The Management have attributed the unfavourable working
results to the following reasons:—

(i) Release of funds by Government in the form of loans even
before the commencement of production. As a result, interest
had to be paid from the very start of production even though
the build-up of full production was envisaged in the Detailed
Project Report during a period of 5 years.

(i) Depreciation rates for plant and machinery had to be fixed
high on account of rapid change in technology in the industry.

(iii) Under-utilisation of equipment during the period of build-up
of production as the entire equipment not only for the products
envisaged in the Detailed Project Report but also for those to
be developed in future had to be installed in the very
beginning.

(iv) Plant and cquipment underwent many break-downs and set-
backs during thc commissioning stage apart from being the
result of a somewhat chequered design carrier,

(v) The Company had to embark on import substitution almost

from the beginning when the collaborators had barely demons-

v trated the capacity of the equipment for the mse of imported
raw materials.

(vi) On account of competition in the market the selling prices
of the product could not be fully adjusted to the cost of
production,

6.17. In regard to heavy losses incurred since inception, the HPF in
written note stated that the losses of the Company were attributable to:—

“(1) Low utilisation of capacity:
One of the major factors which had an impact on the progress of the
Company so far is the non-utilisation of optimum capacity.

Utilisation of capacity was only of the order of 36 per cent
in 1970, and fluctuated between 45 to SO per cent since then.
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(it) Short recovery of prices:

As HPF could not meet the entire requirement of the country,
imports had to be allowed. Consequently, the selling prices had
to be related to those of the imported braads without fully
recovering the cost of production, in spite of the wide dis-
parity .in prices of raw materials.

(iti) Excess Scrap:

The level of rejections in production was high resulting in heavy losses.

(iv) Low recovery of waste material:

One of the reasons which contributed to the losses was the compara-
tively low recovery of waste materials like solvents in the Film Basc
Department and silver from sludge. This includes excessive process losses
of silver,

(v) Heavy Interest Burden:

The Company has a low equity base and very heavy burden of loans.
Even before the commencement of production, part of the funds were
releascd by Government in the form of loan, as a result interest had to be
paid from the very start of production even though the build-up of pro-
duction was envisaged over a period of S years.”

6.18. In this connection, thc Special Secretary, of the Ministry of
Industrial Development stated during evidence that:—

“There have been several reasons for such heavy losses. The first
was the low utilisation of capacity; the second was the erratic
production both quantitatively and qualitatively; the third was
too much rejection and excess of scrap, the fourth was low
recovery of waste material; the fifth was that, as the capacity
was not utilised to the full, the prices charged were not giving
as good return to the company as they would have done if
the capacity had been utilised to the full because it would have
been spread over a bigger volume of production, and because
of the smaller volume of production the cost of production
was higher than the price that could be recovered; the last
one which is actually the result and not the cause—was heavy
investment because thc losses had to be made up by giving
further loans and the interest kept on accumulating, thereby
adding to the losses.” ’
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6.19. The Committee pointed out that the main reasons is perhaps the
management inefficiency. In reply the representative of the Ministry stated
that:—

L] )

“These things may quite likely be due to management inefficiency
also, because of good Management would naturally have spotted
the shortcomings and taken remedial action. 1 agree that
Management cfficiency comes in first because everywhere therc
would be teething troubles—some major and some minor—and
whether they are major or minor, the defects would have to be

located and remedial action would have to be taken; that goes
without saying.”

6.20. The Special Secretary of the Ministry fully agreed with the
opinion of the Committee that ‘it is only with the efficient and better
management that the losses could be reduced and stated during evidence
that—"unless the management is vigilant and alert and unless the manage-
ment tackles its particular problems—whether technological or managerial
problems—in the right manner, it cannot wipe out the loss. It is really the
job of the management to take remedial steps and what the Government can
do is to help the Company by way of changing the management and giving
respongibilities to the new management. In this particular case, I do not
mind saying it that we have changed the management and we have given
them responsibilities and dutiecs and we do hope that with the present
change, we will be able to tackle the various technological and managerial
problem and we will be able to get rid of the deficiencies and the defects.
I need not go into the details of the particular steps the management is
taking. We hope that the Company can produce according to the targets
fixed for 1974-75, but certainly the question of wiping out the earlier
losses and all that would come up later. At least for the current produc-
tion after meeting all the costs both variable and fixed and taking care of
the interest on depreciation and keeping a little reserve, let us hope the
company can give to the Government some dividend. Once they reach that
stage, then we can think in terms of further improvement. But 1974-75
will be the crucial year because if they are able to reach the targeted pro-
duction, we have every hope, we will be able to break even.”

6.2]1. Regretting that the unfavourable factors given at items (i), (ii)
and )iii) of paragraph 6.16 had not been taken into consideration at the
time of preparing the Feasibility Report for the project, the Ministry of
Industrial Development in a written reply stated that—

[,

“Government are satisfied with the reasons advanced by the Com-
pany for its unfavourable working results.”
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6.22. The following table indicates the operational results of the Com-
‘pany (value of production, contributed value, conversion expenditure and

loss) during the last six years:—

(Rs. in lakhs)
1967-68 1968-60  1969-70  1970-771 1971-72  1972-73
(i) Sales (less com- 88- 63 22838  372°12  365'71 43636 52917
mission).
(ii) Closing stock of 134'S7 135°79 154" 60 248-30 272° 71 338+ 90
finished goods and
working process.
(iti) Opening stock of 18:63 13457 13579 154 60 24830 27271
finished goods and
working process,
(ivt). Value of produc-  204°857  229:60  390°93 459" 41 460°77 59536
mn0on.
(v) Less Excise duty o' %9 9:69 683 717 10°29
(vi) Net value of 2047 22901 381-24 452° §8 453:60 sBsio7
production,
(vii) Consumption of 154.99 191 61 280 of 363°06 33770 462 28
raw-matcrials.
(viii) Contributed value 49 §% 37.40 101°16 89 52 125 '90 122° 79
(ix) Conversion ex-
penditure :
(a) ‘Salaries, Allo- 44" 25 54 50 69° 27 8845 101" 78 115°03
© - wances, Bonus,
Gratuity and other
Employees bene-
fits,
(b) Electricity 12° 30 11°42 12°36 13° 85 15°25 18°39
charges.
(c) Administrative
" and other ex-
penscs 1929 3074 5039 75" 78 67' 30 70" 84
(d) Interest 43°73 6344 7480 97°35 116°77  140°73
(e) Depreciation 7549 76°32 77:03 77" 23 7590 76°35
. .
Social overheads
® expenditure (net) 9'25 - 12°57 12° 90 14°04 12-81 9:70
) Miscellaneous '
(g? (net), . (439 (T 8-35 21'97 1-07 (+)10'91
19992  241°82  305'10  388°67  390-88
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(Rs. in lakhs)

—rt ¢ e 4 be o = e e e ——— mam o — - —— e tm—

1967-68  1968-69  1969-70  1970-71  1971-72  1973-73

(x) L.ss (ix-viii) 154 34 204° 42 203° 94 299° 15§ 264' 98 29734

(xi) Percentage of :
(a) Contributed
value to value

of production 24°2 16°4 26§ 19'8 27'8 30
(b) Conversion

expenditure

10 contribu-

buted value | 403°2 6455 301 6 434°2 31044 343" 2

(c) Cornsymption
of raw mate-
rials to wvalue

of production 757 836 78§ 80'2 722 77°7

6.23. It will be seen that while the value of production in all the years
fully covered the cost of direct materials and direct wages (excepting
1968-69) the extent of coverage of other expenditure differed from year
to year. It will also be seen that the consumption of raw materials,
accounted for a major portion of the value of production and gradually,
decreased from 83.6 per cent in 1968-69 to 72.2 per cent in 1971-72 (with
a set-back in 1970-71) on account of reduction in the wastage and scrap
arisings. The extent of actual material content in the value of production
of the three important products viz. Cine Film Positive, Medical X-ray
Film and Bromide Paper is compared below with the assumptions made in
the Detailed Project Report:—

—— - [P —

(Perc:ntage of actual materizl content value of production)

Products As per  ——
DPR 1967-68 1963-69 1969-70 1970-71 I971-72 1973-73 1973-74
upto
30-9-73
Cine _Film
Positive . 3709 NA 64:00 72°60 66°'10 7370 S5 22 69°8
Medical X-Ray )
Film . 4769 NA 47°60 71°30 102:50 8110 77°45 83 ¢

Bromide Paper  43-07 NA 56°30 6780 $3°20 $2'00 S4'St 640

" ——— > —— - — e o e

B e ——
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The trend of some of the important items of conversion expenditure during the
last five years is indicated below —

(Rs. in lakhs)

1968-69  1969-70  1970-71  1971-72 1972-73

Salaries and allowances | 54" 50 69°27 88-45 10178 11503
Insurance | . . 6-90 8175 1095 9-46 8-41
Repairs and maintenance 3:60 675 13°22 1374 1909
Techﬁical fee to collaborators | 9'03 179§ 2147 1'04

6.24. The Management have attributed the increase in these cases to
the following factors:—

(i) Salaries and allowances: Gradual increase in the number of
staff, grant of interim relief, payment of arrears as per NPC
wage structure and provision for bonus during 1970-71 in-
crease in the minimum bonus and contribution to provident
fund during 1971-72,

(ii) Insurance: Increase in the value of stock holding during
1969-70 and increase in premium rates during 1970-71.

(iii) Repairs and maintenance: Plant shut-down for maintenance
and machinery overhaul in all production departments for the
first time in 1970-71 after start of production.

(iv) Technical fee to collaborators: Calculation of income tax on
technical fee at 70 per cent during 1970-71 as compared with
50 per cent in the previous-year and increase in sales during
1971-72 resulting in the payment of higher fees.

6.25. The reason for the increase in expenditure in 1972-73 under the
head “Salaries and allowance” and “Repairs and Maintenance” are due
to:—

(i) Salaries and Allowances:—Consequent on the agreement
reached with the Union on the question of D.A. and pay pro-
tection, increased expenditure on D.A. and pay protection had
been incurred.

.(ii) Repairs and Maintenances:—Major repairs have to be incurred
for the boilers besides the increased upkeep and maintenance
of the machinery consequent on ageing of such machines.

593 Ls—11.
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Besides the above, the following two important extraneous factors have
occurred:

(i) A net deficit of 6,772 kgs. of silver valued at Rs. 37.52 lakhs
has been treated as loss and has been written off in the accounts,

(i) Based on the recommendations of the sub-committee appointed
by the Board for the disposition of sub-standard and defective
materials a provision of Rs. 23.50 lakhs has been madg in the
accounts.

6.26. As already mentioned, major portion of the total production is
contributed by the three products viz. Cine Film Positive, Medical X-ray
Film and Bromide Paper.

6.27. It will also be seen from para 10.01 of A.R. that while the Com-
pany was losing in the production and sale of Cine Film Positive and
Medical X-ray Film, it was making profit in Bromide Paper in 1971-72.
The contribution made by each of these items of products to the total loss
of the Company during 1971-72 and 1972-73 is given below:— '

(Rs. in lakhs)

Products 1971-72 1972-73

1. Cire Film Positive | (—)154:36 (—)118-95

2. Medical X-Ray Film (—)8s5-64 (—)81°37
Bromide Paper (including all photographic paper) (-1 )7 50 (—)6-28
Total

(—)232:50 (—)206' 60
(—)264-98 (—)297'34
8774 69 48

Totalloss of the Company

o v oaow

Percentige of 4 to §

Note : Similarinformation for earlier years cannot be given as the actual cost of production
of the products w.as not being worked out by the Company.

6.28. The Ministry in a written note after evidence stated that the

following measures have been taken by the Company to make it economi-
cally viable: —

(i) Maximum utilisation of capacity:

To improve the machine utilisation, all the base casting machines
were modified for utilisation of indigenous Cellulose Triacetate. The Com-
pany is now thus poised for optimum utilisation of capacity. During the
year 1973-74 the Company were affected by the power-cut imposed by the
Tamil Nadu Electricity Board and the critical position of an important raw
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material—Mathylene Chloride. These problems have since been got over
and the Company is now in a position to utiliseits capacity to the fullest
extent.

(ii) Jumbo Roll Con;'ersion Programme .

To improve machine utilisation, the Company has also gone in for a
Jumbo Roll Conversion Programme for X-ray films, roll films and colour
Zositive films and with the full implementation of this programme, the rate
of machine utilisation will improve considerably. It has been decided that
as a policy, the cine colour film, roll film, graphic arts film and X-ray film
to supplement the Company’s own production should be improved in Jumbo
rolls for conversion at HPF plant in view of the considerable savings in
foreign exchange that would result therefrom for the country and it would
also enable the company to utilise its finishing capacity to the fullest ex-
tent and also make a base line for manufacture of a wide range of products.
Agreements have been concluded by the Company with ORWO of GDR
for the supply of X-ray film, roll film and colour film in Jumbo form for
the next 3 years for conversion at HPF.

(iii) Reduction in scrap levels:

A number of steps were taken by the Company to bring down the re-
jection levels, like improvements to the equipment and process, additional
instrumentation and control facilities. The Statistical Quality Control Unit
of the Indian Statistfcal Institute have been engaged on a special assignment
to establish process controls at all important operations with quicker feed-
back on scrap and causes thereof for timely remedial action. A com-
mittee has been set up to formulate realistic product and process specifica-

tions.

(iv) Adoption of realistic pricing policy:

All these years HPF's prices had to be matched with the prices of
imported competitive brands with no relevance to cost production. Some
of the raw materials which HPF procure are 3-4 times higher in cost when
compared to the prices at which they are available to foreign manufac-
turers, Even though it is the company’s desire to merchandise photo sen-
sitized goods at reasonable prices to give the best value of money spent by
the consumers, the prices should have relation to the raw material, labour
and manufacturing costs. The Company is now in the process of rationa-
lising its prices with a view to recover the full cost of production.

(v) Adoption of a stuitable industrial relations policy:

Labour unrest has afflicted this industry over the last several years with
periodic losses in production. An agreement has been concluded with all
the labour unions in satisfactory settlement of most of the pending issues.
A grievance procedure and Employee Suggestion. Scheme were also imple-
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wmented. Active steps are being taken to impart training to all layers of
torkers and upgrade the skills of supervisors.”

D. Profitability Analysis

6.29. According to the Detailed Project Report (which did not con-
nn the profitability analysis), the Company was expected to achieve full
production (prior to the revision of product-mix in a period of 5 years from
the date of the commencement of production i.e., by the end of 1971-72.
In September, 1966 the Company prepared a tentative forecast for 5 years
from 1966-67 to 1970-71 according to which full production was to be
achieved from 1969-70. This forecast was revised in August, 1968 after
taking into account the results of market survey conducted by the Market-
ing Research Corporation of India in 1966 and the market assessment
made by the Raw Film Advisory Committee in 1967; according to the
revised forecast the Company was expected to make a profit from'-1970-71
and achieve full production from 1971-72.

In the light of the problems encountered during 1967-68 and 1968-69
the Management prepared a revised forecast for 7 years from 1969-70 to
1975-76 according to which the Company was expected to make profit
from 1971-72 and attain full production from 1972-73. One of the
assumptions made in this forecast was that the consumption of raw materials
per unit of different finished products would be on the same scale as for
1971-72. The details of the forecast are given below:—
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6.32. It will be seen that the main reasons for increased losses during
1970-71 and 1971-72 as compared with the forecasts were the low pro-
duction and excess consumption of materials which in turn was mainly on
account of heavy rejections.

The HPF stated in this connection that—

“During 1972-73 the actual production was 2.93 M.Sq.m, valued
at Rs. 566.85 lakhs against the forecast of 6.15 M.Sq.m.
valued at Rs. 1531.60 lakhs envisaged in November, 1970. A
revised five year forecast was prepared in April, 1973 accord-
ing to which we will achieve a production of 5.00 M.Sq.m. in
1973-74 and will break-even. However, due to circumstances
beyond the control of the company such as power cut, short-
age of major raw material (Methylene Chloride and Methanol)
we were not so far able to achieve the targeted levels.”

6.33 The Committee regret to note that the undertaking has been in-
curring losses right from inception and the loss has increased from
Rs. 204.42 lakhs in 1968-69 to Rs. 297.34 lakhs in 1972-73; the cumula-
tive loss as on 31-3-1973 was Rs. 14.86 crores against the paid up capital
of Rs. 6.32 crores i.e. about 235 per cent of the equity capital.

6.34. The Committee find that low utilisation of capacity, erratic pro-
duction both qualitatively and quantitatively, excessive rejections, excess
of scrap, excess consumption of materials, low recovery of silver and sol-
vents have mainly contributed to the loss. Besides the loss on account of
silver to the extent of Rs. 22 lakhs in 1971-72, the contribution made by
the products to the total loss in 1971-72 was to the extent of Rs. 154 lakhs
by cine film positive, Rs. 85 lakhs by medical X-ray film and a small profit
of Rs. 7.5 lakhs by bromide paper. The contribution towards loss during
1972-73 was about 119 lakhs under Cine Film, Rs. 81 lakhs under Medical
X-ray and Rs. 6 lakhs on account of Bromide paper, and the loss on ac-
count of silver was to the extent of Rs. 38 lakhs,

6.35. The Comunittee find that while the value of production in all the
years fully covered the cost of direct materials and direct wages excepting
1968-69 the extent of coverage of other expenditure varied from year to
year. It is surprising that though Government and Management were in
the know of losses no effective action has been taken to arrest the losses.
It has been admitted by the representative of the Ministry that it is only
with efficient and better management that the losses could be reduced.
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6.36. The Committee note that the DPR did not contain the profitabi-.
lity analysis. In September, 1966, the Company prepared a tentative fore-
cast which was revised in August, 1968. In the light of problems eneounn-
tered, another revised forccast was prepared for 7 years from 1969-70
to 1975-76 which was updated in November, 1970. The actual perform-
ance of the Company during 1969-70 to 1972-73 did not, however, came
up-to the level expected in these forecasts.

6.37. The Committee were informed that the Management has since
initiated certain measures to improve the working of the undertaking like
maximum utilisation of capacity Jumbo Roll conversion programme for
X-ray films, roll films and colour films, reduction in scrap levels, additio-
nal control facilities, adoption of realistic pricing policy and adoption of
suitable industrial relations.

6.38. The Committee feel that unless concerted measures are taken to
step up quality production by reducing rejections, economising in consump-
tion of materials, adopting cost reduction methods and rationalising its
programmes of production and distribution consistent with markct demands,
the financial viability would seem to be far remote thus entailing greater
volume of imports coupled with increased outgo of foreign exchange.

E. Costing System

6.39. The Company follows the system of process costing. There are
four processes involved in the nroduction of each of the products viz. bak-
casting, substrating coating and conversion and packing.

The commercial production of the first product viz. Cine Film Positive
commenced in June, 1967. Upto the end of December, 1968 the Com-
pany prepared monthly cost statements indicating full cost of each pro-
duct showing inier alin ihe  direct  matcrial cost, direct wages and over-
heads. From January, 1969 onwards the monthly presentation was chang-
ed so as to indicate only the material cost and the. contribution made by
each product. This system was followed up to March, 1971. In addi-
tion, statements of full cost were prepared on half yearly basis for 1969-70
and yearly basis for 1970-71 (for the period up to February, 1971 only)
allocating the cverheads of the basis of rated capacity.

6.40. The Management have stated (September, 1973) that “....This
system was followed mainly with a view to focus attention on the main
item of cost namely, dircct material cost which constitutes roughly 70 per
cent of the total cost. Further. the overheads being mostly fixed of which
interest and depreciation alonc constitutc a major portion, are not of 2
controllable nature. It was felt that such direct cost analysis will clearly
show the plant performance on the material front while if a total cost

593 LS—12. '
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statement is worked out, which would include allocations of fixed aver-
heads on various basis, the cost thus presented might obscure the perform-
ance of the Company with regard to materials.”

6.41. A costing manual was issued and a revised system of costing was
introduced with effect from April, 1971 so as to compile the total cost of
each product. According to the costing system presently followed, the
costs are collected under the headings “material, labour and overheads”.
The raw materials are issued at standard prices and are allocated to vari-
ous products on the basis of material content in the raw base and price
variations, if any, are adjusted at the end of the year. Labour and over-
heads are allocated initially to the various departments and then to the
products on the basis of machine hour rate. Selling and distribution ex-
penses are allocated on the basis of value of sales. The standard costing
system was introduced from 1st April, 1973.

6.42. Asked as to how in the absence of actual cost of production having
been worked out prior to 1970-71 control on cost was exercised the HPF
stated that—‘“The total cost of production prior to 1970-71 product-wise
has not been worked out since the Company was adopting the marginal
costing system, by which control was exercised on the major elements of
cost, namely, material, which constituted more than 70 per cent of the total
cost. Since the remaining costs are more or less fixed, it was not consi-
dered necessary at that time to work out the total cost of production by
allocating overheads to each product.”

6.43. In this connection, the Ministry in a written reply stated that—
“Government feel that this was not the best method of determining and
regulating costs.”

6.44, The Company have been fixing the selling prices of one of their
products, namely, Bromide Paper with reference to the prices fixed by their
competitors. In regard to Cine Positive, Cine Sound, X-ray and Roll Film
where imports were simultaneously taking place, they have been fixing the
prices with reference to the prices at which the imported brands were being
sold by their competitors.”

Analysis of Costs

6.45. The Detailed Project Report submitted by the collaborators in
June, 1961 indicated the estimated cost of production for each product.
As, however, the Company was not compiling the actual cost of produc-
tion for each product during 1968-69 to 1970-71, a comparison between
the cost of .production indicated in the Detailed Project Report and the
actual cost of production was not possible.

6.46. The Management have stated (September, 1971) that as the entire
manufacturing technology and the product-mix have been changed, a com-
parison of the actual costs with those indicated in the Project Report was
not possible.

-~
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6.47. In this connection, in a written note HPF informed the Commit-
tee that—"“Since we have not achieved stability in production and the cost
of production was fluctuating, we could only compare our cost of produc-
tion with the averages of the previous periods to effect control. The bud-
geted costs were not worked out as Standard Costing System was not in
vogue at that time.”

6.48. The following table indicates the actual cost of production for
each product and the estimated cost as indicated in the Detailed Project
Report for the years 1971-72 to 1973-74 (upto 30-9-73)—

Product Unit Cost of Actual cost of production.
Productig;, R -
as per 1971-72 1972-73 73-74
(Rs.) (gs) l?U;p'!:o
30-9-73)
1. Cine Film Positive Per roll 61-00 268-26 250" 97 384°34
2. Cine Film Negative parroll 75-00 No. production No pro-
duction
3, RollFilm per roll 0'75 Not worked out Do.
due to insigni-
ficant production.
4. X-ray Film per sq.m. 16° 00 6252 $5'31  67°60
s. Sheet Film persq. m. 1100 No production No pro-
duction,
6. Paper per 8q. m. 4' 40 11°3§ 12:25 13°63

6.49. The reasons for variations in the cost of production have not been
analysed by the Management. '

6.50. The increase in cost of production during 1973-74 i8 due to the
power cut imposed by Government of Tamil Nadu till July, 1973 and the
increase in wastage levels in the Base Casting Department due to frequent
stoppages on account of short supply of methylene chioride-

6.51. The Company did not work out the budgeted cost of each item
of products (up to 1972-73) and therefore, the comparison of actual cost
with budgeted cost cannot be made.

6.52. The Management have stated (July, 1973) as follows:—
«....the cost of production indicated in the Detailed Project Re-
port is no guide since the raw material cost taken at French
price plus 15 per cent is totally inaccurate. The Indian prices
of the raw materials are three times higher than the French
price. Besides, the interest charged to product as per Detailed
Project Report calculation is very much on the low side. l.’rc—
sumably, interest on working capital only were taken as against
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the heavy interest liability of the Company on capital loans
from the Government. Lastly, the overhead expenses on
Accounts, Administration etc. were not allocated to the pro-
ducts as per Detailed Project Report calculation. Under
these circumstances to compare the actual cost of production
with Detailed Project Report cost of production will be mis-
leading and will not be a proper guide, in our opinion ”

6.53. The Committee note that though the undertaking went into com-
mercial production in June, 1967, only monthly statements of costs were
prepared till December, 1968. From January, 1969, the system of margi-
nal costing was adopted by which control of cost was exercised on the main
element of cost namely material which constituted 70 per cent of the costs
and not on the total cost of production, with the result that a comparison
with the cost of production in the DPR was not possible. A costing manual
was issued and a revised costing system was introduced in April, 1971 so
as to compile the total cost of each product under the headings labour,
materials and overheads. The contention of the Management was that the
cost in the DPR could not be taken as guide since the manufacturing tech-
nology and preduct-mix have been changed. The Ministry have admitted
that this was not the best method of determining and regulating costs.

6.54. The Committee feel that at least the budgeted costs should have
been worked out so that the management may have a yard-stick for assess-
ing the reasonableness of costs and to exercise control thercon.

6.55. The Committec feel perturbed to note the absence of a proper
system of cost control which has in a measure contributed to the loss in-
curred by the undertaking.

6.56. The Committee find that standard costing system has been intro-
duced in April, 1973, The Committee feel that now at least with the intro-
duction of standard costing system, it should be possible for the Manage-
ment to work out the cost of the .products at each stage of the process,
analyse the cost and bring to the notice of the top management variance
analysis to enable them to take suitable corrective action in time.

! F. Delay in Claiming the Refund of Customs Duty

6.57. Article V(5) of the agreement with collaborators provided that
any unusual tools, instruments and equipment specially required for the
erection of any particular item of machinery would be procured attd
brought to site by the collaborators at their cost but the customs duty in
respect thereof would be paid by the Company: The customs duty was
refusdable if the tools and equipment were re-exported by the collabora-
tors within a stipulated time limit.
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6.58. The Company paid a sum of Rs. 56,302 towards customs duty
on the tools and equipment brought by the collaborators for the erection
of plant and machinery. Because of non-availability of details regarding
re-export of these tools and equipment, the Company could not claim the
refund of customs duty amounting to Rs. 51,565.

6.59. The HPF in a written reply conceded the lapse on their part for
not keeping the details of re-export of tools and equipment.

6.60. In a subsequent note the HPF stated that the Collaborators sup-
plied a list- of erection tools, which were likely to be re-exported.

6.61. The Committee note that according to the terms of agreement
-with the collaborators customs duty for any unusual tools, instruments, ctc.
specially procured for erection and brought to the site by the collaborators
would be paid by the undertaking. The duty would be rcfunded if the
tools and equipments were re-exported by the collaborators within a specific
time. The Committee regret to note the undertaking has to incur a loss
of Rs. 51,565 as it could not claim refund of custom duty in the absence
of details of re-export of tools and equipment by the collaborators. The
Undertaking had conceded the lapse on their part for mot keeping the
details. The Committee recommended that Government/Undertaking
should fix responsibility for the lapse with a view to taking departmental
action.

G. Foreign exchange savings

6.62. The net approximate saving indicated by the Managenient in terms

of foreign exchange as a result of the items manufatcured by the Company
from its very inception up to 31st March, 1973 is shown below:—

(Rs. in lakhs)

Expenditure in foreign exchange Earnings
1. Cst of imported raw materials (exclud- CIF wvalue of
ing jumbo rolls) consumed. . 274.78 imports corres -
ponding to the
Company’s pro-
duction. 126719
2. Value of imported X-ray jumbo roolls
consuymed . . . . 188-57
3. Depreciation on imported machines 275" 45
4. Technical fee paid . . . 49°48
5. Net savings in foreign exchange | . 47801
126719 126719

Note ;: ~-The effect of creation of a self reliant production capacity is not however,
capable of evaluation in precise monetary terms:
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PURCHASE PROCEDURE AND INVENTORY CONTROL
A. Parchase procedure

7.1. According to the proccdure formulated by the Company in 1967
for the purchase of raw materials and other stores, proprietary items or
items of particular ‘brand’ are purchased on the basis of quotations obtained
from the suppliers of that particular brand. As far as possible such sup-
plies are purchased directly from the manufacturer or their authorised dis-
tributors/agents after getting a quotation from them. As regards other
items, quotations are invited from at least eight suppliers on the approved
list maintained by the Company. Purchases on the basis of open temders
are madc only in exceptional cases after obtaining the specific orders of
the Managing Director. To the extent possible, articles arc purchased
through the Director General of Supplies and Disposals or by placing
orders on D.G.S.&D. rate contract holders.

7.2. The following table -indicates the number of purchase orders of
more than Rs. 10,000 each placed by the Company and their value during
the five years ended 31st March, 1973:—

150 ‘_“'“
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It will be scen that none of the purchase orders was placed on the
basis of open tenders. In some cases even nonproprietary items were pur-
chased on the basis of single tender enquiries.

7.3. The Ministry have stated (July, 1973) as follows:— |

, “The major raw materials required for production of films are
cellulose triacetate, methylene chloride,methanol, acetone, silver,
ctc. and these constitute about 70 per cent of the total require-
ment of materials. The above materials are purchased from
single sources of supply to whom industrial licences for
manufacture have been issued by Government of India. These

materials together with the items that -are presently being import-
ed, such as triphynyl phosphate, gelatines of various grades,
mucochloric acid, baryta coated paper, yellow interleaving
paper etc. constitute about 90 per cent of our total require-
ment. The other materials for which the procedure regarding
tender is applied, is therefore, not very significant. .. ... Since
the materials purcheased are of very stringent specifications in-
volving testing of samples at various stages before bulk supplies
are accepted and many of these items, particularly production
raw materials, are to be specially manufactured to photographic
grades which the Indian industries are yet to get thoroughly
familiarised, it is essential that supplies are drawn only from
reliable suppliers who from our experience can give products
which are uniformly consistent in quality. In view of the
stringent specifications of the materials required for the
manufacture of films, it has been prescribed by the Company
that the normal mode of purchase of stores should be only
through tenders received from approved suppliers and pur-
chase through advertised tender should be restored to in excep-
tional cases where the details of any known suppliers are not
available with the Company.”

7.4. In reply to a question as to how the list of approved supplicrs. is
updated when open tenders are not invited in any case thereby de.bamng
the new manufacturers|suppliers getting the chance of offering their _pro-
ducts and the justification for purchasing even non-proprictary items
through single tender enquiries, the HPF, in a written note, stated, that—

“the ecomomic prices at which purchases are made arc not
necessarily through system of tendering. The list of potential
tenderers is constantly reviewed and enquiries are made for
supply of materials to our rigid specifications at  economic
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prices. For a manufacturing industry, time is as essential
factor and as long as the most economical buy is made
tendering meed not necessarily be the only procedure through
which such purchases have to be made.”

7.5. The Committee note that the Undertaking has been purchasing its
requirements of proprietary items or items of particular brand direct from
the manufacturers of the authorised distributors/Agents after getting a
quotation from them.

Purchases on the basis of open tenders are made only in exceptional
cases after obtaining specific orders foiin the Managing Director,

7.6. The Committee find that in respect of major purchase orders of value
exceeding Rs. 10,000 placed by the Company during the five years 1968-69
to 1972-73, none of the orders was placed on the basis of open tenders and
even non-proprietary items were purchased on single tender basis.

7.7. The Committee have pointed out in a subsequent section of this
Chapter how the procedure of Single Tender has put the undertaking to a
loss.

7.8. While the Committee can see some justification for adopting this
procedure of single tender directly from Manufacturers or from authorised
agents in regard to specialised items with stringent specifications including
imported items, the Committee fail to understand why open tenders should
not be invited at least in the case of balance of items which are not of a
proprietary or specialised nature. The Committee recommend that the
Undertaking should follow the well recognised procedurc of making pur-
chases through open tenders in the interest of securing the most competi-
tive rates.

Purchase of methylene chloride
7.9. In February, 1967, the Company placed an order on MJs. Vulcan
Trading Company, USA for the purchase of 97.83 M. tons of methylene
chloride at US $ 0.508 per 1b. FOB, New York. The purchase was
finalised on the basis of single tender for the following reasons:—

(i) This was one of the major and important raw materials required
for the photographic industry necessitating a high standard of
+  purity so as to meet the strict specifications.

(ii) By the time, the Company got the import licence there was al-
ready a good deal of urgency for the product.

(iii) The material was scheduled to be manufactured by M|s. Mettur
Chemical and Tndustrial Corporation in collaboration with this
foreign supplier. The Company was, therefore, anxious to use,

593 L.S—13
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as early as possible, a product as closely similar as possible to
the one which would in future be supplied indigenously so that
process could get attuned in advance to the material to be
manufactured at Mettur.

7.10. Two months later, in April, 1967, the Company invited tenders
for the supply of 180 M. tons of methylene chloride and placed an order
on M/s. Allied Chemical Corporation, USA at the rate of US $ 0.0985 per
Ib FAS, New York ignoring the other two lower quotations as the product
of this firm appeared to be of pure grade and the other lower offers were
for unacceptable technical grades. In this connection, the India Supply
Mission, Washington through whom the purchase was made stated in
April, 1967 that M/s. Vulcan Trading Company when contacted on phone,

advised that they would be in a position to supply the material at $0.13
per Ib FAS, New York.

7.11. The product of Allied Chemical Corporation was accepted by the
Company within a period of two months of the placement of the order on
M/s. Vulcan Trading Company. On the basis of the rate obtained by in-
viting tenders, the extra expenditure incurred on the purchase of 97.83 M.
tons of methylene chloride in February, 1967 works out to Rs. 84,599,

7.12. While explaining the reason for placing another order within 2
months on a different supplier for the Methylene Chloride on the basis of
open tenders, the HPF in a written reply stated that:—

“Purchase at a lower price from another vender, at a later date,
does not imply that our first purchase price was high; how-
ever, this was necessitated due to our anxiety to buy the
material from the collaborator of Mettur Chemicals who were
getting up a manufacturing plant in India. This is the only
explanation we can offer.”

7.13. Despite lower offer received from another tenderer after placing
the order for the supply of Methylene Chloride it was admitted by HPF in
a written note that no attempt was made for getting the price reduced from
Mis. Vulcan Trading Company.

7.14. In this connection the Ministry of Industrial Development stated
in a written note that the Government was not satisfied with the justifica-
tion by the Management, the Company should have invited open tenders
before placing an order on the U.S. Company in February, 1967.
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7.15. It was also stated that M/s. Mettur Chemicals and Industrial
Corporation Ltd., had been producing Methylene Chloride since September,
1967 and the undertakmg had been purchasing solely from them since that
date.

7.16. In regard to the purchase of Methylene Chloride from sources
other than M/s. Mettur Chemicals and Industrial Corporation Ltd. and its
use the HPF stated that:—

“The material against order placed on Vulcan Trading was received
at site in July 1967 and those placed on Allied Chemicals
Corporation was received in October, 1967.”

7.17. The details of quantities of Methylene Chloride received in 1967
from the three firms were as under:—

Name of the Suppliers When received Quantity received
1. M/s. Vulcan Tradin'g Co. USA. July, 1967 98- 5 tonnes.
2, M/s. Allied Chemicals Corpofation October, 1967  177°00 tonnes

3. M/s. M:ttur Chemicals & Industrial Corporation December, 1967 182°00 tonnes.
Lud. to March,
1968.

It was stated that all these materials had been used up in production
without any difficulty.

7.18. In a written note furnished after the evidence, the undertaking
stated that:—

“Methylene Chloride is one of raw materials used in the manufac-
ture of film base for the supply of which we depend upon a
single sowrce in the country, ic. M|s. Mettur Chemical & In-
dustrial Corporation, Mettur Dam who obtain their require-
ments of raw material, namely, Methanol from Fertilizer Cor-
poration of India. As against our monthly minimum require-
ment of 150 tonnes of Methylene Chloride to operate all the
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six Base Machines, the actual receipts from January, 1973 to
December, 1973 were as follows:— .

January'73 126 tonnes July’73 92 tonnes
February . 98 tonnes Angust . Io09 Fonnes
March 65 tonnes September . 75 tonnes
April . 6s tonnes QOctober 138 tonnes
May 70 tonnes November 73 tonnes
June’73 65 tonnes December ’73 . 72 tonnes.

Against our requirements of 2000 tonnes for the period January—
December, 1973 (150 tons per month plus 200 tons buffer stock) we have
received only 1048 tons i.e., about 50 per cent.

The extent to which HPF production has been crippled can be seen from
the following table for the period July to December, 1973.

Month Planned Utilised

“Rours  hours’
July’73 4464 1670
August ’73 4464 2140
September ’73 . . , 4320 1580
October’73 | 4464 3276
November ’73 4320 2072
December*73, . 4464 1481

Against planned capacity of about 26.500 hours for the period July, to
December, 1973, we could utilise only 12,219 hours i.e.,, about 45 per
cent. :

The Consequences have been as follows:—

Short output of film base for the manufacture of various products.

Higher solvent losses and scrap due to repeated stoppages and start-
up|stabilisation of base cssting machines severel times during

¢ the year.
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Due to short supplies of base, lower utilisation of capacity and
consequent reduced output in all other operating departments
viz, Emulsion, Coating and Conversion.

Continuing losses to the Company, which could have been avoided,
with a profitable picture.” '

7.19. The Committee note that the Undertaking placed an order in
February, 1967 for purchase of 97.83 M. tons of Methylene Chloride at a
higher price of US £ 0.1508 per Ib FOB, New York on a single tender basis
although within two months of the same order it got a lower offer from
another firm at the rate of US $ 0.0985 per Ib FAS, New York after invita-
tion of tenders. Even after receipt of this lower offer and when the former
company agreed to reduce its rate to 0.13 $ per Ib FAS, New York, the
undertaking did not make any attempt to secure any reduction in price,

7.20. The Committee were informed that this was on account of the
anxiety of the undertaking to buy the material from the collaborators of
Mettur Chemicals. who were setting up a manufacturing plant in India. It
has been admitted by the Ministry that Government were not satisfied with
the justification given by the Management who should have invited open
purchase of 97.83 M. tons.

7.21. The Committee regret to observe that because of non-invitation of
tenders in the first instance and placing the order on a single tender basis,
the undertaking had to incur an extra expenditure of Rs. 84,599 on the
purchase of 97.83 M. tonms.

7.22. The Committee also find that the undertaking had been taking its
requirement of Methylene Chloride from Mettur Chemicals from September,
1967. The Committee find that even in 1973 against the requirement of
2000 tons of the material from January to December, 1973 the Mettur
Chemicals could supply only 1048 tons i.c. about 50 per cent of the
requirement with the result there had been under utilisation of the capacity
of the plant, reduced output and consequent losses to the undertaking.

7.23. The Committee do not appreciate the hasty action of the Manage-
ment in having placed an order on the basis of single tender at a higher
rate first on the collaborators of an Indian firm and thereafter switching
over to the Indian firm who on account of its failure to meet the demand
of the undertaking in full had put the undertaking to further losses.
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B. inventory Control

7.24. The following table indicates the comparative position of inven-
ftory and its distribution at the close of the last five years:—

(Rs. in lekhs)

1968-69  1969-70 1970-71  1971-72  1972-73

1. Raw materials (including in-

transit) , . . 140°'3§ 230°63 219°32 26865 176" 40
2. Stores and spares (including
intransit) . . . 553§ 82:31 90° 65 106°31 12173
3. Tools . . 1'66 I'50 103 0-84 0-62
4. Work-in-progress 105°29 11622 161°08 11025 141°90
s. Stock-in-trade . . . 30°50 3838 87-22 162 46 19701
6. Stock of Stationery & Stamps 0'32 0°30
333'47 469°34  559'31  648'51 63766
Less : Provision for absolescence 1'00
Provision for write down
of sub-standard & de-
fective materials . 2350 24 50

————— s

ToTAL: 613- 16

Norte : Closing stock as on 3 1st Mirch, 1971 includes 2,31,643 spools valued at Rs. 28,631
out of 3,00,000 spools purchased in September, 1966 for Roll Film (size 120
from M/s. Bhupendra Plastics, Madras. These have not been used as light
penetrates into the rolls which fogs the films.

7.25. The stock of raw materials represented 3.4 months’ consump-
tion in 1972-73, 9.8 months’ consumption in 1971-72. as compared with
7.2 months’ in 1970-71, 9.9 months’ in 1969-70 and 8.8 months’ in 1968-
69. Stock in trade represented about 3.9 months sales in 1972-73, 4.5
months’ sales in 1971-72 as compared with 2.9 months’ in 1970-71, 1.2
months’ in 1969-70 and 1.6 months’ in 1968-69.

7.26. In March, 1967 Government decided that the excessive inven-
tories of Public Sector Enterprises and their system of inventory control
should be examined by high level committees. In pursuance of this de-
cision, a committee known as ‘Fourth Committee on Invesatory Control’
was appointed by Government in August, 1970 which examined the in-
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ventory holding of this Company and inter alia made the following im-
portant observgtions in August, 1971:—

o (i}dTho Company sh)uld limit its inventories for principal items of raw materials
under :=— -

(a) Cellulose Triacetate | . . . . , 60 days
(b) Silver Nitrate . . . . . . 4I days
(¢) Methylene Chloride . . . 7 duys
(d) Gelatin | . , . . . 12 months

. ) . o . (forimpor 1 .
The ideal inventories for the remaining items .of raw materials and

other ‘A’ items should also be worked out individually adopting EOQ
formula.

On the basis of the above norms the totul inventory holding of the
Company as on 31st March, 1970, 31st March, 1971 and 31st March,
1972 was in excess by Rs. 191 lakhs, Rs. 198.47 lakhs and Rs. 243.50
lakhs respectively. The excess holding on 31st March, 1973 was Rs. 156.18
lakhs,

(ii) On the basis of the recommended norms the Company should draw
up its inventory budget every year which should be got approved by the
Board of Directors. The inventory position should also be discussed by
the Board periodically.

(ili) The inventory should be reviewed every month by an inventory
cell,

(iv) While the work of planning the materials can remain with the
Production Department, the work of ascertaining the quantities to be pur-
chased should be entrusted to the Material Management.

(v) As nearly 95 per cent of the supplies are delayed by the suppliers
beyond the due dates, the Company should tighten up the conditions of
contracts to ensure timely supplies.

(vi) Cataloguing and codification of stocks items should be done on
scientific basis which will facilitate standarisation and variety reduction.

(vii) Proper reporting system should be instituted to keep the top
management informed on the working of the Material Management Depart-
ment.

7.27. In July, 1973 thce Ministry intimated the following comments on
the recommendations of the Committee: —

(i) An Inventory Control Committee under the Chairmanship of
the Company’s F.A. & C.A.O. has been functioning since
September, 1972. This Committee has fixed the healthy levels
of inventory for ‘A’ and ‘B’ items which are being reviewed
periodically with reference to the production target. The total
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stocks of ‘A’ and ‘B’ items as on 31st March, 1973 exceeded
the healthy levels by Rs. 56.80 lakhs.

(i) Based on the Ihealth'y levels the inventory Budget was prepared
for the year 1973-74 and the same was approved by the Board.

(iii) The Inventory Control Committec meets periodically and re-
views the actual stock position vis-a-vis the healthy levels.

(iv) and (vii) Thesc are in the process of implementation.
(vi) Steps are being taken to catalogue and codify all stock items.

7.28. The undertaking have offered the following remarks (January,’
1974) on the recommendations in items (iv), (v), (vi) and (vii) of the
Committee on Inventory Control:—

“Item (iv) we have noted the observations of the Committee and

they will be implemented on setting up the Materials Manage-
ment Division.

Item (v) We have tightened up the conditions of contract wherever
possible. However, it may be mentioned that our requirements
are of very stringent spccifications involving testing of samples
at various stages before bulk supplies are accepted and many of
these items (particularly production raw materials) are also to
be specially manufactured to ‘Photographic grade’—a quality
standard which the Indian Industry is yet to get thoroughly

familiarised. Deliveries are, therefore, likely to be delayed in
spite of our active chasing up the suppliers and in spite of the
best co-operation on the part of the suppliers. However, in the
case of ‘off-the shelf’ or readily available goods, we are ensur-
ing timely supplies as per our delivery requirements.

Item (vi) We have codified on a scientific basis all stocks of raw
materials. With regard to Maintenance Stores and Laboratory
Chemicals, the work is in progress.

Item (vii) As a separatc Materials Management Division has not
been set up, the Inventory Control Committee reviews the in-
ventory holdings at fortnightly intervals and reports to Manag-
ing Director on points which require the urgent attention. We
are planning to have a separate Materials Management Division.”

7.29. In regard to the reasons for increase in inventory in 1971-72, the
HPF stated in a written reply that—

“The main item which has contributed to the increase in inteventory
of raw materials is sizeable stock of re-usuable scrap, amount-
* ing to Rs, 88.63 lakhs, This was due to-the inadequate shredding
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and washing capacity of scrap, besides increasing in the scrap
arising.”

7.30. From the Table on page 297 it would be seen that the closing
stock on 31st March 1971 included 2,31,643 spools valued at Rs. 28,031
which were not used as light penetrates into the rolls which fogs the films.

7.31. The Committee. enquired whether the circumstances in which the
defective spools were purchased had been investigated and whether there
was any possibility of these spools being utilised, the HPF in a written
reply stated that at the time of the actual usage of these spools, long after the
receipt of the materials, the defect was found. Since there was no possi-
bility of using these spools, the Company had to write-off the value of these
spools amounting to Rs. 28,631. This highlights the defective systems con-
trol in receiving and inspection of new products.

7.32. During evidence the Chairman HPF stated that—

“T can only say that it is a faulty systems control, that the samples
should have been approved before we bought this material. We
should not have got 3,00,000 spools before approving the first
sample and using it. Possibly they obtain the bulk supplies
on the assumption that the spools would be all right. But, they
seem to have not found out in actual use.”

7.33. The value of stores declared as surplus or obsolete, during the
last four years and awaiting disposal is indicated below:—

(in Rupees)
Year Stores . declared Awniting
urplus/obsolute disposal
Up to 1968-69 | . . . . . . . 4:30,445 72,622
1969-70 | . . . . . . . .. .
1970-71 . . . . . . . 9,897 5,190
1971-72 . . . . . . 78,208 71,945

5,18,550  1,49,757

7.34. The value of stores declared as surplus or obsolete during the
year, 1972-73 as furnished by HPF is given below:

Surplus material awaiting disposal as on 31-3-1973 Rs. 1,49,757
Add—Material declared surplus/obsolete during the year. 58,172
ToTaL 2,07,929
Rs. 2,07,929

Less—Materials disposed off out of the surplus materials

as on 31-3-1973 1,13,360
Materfals disposed off out of materials declared as aurplu,q
during 1972-73.. . . 22,953 Rs. 1,35,313
Awniting disposals as on 31-3-1973. 72,616

593 Ls—14
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7.35. In addition, the Management have identified slow-moving items
of the value of Rs. 16.35 lakhs as on 31st March, 1972, The value of slow
moving items as on 31st March, 1973 was Rs. 24.05 lakhs.

7.36, In regard to quality and age-wise grouping of inventories the
Chairman, HPF stated during evidence that—

“We found there were certain inventories on which we had our own
doubts about the quality, We started with a complete recheck
of our inventories, When we went into that, we realised
that the age of the product was not recorded in our inventories.
I think, it is one of the elementary percautions in any Company
at the end of each year, to determine the stock which is one
year old; this is the stock which is two years old; and the stock
three years old and the Board will order for an investigation
on items which are more than two and three years old.

We found that the age of the product was not recorded in our in-
ventories. Therefore, the Board directed that the age of the
product should be recorded, and if the time limit has expired, it
should not be used. We have now come to a conclusion that
unless the inventorics move very fast, we will be landing our-
selves into a liability on equality, about which we do not know.
The products must be used quickly. You could keep coated
jumbo rolls but the finished product should move immediately.
We had, 30,000 cine rolls to be rechecked.”

7.37. Regarding the steps taken for reducing the inventories, the Chair-
man HPF stated during evidence that—

“During October, 1972, the Management instituted a drive to clear
the inventories on the basis of crash programmes and a task
force was formed and a review was made every week to see

that we do not have stocks for more than one month in any
of the products.”

Verification of Stores

7.38. The Company introduced in January, 1970 a pr9cedure of per-
petual stock verification which required a quarterly venﬂc.at:oq of morc im-
portant items of stores (classed ‘A’), a half yearly vernﬁc.:anon or lesg
important items and an annual verification of the rest of the items the _results
of perpotual verification were to be put up to the. Managing; Dnr.ector
through the Financial Adviser and thef Accounts Officer once in a
month or quarter as might be convenient.
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7.39. The programme could not be fully adhered to during 1971-72
because of inadequacy of staff in the Internal Audit Section. The Manage-
ment have stated (November, 1972) that they are considering the creation
of a team of stock verifiers consisting of suitably qualified personnel to
ensure that perpetual stock verification is conducted during 1972-73 in ac-
cordance with the prescribed procedure. It has further been stated that
the question of streamlining the procedure for the verification of high value
stock items like silver and certain chemicals is being considered and would
be.incorporated in the Stores Manual presently under compilatipn; the recon-
ciliation of reccipts, issues and consumption of these items at more frequent
intervals is also under examination.

7.40. It was further intimated in July, 1973 that pending creation of
a team of stock verifiers, two inventory verifiers have been posted to the
Internal Audit Section.

7.41. The HPF stated in a written note that— .

“A Stores Manual incorporating all the existing systems and proce-
dures has been compiled. Certain other improvements in the
existing procedures including those suggested by Audit are
under comsideration of the Inventory Control Committee and

! the same will be finalised shortly and incorporated -in the stores
Manual. Procedures for documentation for receipt, issue and
consumption of high value items (Silver) have been drawn up
and introduced which will have to be incorporated in the
Manual.

The perpetual stock verification system is now fully in vogue.”

7.42, The Committee find that the stock of raw materials has increased
from Rs. 140.35 lakhs representing 8.8 months conmsumption at end of
1968-69 to Rs, 268.68 lakhs representing 9.8 months consumption at the
end of 1971.72. The stock has however, come down to Rs. 176.40 lakhs
representing 3.9 months’ consumption at the end of 1972-73.

7.43. In regard to finished stock, the value of finished stock has
increased from Rs. 30.50 lakhs representing 1.6 months’ sales at the end
of 1968-69 to Rs. 197 lakhs at the end of 1972-73 representing 3.9
months sales, .

7.44. The Committee find that the ‘Fourth Committee on Inventory
Control’ appointed by Government of India, which examined the inventory
holdings of the Undertaking had found ¢hat the Undertaking had been
caryying stock of raw materials in excess of norms by Rs. 191 lakhs, Rs.
198.47 lakhs and Rs. 243.50 lakhs at the end of 31st March, 1970, 31st
March, 1971 and 31st March, 1972 respectively. The excess has, however,
tome down to Rs, 156 lakhs on 31st March, 1973,
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7.45. The Committee are informed that the Management are already
taking steps to implement the recommendations of the Inventory Control
Committee except those relating to institution of a system of reporting to
top management and re-organisation of Production and Material Manage-
ment Departments which are in the process of implementation.

7.46. The Committee are also informed that a system of perpetusl
verification of stores is now in vogue. The Committee recommend that
undertaking should complete the re-organisation of the production and
material management departments soon so that planning, scheduling and
purchases of material can be systematised,

7.47. The Committee trust that with the implementation of the recom-
mendations of the Inventory Control Committee and institetion of perpe-
tual stock verification system, it should be possible for the Undertaking to
keep the inventory under control and avoid over stocking of materials.

7.48. The Committee regret to note that the Undertaking had to write-
off 2 sum of Rs. 28,631 being the cost of 2,31,643 spools purchased in
September, 1966, as these were found to be defective and could mot be
used. The Committee were informed that the defect could be noticed only
at time of the use of the Spools. The Committee fail to understand as to
how such defective materials were purchased without proper verification
and inspection of the samples.

It has been admitted that this was due to faulty system control and the
samples should have been approved before the materials were purchased,
The Committee recommend that the matter should be investigated and
responsibility for the lapses fixed.

Surplus machinery
7.49. During construction stage the Company purchased in 1961,,._:a

Water Treatment Plant with a capacity of 44,000 gals. per day at a cost of
Rs. 71,071 including a chlorinator to provide water supply to the colony
and the factory. The plant was commissioned in April, 1962. In 1964,
the Company felt that necessity for augmenting the water supply and after
considering the alternatives of either having an additional cquipment or-to
instal a completely new equipment, it decided (in 1965) to purchase a new
plant. Accordingly, a new plant having a capacity of 1,60,000 gallons per
day was purchased at a cost of Rs. 1.21 lakhs and was commissioned in
April, 1967. Consequently, the smaller plant became surplus. Efforts
made for the disposal of the surplus plant (excluding the chlorinator cost-
ing Rs. 9,926 in use) have not been successful so far. (March, 1973).

7.50. The undertaking stated in a written reply, that though they had
no suitable buyer for the surplus plant, they had found an alternative use

for this plant in the Silver Recovery Section,
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7.51. In this connection in a written reply the Ministry stated that—

“The Company have explained that the original plant of lesser
capacity was acquired in 1962 for the specific purpose of mect-
ing the requirements of construction and to cater to the require-

ments of construction staff residing at the construction site.
After the construction period was over and production started,
the aeed for a higher capacity plant was felt at that time to
cater to the needs of the factory and also for the township.
While considering the increase in the supply of water and also
water treatment for Laboratory, the Company incidentally con-
sidered the suitability of utilising the old plant with some modi-
fication. Since due to technical and other reasons the old plant
was not suited to their requirements and since the Plant had
served its purpose, this plant became obsolete to their requirc-
ments. Further, if the Company had installed the higher capa-
city plant even at the initial stage, it would have meant
additional expenditure, by way of terest and depreciation to
the extent of about Rs. 35,000. Hence it is not correct to state
that taking into account the ultimate requirements the plant
could have been purchased earlier.

The Company have now found alternative use for this plant in the
Sitver Recovery Section.”
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MODERNISATION AND EXPANSION OF THE PLANT

8.1. As already mentioned in paragraph ante, the Company began to
feel doubt in January, 1965 about the collaborators’ familiarity which the
technology adopted for designing the plant and the know-how furnished
for the production of delicate products like X-ray Films which had not
been produced cven in their own plants. The doubt was confirmed in
July, 1969 when a team consisting of Chairman, Managing Director and
General Manager of the Company went abroad in connection with the

proposed cxpansion of the plant and contacted other leading photographic
manufacturers.

8.2. Although with the transfer of ownership of the collaborating firm
to the new management in May, 1963 the quantity of products was pro-
mised by them as confirming to 1965 level instead of 1960 level as stipu-
lated in the agreement, the Company could not attain the production of
different products even after four years of the commencement of com-
mercial production near about the rated capacity. While reviewing the
production performance of the Company for. the years 1967-68 to 1969-
70, the Managing Director made the following observations in a note
submitted to thc Board of Directors in March, 1970:—

“If we desire that in future manufacturing operations should be
smooth, the efficiency of production increased further, and the
revised rated capacity of the plant speedily realised, then we
need to modernise the plant, even if this involved some addi-
tional capital expenditure. It has to be realised that the pre-
sent plant was designed in 1960 by a firm that did not have
access to modern technology even then. The technology of
photographic manufacture, however, is continuously making
rapid strides the world over and the gap between our techni-
ques and those prevalent abroad is very wide. At this point

) of time when we are keenly pursuing the possibility of entering

’ mto collaboration arrangements for expansion, it is relevant to

ponder this matter. It would seem to be advantageous, from

the experience we have had so far, that in @ highly complex
and sophisticated industry like ours we should seek a colla-

‘borator who instead of simply supplying the machinery and

imparting the know-how of a specified (and hence limited)

kind, by means of performance and acceptance tests, will give
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us a long enduring arrangement whereby we get continuously
updated technology. We can get additional benefits if the
collaborator is made to have stakes in the continued success
of the operations. These factors have necessarily to be borne

in mind when we negotiate for an agreement for the expansion
scheme.”

8.3. Simultaneously with a view to assess the quantitative utilisation of
‘photographic materials likc Cine Films Positive, X-ray Film, Sheet Film,
Photographic Paper and Roll Film and to analyse brand performance, etc.,
the Company engaged M/s. Marketing Research Corporation of India
Limited, New Delhi in February, 1967 on a payment of Rs. 27,000 to
conduct a market survey. On the basis of the Survey made during
February to April, 1967 the Company came to the conclusion that its
installed capacity of 6.15 million sq. metres for all the _photographic
materials was adequate to meet the country’s entire demand (upto 1970)
of black and white materials including X-ray Films. Another survey con-
ducted by M/s. Hindustan Thampson Associates Limited in October/
November, 1969 on payment of Rs, 45,000, however, indicated the coun-
try’s demand for Cine Film Positive, Cine Colour Film, Medical X-ray
Film and the Roll Film for the next five years and for 1980 as follows:—

Cine Film Positive . (in million sq. 2-88
metres)
Cine Colour Film . Do. 207 (about 3-50 in
' 1975)
Medical X-Ray Film. Do. 1-36 (about 2-
to in 1980 )
1-84
Roll Film . (in rolls) ,707 10 14,382
ahout 21,352 in
1980)

8.4. The above projections were considered (November, 1970) reasoa-
able by the Management for. adoption as the basis for a feasibility study
of the expansion scheme.

8.5. In respect of Photographic Paper, Document Copyxng Paper,
Graphic Arts Film and Micro Film, the Company asked in September,
1970 MY/s. Kirloskar Consu]tants Limited to conduct the market survey
on payment of Rs. 27, 500 in order to assess the current and potential
annual demand upto 1975-76 and for 1980. The survey report was
received in December, 1970 and in July, 1971 the Board of Directors was
informed that it was under examination. The Management have stated
(October, 1973) that the estimate of market demand indicated by the firm
of consultants was used in comnection with the expansion proposals and
also for discussions with the prospective collaboraters.
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8.6. On the basis of the above surveys, the Company decided in
January, 1971, with the approval of Government, to conduct a feasibility
study for the expansion and modernisation of the plant with the help of
M/s. Kodak of US.A. In October, 1971, M/s. Kodak gave a proposal
for modernisation of the plant for an output of 5.6 million sq. m. of films
and paper and for conversion of 3.9 million sq. m. of films from imported
jumbo rolls to be supplied by them, involving an additional capital invest-
ment of Rs. 322 lakhs to Rs. 488 lakhs and a payment of technical fes
of Rs. 450 lakhs. Although M/s. Kodak had not given adequate data of
a feasibility report for this proposal, it was estimated by the Company (on.
rough calculations) that production at the proposed level would result in
a loss of Rs. 60 lakhs per annum. In December, 1971 M/s. Kodak gave
alternative proposals, at the instance of the Company, suggesting a produc-
tion of 0.25 million sq. m. of Roll Film and reducing the total output from
5.6 million sq. m. to 4.6 million sq. but this was also not found attractive
and worth consideration by the Company (no payment was made to M/s.
Kodak in respect of these proposals); alternative proposals for technical
fees and jumbo roll programme given by M/s. Kodak in October, 1971
were also not found suitable on account of the progress shown by the
Company’s own tcchnicians in regard to the stabilisation of the existing
operations and the carrying out of improvements in the plant for better
performance. Another reason for not accepting M/s. Kodak’s proposal
was the prohibitive cost involved; improvements to plant and machinery
are now stated to be under implementation without foreign collaboration
(November, 1972).

8.7. In view of the unsuitability of all these proposals, the Company
advised the Government in February, 1972 not to accept any of these

proposals.

8.8. On receipt of an indication from Government in April, 1972 that
the demand for Medical X-ray Film was likely to increase to 5 million sq.
m. per annum and should be met by increasing the production in the Pub-
lic Sector, the Company decided in May, 1972 to invite competitive offers
for increasing the production capacity of X-ray Films from 1 million sq. m.
to 5 million sq. metres per annum from Kodak, Fuji and Agfa-Gevaert
and addressed them in June, 1972. The Company is also exploring the
possibility of seeking the collaboration of reputed manufacturers for the
production of colour films and paper on reasonable terms.

8.9. MJs. Kodak and Aefa have asked (November 1972) the O_ompany
to send a team for further discussions while M/s. Fuji are studying the
data furnished by the Company (October, 1972).
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8.10. In a written note fumished by the Management it has been stated
that collaboration arrangements have not been finalised. However, Gov-
ernment of India has included the scheme for manufacture of polyester
base X-ray and graphic arts in the V Plan. A tentative provision of Rs.
30 crores has been made in the V. Plan, for this scheme,

8.11. With regard to the survey conducted for HPF products, the HPF
stated in a written note that:—

“The first survey done by M|s. Marketing Research Corporation of
India dealt with Sheet films, Document copying paper, Bromide
type photographic paper, Cine film black and white Positive,
X-ray Films and roll films.

With a view to get market information on colour films and update
the available information, a second survey had to be under-
taken. This was assigncd to M|s. Hindustan Thomsons.”

8.12. The amount of expenditure incurred on each of the two surveys
conducted by M/s. Marketing Research Corporation of India and M/s.
Hindustan Thompson Associates Limited and the results of survey were
stated to be as follows:—

Year Consultants Amount spent
1967 M's. Mark:ting Research Corporation of India . Rs. 27,000/~
1958 M/’s, Hin1lustan Thompsons Associates Ltd. Rs. 45,000/~

8.13. During evidence, the representative of HPF stated that, “The
demand for X-ray films is 1.8 million sq. metres. From 30 per cent shares,
we have gone up to 60-65 per cent. With our own production plus the
importation of Jumbo Rolls for conversion, we hope to meet this demand.
The demand is going up. We would be able to meet the demand in full
from indigenous production in 1980-81 with our expansion.”

8.14. Tt was also stated that 70 per cent of the X-ray films were sold to
Government hospitals and 30 per cent private radiologists. In the case of
Indu—X-ray the ratio is 50 per cent and 60 per cent.

8.15. During evidence the Chairman, HPF stated that “we have ade-
quate built in capacity to meet India’s demands for cine-film ‘positives in
black and white. We have also sufficient capacity to meet the demand for
bromide paper. With respect of X-ray we expect to meet the demand
during 1974-75 with our own production coupled with Jumbo Roll conver-
sion. By and large we are right in saying that that we have a built in capa-
city to meet the requirements of the country.
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8.16. In the photographic industry all over the world whenever an
industry is initiated it is generally confined to one product or two. For
instance when Kodak went to Latin America—Mexico and Brazil, it was
found that each one of them specialised in only one product. It is there-
fore no exaggeration to say that in this respect we can compare ourselves
favourably with thc major manufacturers namely Kodak, FUJI etc.

8.17. So taking all those into consideration we have started well so far
as this aspect is concerned and during the Sth Five Year Plan we sincercly
hope that we will be able to consolidate ourselves.

8.18. The Committee enquired whether the Management werc now con-
fident that with the help of their own technicians and the steps already
taken, they would be able to attain the present capacity of the plant for the
production of different products and no large scale modernisation or foreign
collaboration was called for. The Chairman of HPF stated during evi-
dence that:—

“I think we are confident on this. We are establishing the econo-
mics of the project. The second point that 1 would like to
mention is this. Whatever has been done, has been done with
our own resources and with our limitations. My submission
is that, particularly, in regard to technology, there is nothing
that is rigid. What is obsoletc in one country may be modern
in another country. For example when we went into coating
machines, we started with the speed of six metres, per minute.
Fifteen to sixteen metres per minutc can be done with the
existing equipment. With improvisations, this can be stepped
up to 25 métrtjs per minutes even now, with the samc equip-
ment, whereas today machines in terms of 100 metres per

' mitiute speed could be made ~available. However, hundred

metres per ‘minute has no relevance, to our volume of output.
So even if somebody wants to give such machines, we just do
' not need them. In other words, the whole approach must be,
while we ensure that aur nucleus for research and development
is more positive, that is process improvement and product deve-
lopment, we ‘also must adopt the same practice, as is done al)
over to see that we assess the type of assistance that is avail-
able, from outside, We understand it was Dupont which gave
the patents to Kodak for polyster X-ray. While we stabilise
our production here, we should not shut ourselves from techx?o—
logical improvements and as such, must keep .in touch with
outside developments. When we buy formulations, ot when
we talk about improved equipment etc., it should be judged on
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its own merits, all the while relating it to cost, quality and eco-
nomic viability. To that extent, we would like to keep the out-
side. We understand it was Dupont which gave the patents to
Kodak for polyster X-ray. While we stabilise our production
here, we should not shut ourselves from technological improve-
ments and as such, must keep in touch with outside develop-
ments. When we buy formulations, or when we talk about
improved equipment etc., it should be judged on its own merits,
all the while relating it to cost, quality and economic viability.
To that extent, we would like to keep the outside contacts, We
assure you that we are confident—repeated this question to all
my colleagues before we come over here and they all confirm-

ed this that we will, with the existing facilities and plan, make
this an economically viable unit.”

8.19. Giving the justification for purusing expansion when there is

already unutilised capacity in the present plant the representative of Minis-
itry stated during evidence that:

“I agree that our first responsibility is to ensure that already un-
utilised capacity should be utilised fully. All these things will
take several years. In this respect, advance action has to be
started. When the demand goes up particularly for such items
as X-ray films, we are not in a position to start manufacturing
them.

8.20. Asked about the progress made with regamd to collaboration for
ithe expansion of the plants capacity to meet the increased demand for X-ray

films and to take up the production of Colour Films etc., the Management
«of HPF stated in a written reply that—

“We are negotiating with foreign manufacturers for production of
X-ray films to meet the Fifth Plan targets. With regard to
Cine Colour positive, we want to confine ourselves to conver-
sion of imported jumbo, rolls only as we understand the Colour

Project was not included by the Government in the Fifth Plan
due to paucity of funds.”

'8.21. During evidence the Representative of the Ministry informed the
Committee that—

“the feasibility report of the proposed expansion scheme has not
been completed. As a matter of fact, in the Fifth Plan, we have
not been able to get enough money for all the projects. . .. .. we
are able to include it (X-ray films) in the Fifth Plan and nego-
tiations are going on for production of X-ray films. So far as
colour films are concerned, we are not able to include them
in the Fifth Plan because of the cost involved and the relative
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prior priority. So far as Fifth Plan is concerned, we will not
be able to do more than that.”

8.22. The Committee note that on receipt of an indication from Gov-
ernment that the demand for X-ray film was likely to increase to 5 million
8q. metres per annum and should be met by increasing the production in
public sector, the undertaking invited competitive offer from Kodak, Fuji
and Agfa-Gevaert in June, 1972, for increasing the production capacity of
X-ray films from 1 million to § million sq. metres. The Committee also
note that the undertaking is also exploring the possibility of seeking the
collaboration of reputed manufacturers for production of colour films and
paper on reasonable terms. The Committee were informed that the Kodak
and Agfa have asked for further gdiscussion. Collaboration agreements
have not been finalised and these schemes have not been included in the
Fifth Plan. The Committee were assured by the Management that they
are confident that with the help of their own technicians they would be able
to attain the present capacity of the plant for the production of different
products and no large scale modernisation is called for. The Committee
were also informed that the feasibility report of the Expansion Scheme has
not been completed.

8.23. The Committee reconmend that before going in for any expan-
sion scheme it is essential that the undertaking should consolidate its posi-
tion and aim at achieving full utilisation of the capacity already installed and
quality production by reducing if not altogether eliminating rejections.



IX
ORGANISATION
A. Organisational structare

9.1. The Company comprises the following Divisions:—
(i) Finance Division
(ii) Personnel Division
(iii) Marketing Division
(iv) Engineering Division
(v) Research and Development Division
(vi) Manufacturing Division
(vii) Materials Division

HPF has informed that the nomenclatures have since been revised as
() Finance (ii) Industrial Relations (iii) Manufacturing (iv) Marketing (v)
Projects (vi) Purchasing and (vii) Research and Developments,

9.2. In terms of the Articles of Association, the Directors including the
Chairman, who form the Board of Directors of the Company, are appoint-
ed by the President of India.

The Board of Directors exercise full powers to carry on the business of
the Company except certain specified matters which are required to be
reserved for the approval of the President of India in terms of Articls 90 of
the Articles of Association. In addition, the Chairman of thz Board of
Directors has the option to reserve any proposal or decision of the Board
which is considered to be of such importance so as to require his apprcval.

9.3. Powers have been delegated by the Board of Directors to the
Managing Director for carrying on the day-to-day affairs of the Company
subject to provision being made in the budget estimates and consultation
with the Financial Adviser and Chief Accounts “Officer. Major decisions
taken by the Managiag Director are, however, required to be reported to
the Board of Directors. The Managing Director has further sub-delegated
his power to other Heads of Divisions.

9.4. In terms of Bureau of Public Enterprises Officc Memorandum
dated 6th May, 1969, the functiors and responsibilities of the Financial
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Adviscr and Chief Accounts Officer were defined by the Board of Directors
in June, 1969, specifying the matters which required his concurrence,

matters on which he is to be consulted and the matter which need not be
referred to him.

9.5. During evidence of the representatives of the Ministry, the Com-
mittee pointed out that non-achievement of targets was due to managerial

" failure, but in spite of that H.P.F. had not got a full titme Managing Direc-
tor and had only a 'part-time. Chairman. The representative of Ministry of
Industrial Development stated during evidence as follows:—

“So far as the particular point about the Managing Director is con-
cerned, the Company did have a Managing Director till July,
1973. Now what happened was that there was a certain defi-
ciency discovered—there were some manageria] failures—and
it was decided that the particular Managing Director should not
be allowed to continue. However, the Chairman now relies on
the Chief Executive. Even if it is a part-time Chief Executive,
he relies pretty hopefully on him for building up a souni team.
And this part-time Chairman is more than a part-time Chair-
man now because he takes a lot of interest and spends a lot of

time in Ooty and he is very much connected with the operation

of the plant and machinery. We had asked him about this for
which he said that it might take six weeks to two months to
suggest @ suitable person to succeed the man who left in July
last. Now he has taken a much longer time. He
has contacted at least half a dozen people but none
of them was willing to come. Eventually he recommended 2
person about a month ago and we now have initiated action
for his employment and as soon as he takes up his appointment,
we will be able to form a good team with the part-time Chair-
man who, as I already said, is more than a part-titme Chairt.nan
to manage this company vegy efficiently. In the meantime,
Mr. is acting as a Managing Director........ In
this particular case, we had to change the management sevefal
times because we found that the management was not coming
up to our expectations.”

9.6. As regards delay in the sclcction of a person and flling up the post
of Managing Director, the representative of the Ministry stated that—

“We have sent this case to the Empanelment Board. T{\e Empanel.-
ment Board meets once in six weeks. By the rmddle. of this
month the Board will meet and sometime by the mu‘l,dle of

1 April we hope that we will be able to fill up the post.
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9.7. The Committee find that the post of Managing Director has beea
sacant and one officer of the Manufacturing Division is performing the
duties of Managing Director. As the Undertaking has still a number of
production problems and has been continuously incurring losses, the Com-
mittee need hardly stress the need for Managing Director to man the activi-
ties of this Undertaking. The Committee also recommend that the feasibili-
ty of appointing a Chairman-cum-Managing Director for the Undertaking

instead of having both a part time Chairman and a foll-time Managivg
Director may be examined.

B. Manpower Analysis

9.8. The Detailed Project Report envisaged the employment of 714 mcn
for the attainment of the rated production of 5.80 million sq. metres per
annum. This did not, however, include the staff required for some depart-

ments like Administration, Purchase and Stores branch, Finance and Ac-
counts bhranch, etc.

9.9. The National Productivity Council which was entrustel with rhe
assessment of manpower requirement and job evaluation including wage
survey in June, 1969 at a cost of Rs. 1.39 lakhs indicated in its report sub-
mitted in February, 1970 that the actual number of men in position at that
time (about 1.633) was adequate for achieving the production level of 3.5
million sq. metres which had been budgeted for the year 1969-70. How-
ever, the report also pointed out that an increase in staff was called for in
one or two departments like laboratory, etc. In addition, the Council was
of the opinion that the existing staff strength was also adequate for operat-
jng the plant at its modified rated capacity of 6.15 million sq. metres except-
ing certain departments like conversion department and laboratory where
gsome increase might be necessary.
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9.11. The increase in the manpower requirement as assessed by the
National Productivity Council over that indicated in the detailed Project
Report was on account of the following factors:—

(i) The Detailed Project Report did not provide for the staff re-
quired for certain departments like Administration, Purchase
and Stores, Azcounts, Canteen, Security, Township, Mainten-
ance, Fire Protection, Sales, Secretarial services, Silver Nitrate,
Organic Laboratory, etc.

(ii) The provision for fatigue allowance, forced idleness due to main-
tence waiting for instructions and tools etc.,, leave reserve
and shift reliefs, maternity leave for female employees etc.

9.12. The Management explained in July, 1973 that the number of men
sanctioned by the Board was more than the strength recommended by the
NPC in order to provide “a cushion for taking care of any contingencies
that might come up in future whenever the volume and nature of activities
carried out in different departments undergo a change. This was felt neces-
sary because whenever additional manpower is required urgently, ol:ftaining
Board’s sanction would take some time and it will add to the delay in posi-
tioning the men required........ »

9.13. The HPF in a written reply after evidence admitted that the sanc-
tion of posts more than those required was not desirable. This was felt
necessary because whenever additional manpower was required urgently,
obtaining Board’s sanction would take some time and it would add to the
delay in position the men required.

It was added that a sub-committee of the Board was reviewing require--
ments of manpower on a periodic basis, on account of the emergency condi-
tions in the company due to recurring losses.

s 9.14. The Ministry of Industrial Dévelopment stated in a written reply
t—m

“This is a matter falling entirely within the purview of the manage-
ment and the Board of the Company. However, Government
feel that the procedure adopted by the Company was not the
right one and are of the view that the Company should have
sought Board’s approval only for such of the additional posts
which were really needed at that time.”

9.15. The Committee note that as against a strength of 714 envisaged
iv the D.P.R. the National Productivity Council after condncting a job
evaluation and assessment of mam power observed in February, 1970 that
fiac staff strength in 1969-70 (about 1633) was sufficient for the production
level of 3.5 million sq. metres budgeted for that year and was sufficient
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even for attaining the full production of 6.15 million sq. metres exccpiing
in certain Departments like conversion, laboratory etc. The strength on
30-9-1973 is stated as 1790 when the production is of the order of 3
million sq. metres,

9.16. The Committee are surprised to note st the Management in
their anxiety to position men in t{ime on a particular job oblained sanction
of the Board for creation of additional posts in anticipation of the work.
The result of this has been that during the period from 1969 to 1972, the
Board sanctioned number of posts vary much in excess of what was epvisag-
ed in the report of the National Productivity Council. The Ministry has
admitted that the procedure adopted by the Undertaking was not the right
one and Board’s approval should have been taken only for such posts really
needed at that time, The Committee note that a sub-committee of the
Board of Directors is already reviewing the requirements of man-power.
The Committee recommend that HPF should on the basis of the recommen-
dation of sub-committee fix the staff strength of the various sections quickly
and staff found surplus should be gainfully utilised elsewhere in the expan-
sion programmes of the undertaking. The Committee recommended Gov-
ernment|Undertaking should ensure that no additional posts are sanctioned
or filled up till the process of rationalisation is completed.

C. Overtime Payment

9.17. The following table indicates that amount of overtime paid by

the Company during 1968-69 to 1972-73 and the percentage thereof to the
salaries and wages paidi—

(Rs. in lakhs)

Year Amount of Salaries Percentage

0. T. and wages of overtime

payments paid - tosalaries

and wages
1968-69 . . 0-36 49-19 073
1969-70 . . 119 59-78 1-90
1970-71 . . . 2-37 81-03 2:90
1971-72 | . . 3-84 92 60 424
1972-73 | . . . . . 410 105° 46 3'89
1973-74 (April-Sept. 73) . . . 2.0

9.18. While sanctioning the additional staff in September, 1970, the
Bozard of Directors of the Company observed that along with the filling up
of the additional posts, every effort should be made to reduce the paymeat
of overtime to the extent possible. However, the actual payment of over-
thne has been increasing.
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9.19. Ina writte_n note the HPF informed the Committee that- -

“The overtime payment as a percentage on salaries and wages has
shown a slight decreasc in 1972-73 over the previous year. A
monthly report is being submitted to Management on overtime
payments dcpartment-wis¢ which is being reviewed by the
Management. Besides this, the amount of overtime paid
monthwise is also being reported to the Board since January,
1973.”

9.20. The Committee note that the overtime bill of the Undertaking
has shown a marked increase from Rs. 36,000 in 1968-69 to Rs. 4 lakhs
in 1972-73. The percentage of overtime allowance to the total salaries and
wages bill has incrcased from 0.73 per cent in 1968-69 to 4.24 in 1971-72
-and it registered a marginal fall to 3.89 per cent in the year 1972-73. The
Committee rccommend that management should take concerted measures
to check this trend of increase in payment of overtime allowance and
should ensure that payment of overtime actually results in increased pro-
ductivity,

9.21. The Committee would also like Government Bureau of Public
Enterprises to review the expenditure on overtime allewances in the Public
‘Sector to assess as to how far they have been for productive purposes and
1o issue suitable instructions to the Public Undertakings in this regard.

D. Internal Audit

9.22. An Internal Audit Scction was first formed in August, 1963 and
‘was strengthened in 1968. An Internal Audit Manual laying down the
annual audit programme and the quantum and scope of checks to be exer-
cised was prepared in 1968.

9.23. The Internal Audit Section functions under the control of Finan-
cial Adviser and Chief Accounts Officer to whom a monthly report of the
findings of internal audit is submitted; the important cases are also reported
to the Managing Director.

9.24. The statutory auditor in their supplementary report for 1971-72
have reported that the Internal Audit did not fully cover during the year
items like. the perpetual verification of stock, raw materials and other
stores, review of production records, stores accounting etc. The Manag-
ment stated in October, 1972 that this was not done due to inadequate
strength of the Internal Audit Section and that steps had been taken to
strengthen the section with properly qualified persons.

9.25. The Committee on Public Undertakings in their Fifteenth Report
(Fourth Lok Sabha) on “Financial Management in Public Undertakin.gs"
recommended that the functions of Internal Audit should include a critical
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review of the systems, procedures and operations as a whole. The Ministry
of Finance (BPE) while accepting the above recommendation directed the
Public Sector Enterprises in September, 1968 to introduce such a system.
The Internal Audit Section of the Company has not, however conducted
any appraisal on the above lines till March, 1973 except that the adequacy

of the systems and procedures adopted in the following departments had
been reviewed: —

1. Accounting of sales.
2. Accounting of defective materials returned by customers.
3. Accounting procedures of canteen and guest housc.

9.26. In a written note furnished to the Committee the HPF stated
that—

“With a view to strengthening the internal Audit Section, the follow-
ing additional posts have been created.

Asstt. Accounts Officer (Rs. 400—950) X
Stock verifiers (Rs. 180—320) . . . . . 2

The sanctioned strength including the posts now created are as below :

Accounts Officer (Rs. 700—1250), . . ]
Assstt. Accounts Officer (Rs. 400—950) X
Accountants (Rs. 350—630) 2
Stock verifiers (Rs. 180—320) . . . . . . . 2

All the staff are in position against the above posts, except Accounts
Officer on Rs. 700—1250 which post is vacant consequent o
the resignation of the incumbent holding this post. The post
has been advertised and offer of appointment was also issued
to a selected candidate. Unfortunately, the candidate did not
turn up and we are again holding another interview during the
first week of February, 1974.

As soon as the post of Accounts Officer (Internal Audit) is filled up,
we will programme to cover the review of adequacy of systems
and procedures adopted in all the Departments.”

9.27. The Committee note that the Undertaking has taken steps to re-
organise the Internal Audit and that as soon as the post of Accounts Officer
(Internal Audit) is filled up, the review of adequacy of systems and proce-
dures would be taken up. The Committee need hardly stress the import-
ance of internal audit as an essential aid to management to bring to notice
in time shortcomings in the working of the Undertaking and urge that the
comments of Internal Audit should receive prompt attention and serious
consideration at all levels with a view to taking necessary fellow up action.
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CONCLUSION

Hindustan Photo Films Mfg. Co. was incorporated in November, 1960
at Ootacamund with the object of attaining self-sufficiency in the manufac-
ture of photographic products—Cine films, X-ray films, photographic bro-
mide paper and other allied products.

10.2. A technical collaboration agreement was entersad into by the
Government of India with M|s. Bauchet of France on 25th April 1960 for
supplying the machinery and equipment for the plant both from France and
other countries, supervision of erection of machinery and equipment, assist-
ance in construction of plant, and providing technical services, including
training Indian technicians at their factory in Paris. The product-mix was
vaised from 5.79 million sq. metres to 6.15 million sq. metres in November,
1966. The Company started commercial production of its first product
viz. Cine Film Positive in June, 1967 and gradually undertook production
of other items in later years. The Company expects to meet the demand of
the country for cine film positive during 1973-74.

10.3. The percentage of Company’s production to the total requirements
of the country during 1972-73 was of the order of 68 per cent in respect
of cine film positive 54 per cent in respect of Medical X-ray films and about
22 per cent in photographic paper.

10.4. In respect of medical X-ray film, to bridge the gap between
demand and actual production, the Company has gone in for a jumbo Roll
conversion into cut-filns programme.

10.5. The Company is expected to produce according to its target by
1974-75.

10.6. The Committee have, however, noticed that the Company has
been incurring losses from the inception and the cumulative loss as on 31st
March, 1973 amounted to Rs. 14.86 crores against the paid up capital of
Rs. 6.32 crores i.e. 235 per cent of equity capital as on 31st March, 1973.
This has been due to low utilisation of capacity, erractic production both
qualitatively and quantitatively, cxcessive rejections, excess of scrap, excess
consumption of materials, low recovery of silver and solvents. This has
further been aggravated by the absence of systems control cnabling the
fanagement to take appropriate measures in time.

181



182

10.7. Certain modifications have been done during 1971-72 and it has
been deposed before evidence that it was expected that gradual reduction
in rcjects would be brought during 1973-74, which would contribute for a
better performance during later half of 1973-74.

10.8. The undertaking produced photographic products over a period
of seven years, the value of which on average c.i.f. price amounted to
Rs. 12.67 crores as on 31st March, 1973 and saved foreign exchange to
the extent of Rs. 4.78 crores after allowing for the cost of imported mate-

rials etc.

10.9. While the savings in foreign exchange is a positive contribution,.
if underscores the need for utilisation of the rated capacity in a more effec-
tive manner by reducing rejections, losses on account of recovery of silver
and solvents etc. to the minimum level and improving the system control
and management information services, so that the country can attain self--
reliance in photographic ‘products and avoid out go of foreign exchange.

New DELHI; SUBHADRA JOSHI,

April 29, 1974. Chairman.,
Vaisakha 9, 1896 (SAKA). Committee on Public Undertakings..




APPENDIX I
(Vide para 2.10)

Extract from the Memorandum placed in the Meeting of the Board of
Directors held on 23rd January, 1960 submitted by the National Industrial
Deveciopment Corporation Private Limited.

The photographic industry in France is well established and is in fact
the oldest in the world. It is expanding annually and produce about 30
million sq. metres of differcnt products. It supplies the home market and
also exports to Germany, Italy and Sweden, about 20 per cent of the total
production. M/s. Bauchet are one of the leading producers in France and
were established in 1912. They were the pioneers in the production of
safety film from cellulose-acetate. They have been producing cinemato-
graphic films since 1939, and share the French market for cinema film with
Kodak, Patho. The Federation of the Cinema Technical Industry in Paris
have high regard for the Bauchet products, just as the French National
Association of Professional Photographers have for the photographic mate-
rials manufactured by Bauchet. The French Defence Ministry have also
a good word to say about the aerial film manufactured by Bauchet, and the
Air Force procure their requirements exclusively from Bauchet and Kodak.

The Bauchet firm have pioneered not merely in the manufacture of safety
base, but also in the design and manufacture of machinery for film and
photo paper manufacture.  They have been responsible for many’
new design developments, particularly in the field of high speed
coating machines (which have been licensed to Fuji in Japan) and film
basc seachices with special features of advantage, such as the use of nickel
and stainless steel bands requiring box maintenance as compared
to copper bands used generally in Germany. Bauchet are also the
only photographic manufacturers in Europe who produce their own photo-
graphic paper base also. In the techmological field they have pioneered in
some fields such as colour photo paper, document-copying paper, etc. and
have licensed production, under their patents, in US Japan and Westefrn
Europe. They have agreements for interchange of technical information
with Perutz in West Germany and Ferrania in Italy. Bauchet have colls-
borated in the setting up of manufacture of photo and cinema materials in
Spain and the Argentine. Their research facilities are very good, particu-
larly in the field of industrial products.”
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APPENDIX 11
(Vide para 3.29)
ARTICLE XVI

Compensation

1. Compensation for shortfall in production.—In no case must the pro-
duction capacities be below the figures mentioned in Article XV. If the
guaranteed production capacities are not attained, the Supplier undertakes
to carry out all necessary measures, «at his cost, such as modification of the
equipment, or the supply of additional equipment FOB Marseilles and the
making of necessary changes, in order to obtain the production figures
specified.

2. Compensation for high consumption of solvents.—If the efficiency of
solvent-recovery in the film base production division is not reached during
the first acceptance test, the Supplier will within a further period of nine
months and at his cost and expenses carry out any modifications or supply
any cxtra equipment FOB Marseilles as may be necessary for obtaining
such recovery efficiency and necessary quality. If after this additional
period of nine months, the supplier fails to fulfil the said guarantce, the
Supplier will have to 'pay the following compensation which will constitute
the maximum damages possible on this account.

Compensation for insufficient recovery efficiency.—For each 10 milli-
litres of Methylene Chloride/Methanol consumed per Kilograme of film
base, in exess of the guarantecd figure US $6,000,

3. Compensation for failure to fulfil quality guarantee.—In case the
Government consider the quality of the products to be less than the quality
guaranteed, they shall allow the Supplier a period of six months for im-
proving the processes or the technology in order to achieve the required
quality. If even thereafter the quality of the products fail to come up to
the required standard, the Supplier shall pay such compensation to the
Government as may be agreed upon mutually or in the absence of such
agreement, as may be fixed by arbitration by the International Chamber
of Commerce, Paris, as provided in Article XVIII, the Arbitrator bm{)g
assisted in this case by two experts nominated respectively by the Supplier
and the Government.

4. Compensation for delay in start of production—(a) Should .the
materials listed in Annexure 4/4-A of the present Agreement and required
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to be supplied by the supplier on the basis of the Project Report, be deli-
vered, late, and the starting up of production is consequently delayed, a
compensation of US Dollars 15,000 per month of delay shall be deductible
from the lump sum amount payable to the Supplier. A period of one
month’s grace will be allowed before such compensation is recovered. The
Compensation will be recovered only if the supplier is responsible for the
delay. The compensation will not be recovered if the Government have
not advised the Supplier in writing that the time expected for the delivery
has been exceeded and of their intention of recovering such compensation.

Such compensation shall not however be recoverable if:—

(1) the information to be supplicd by the Government does not
reach the Supplier in due time or any other delay attributable to
the Government effects the start of production.

(2) events beyond the Suppliers’ control such as lock-out, strike,
epidemic, war, requisitioning, fire, flood damage in the trans-
port; and other force majeure factors and

{3) If the time taken in transit between the date the consignment

reaches Marseilles and the date it is received at the site exceeds

a period of ten weeks which has been allowed by the Supplier

for this purpose. Payments to the Supplier under this Agree-

ment can neither be postponed nor modified except as provided
elsewhere in the Agreement.

4. (b) If any par of the delay in the start of production is attributable
to Government in the execution of their obligations as per Article XII no
compensation shall be payable by the Supplier in respect of such delay, and
further, unless at least six months advance notice of such delay has been
given by the Government the Supplier shall be entitled to compensation for
the damage, sustained by him as a result of such delay on account of express
incurred on the technical personnel engaged for the project being kept idle.
One month’s grace will be allowed before any such claim can be made by
the Supplier. The compensation will be recovered only if the Government
are responsible for the delay. Compensation will not be recoverable if the
supplier has not advised the Government in writing that the time expected
for compliance by the Government has been exceeded and of his intention
of claiming the compensation.

5. Limits of Guarantee.—In respect of compensation under 2, 3 and
4(a) above, the Suppliers guarantees to Government an amount not ex-
ceeding one-tenth of the lump sum price excluding interest and in respect
of compensation payable by Government under 4(b) above the payment
will be limited 10 a maximum of US $15,000 ‘per complete month of delay.
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The guarantees with regard to the production capacity of the factary
shall, however, be absolute and the Supplier shall be required to make
necessary modifications of the equipment or supply additional equipment in
order to obtain the produc:ion figures as specified.



APPENDIX III

( Vide para 4-4)

State ment showing the rated capacity, the targets fixed by the Management and
the actual production during the ysars 1967-68 to 1972-73.

1967-68 (In million sq. metres
Rated 1967-68 Percen-
Products capacity tage of
actuals
As per As Targets Revised Actuals to
original modified Original July, 67/ modified
Agree- by the Nov., 67 rated
ment  manage- capacity
ment
I 2 3 4 5 6 7
1. Cine Film Positive (Black 2'98 2 2,000 I1'095 o 261
and White) / ? 45 ’ —.—-g?._ 79 3
0:910
2. Medical (X-ray Film) . o' 50 1'00 0°330 O0'I72 0'II§ II‘§0
0'172
3. Roll Film . . 022 0'45 O'IIO
4. Flat (Portrait ) Film . 0.15* 0'05 0°050

5. Bromide paper (includingall 1,50 1:50 ©O°II0 ©0°200 0°000779  ©0°'0§
photographic paper) .

0°200

6 Graphic Arts Film .. 0'05 . .

7. Sound Cine Film 0'24 030

8. Negative CineFilm . 018 ~ o025

9. 35 mm Negative Film | 0°02 0'10 0°010

1>. Others ..

TOTAL : 579 6185 2:610 1467 0°91§ 14-87

1282

NoTtes : 1. *Includes graphic arts film also.

2. Tae figures agrinst Medical X-ray films includes these ' film conversion
of imported Jumbo rolls.
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1968-69 1969-70
Revised Revised
Products May, 68/Oct.68 May/Nov. 69
4 5 6 7 4 5 6 7
1. Cine Film 2:000 I'430 0°'977 39:87 2:000 2029 1-618 66' 04
Positive ———
(Black and 1°315 1' 665
white)
2. Medical 0400 0°470 0°169 16’9 0°700 ©0°'7I5 0°357 357
x-ray film -
0:355 0° 556
3. Roll Film 0'150 0'I100 0°200 0°049 0°0007 ©O°I§
o080 0° 050
4. Flat (Portrait) 0-050 o0-030 0'050 0°027
Film.
0020
‘5. Bromide paper 1000 0°550 0°100 §°66 0°900 ©0°'S§57 0°142 9-46
(including
all photo- 0250 0°371
graphic paper)
6. Graphic Arts . 0'030 0° 0001 0-03
Film.
0°040
7. Sound Cine 0100 0'IS0 ©0°II9 0°030 1I0'00
Film.
0° 060
8. Negative Cine 0°050
Film.
9. 3§ mm . . 0°'050 ©0°0I9 0°'002 20°'00
Negative
Film_ 0° 010
10. Others 0° 100
ToTAL : 3°700 2-580 1'246 2026 4:130 3°51S 2°250 36-58

2°000

2:773
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1970-71 1971-72
Revised Revised
Products  May, 70/Nov. 70 Aug.71/Oct. 71
4 5 6 7 4 5 6 7
1. (Ii,inC_ _Film 2000 1648 1056 43'10 2°I50 I'579 1I'616 65'95
ositive ————
(Black and 1°§11
White).
2. Medical 0'920 0'645 0°320 32°00 0°830 0°420 0°346 34-60
x-ray Film —_—
0° 520 0°'296
3. RollFilm , o0'100 0°066 0°0003 0'06 0°300 ©0°00I 0°00I 2°2
0’050 )
4. Flat (Port- 0'0§0 ©0°02§ 0°002 4°00 0°050 0°0002 0°0002 040
rait) Film —_—
0'01§
5. Bromide 1'350 1I'05I I°065 71 1500 I°753 1°320 88:-00
paper (in- —
cluding all I'150 1458
photographic
paper)
6. Graphic Arts 0:030 0°018 0°0009 1I'80 0°050 0.031 0004 800
Film. —_—
.. 0°001
7. Sound Cine ©0°200 ©0-083 0022 7'33 0150 0010 0024 800
Fil
o o060 o'o18
8. Negative 0'020 0'017 0° 100 .
Cine Film. —
9. 35 mm Nega- 0050 0°035 07009 90°00 0050 0°00I 0001 1'00
tive Film ——
0020 0- 001
10. Others 0°063
TOTAL : 4730 3588 2:538 4128 s180 3°774 3312 53°85
3:250 3-286
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1972-73

Products.

Revised
October,
1972

1 4

5

q0.

. Cine Film 2: 120

Positive
(Black &
White)

. Medical X-ray 1-000

Film.

. Roll Film. o' 120
. Flat (Port- .

rait) Film.

. Bromide - 1° 600

paper (in -
cluding all
‘photographic
paper)

Graphic Arts
Film.

. Sound Cine o0-230

Film.

. Negative Cine
Film.

. 35 mm Nega- 0°020

tive Film,
Others . .

1.649

0'939

1:063

0°00I

0-162

1424

0678

0725

0' 105

58:12

67:80

48-33

TOTAL : 5:090

3-834

2:933

47° 69




APPENDIX IV
(Vide paru 4. 13 and 4-14)

(In million sq. metres. )

Product Production as envisaged in the D.P.R.
1 year 2nd year 3rd year 4th yeer sth year
I 2 3 4 5 6
1. Cine Film Positive 112 1'54 2°21 2-880 2-98
2. Cine Film Sound , 012 0240 024
3. Cine Film Negative 0:09 o' 180 018
4. Medical X-ray Film. o' 10 0300 0'so
s. Portrait Film . .. o'1s
6. Graphic Arts Film,
7. Roll Film . . . 0- 086 022
8. Negative Film 35 mm 0°' 004 0'02
9. Photographic Paper , 0200 1'50
10. Others ., .. . .
I-12 1'54 2-52 3'89 579
Production Achieved
Product 1styear 2nd year 3rd year 4th year sth year
1967-68 1968-69 1969-70 1970-71 1971-72
I 2 3 4 5 6
1. Cine. Film Positive , o 799 0977 1-618 1:056 1-616
2. Cine Film Sound . . 0030 0022 0'024
3. Cine Film Negative .. . . .. .
4. Medical X-ray Film, o' II5 o' 169 0'357 0°320 0°346
5. Portrait Flim. . .. .. .. 0°'002  0'00019§
6. Graphic Arts Film , 0° 0001 0° 0009 0004178
7. Roll Film 0° 000724 0°000316  0°001463
8. Negative Film 3§ mm. .. 0° 002 0°009 - 0-.001281
9. Photographic Paper, 0°'000779  0' 100 o' 142 1:06$ I'320
10. Others. , . .. 0" 100 0°'063
0-91§ 1-246 2-250 2:538 3°312

191



Product Percentage of actual production to anticipation in D.P.R.

1967-68

1971-72

I 2

6

1. Cine Film Positive , 71°34
2. Cine Film Sound

3. Cine Film Negative ,
4. Medical X-ray Film
$. Portrait Film ,

6. Graphic Arts Film .,
7. Roll Film

8. Negative Film 35 mm

9. Photographic Paper
10. Others

. . .

5433
10° 00

69° 20
0-13

0°'67
641
88-00

81°70

§7' 20
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APPENDIX VII

Summary of Conclusions|Recommendations of the Committee on Public

Undertakings contained in the Report

Sl Reference to Para Summary of Conclusions/
No. No. in the Report Recornmendations
(1) (2) (3)
1 2.16

to

The Committee note that a Collaboration Agree-
ment was entered into between the Government of

2.19 India and M/s. Bauchet of France on 25th April,

1960 for the preparation of Detailed Project Report,
Delivery of Machinery and Equipment, Supervision
of erection of Plant and Machinery, assistance in the
construction and consultation and technical services
for establishment of plant and for production. The
Agreement was later on assigned to the undertaking
on the Sth April, 1961. The Committee find that
collaborators were selected by the National Industrial
Development Corporation Limited a consultancy
organisation at that time within the Ministry which
had some general consultancy knowledge and experi-
ence of negotiations with foreign parties.

The Committee are not however sure whether the
NIDC had the necessary expertise in the photogra-
phic field to select foreign firms  like Bauchet of
France for Collaboration for the manufacture of
photographic products. The Committee were in-
formed that the Ministry had not been able to locate
the relevant file containing the correspondence lead-
ing to the selection of the collaborators and in which
the feasibility study and economics of the Porject
were considered by the Government. What is more
surprising is the fact that the loss of file came to
the notice of the Ministry only in September, 1973
when the Audit wanted the file.

The Committee were informed that the movement
register relating to the file is also missing. Prima-
facie this does not seem to be a case of mere negli-
gence.

196
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241
to

The Commitee feel it would be difficult to come
to. a correct judgement about the propriety or other-
wise of the selection of the collaborators, in the '
absence of this important document. The Commit-
tee would like Government to investigate and fix
responsibility as to how an important file containing
the feasibility study and the economics of the project
was not kept with the care that it deserved as a
permanent record for reference.  The Committee
would like this file to be traced by Government and
responsibility for its being misplaced fixed.  The
Committec would also like to know what action Gov-
ernment have taken or proposed to take to ensure
that all such important documents relating to Gov-
ernment departments or public undertakings are kept
with utmost care for permanent reference and
record.

The Committee note that when the Management
of the collaborating firm changed, the new manage-

243 ment felt that the rights and obligations of each of

the two parties to agreement, should be clearly
brought out particularly when the agreement con-
tained apparent contradictions. It was stated that
clauses relating to carrying out of acceptance tests
were vague, product-mix envisaged in the agreement
required improvement etc. The. Comipany also came
to the conclusion that on the basis of the working
of the project, there were inadequacies in the colla-
boration agreement, in that, the collaborator lacked
the financial, technical resources, ability to design a
modern photograhic plant, confidence in supplying
the technical know-how for the products included 1n
the agreement, a design and engineering organisatipn
capable of coping with the problems that might arise
during the setting up of the Plant.

The Committee find that after a series of discus-
sions between the new Management and‘the Com-
panv the agreement was modified in Nove:mber. 1966
with reference to varieties and quantities of f.ilms
and paper and acceptance tests. The Cor.nmutee,
however. find that the acceptance tests as stinulated

/ —
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in the modified agreement were restricted primarily
to the production of two samples of 300 sq.m. each
In respect of Cine film positive, medical X-ray film,
roll film etc. wtihout any reference to the inputs
and the production cycles. Although the Detailed
Project Report indicated the input-output ratio and
norms of rejections, the Committee regret to observe
that no basic records were maintained by the Manage-
ment to indicate the 1ctual input output ratio and
rejections during acceptance tests, with the result that
the adequacy of the acceptance tests could mot be
verified and the responsibility of the collaborators in
this regard could not be fixed. During evidence it
was admitted that this was a lapse, and that the
proper approach would be for the undertaking to
evolve its own norms of efficiency on the basis ot
experience taking DPR as the guideline. The Com-
mittee have dealt with the deficiencies in the agree-
ment in the subsequent Chapters of this Report.

The Committee are concerned to note that neither
at the time of the original agreement nor even at the
time of its modification, sufficient care was exercised
to provide for suitable acceptance tests so as to
ensure input output relationship at every stage of
production and the efficiency of the plant before its
take over from the collaborators. The Committec
take a serious view of the failure of the management
all along and recommend that this should be investi-
gated and responsibility for the failure fixed.

The Committee note that according to Clause 16
of Art. XII of the Agreement the Company was
required to provide only clerical assistance at_ad the
auxiliary labour to help the collaborators in the
installation of machinery. However, the Company
undertook the actual installation of equipment and
machinery at its own cost and awarded the contract to
a firm in June, 1963 for Rs. 7.14 lakhs against which
it incurred an expenditure of Rs. 8.26 lakhs.

According to the legal opinion obtained by the
Company. about the responsibility of the collabora-
tors in this regard. while according to one clause the
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2.54
and
2.55

2.62
and
2.63

f:ollabor'ators appeared to be responsible for provid-
ing assistance in the construction of the plant, ac-
cording to another clause, the actual installation of
plant and machinery was the responsibility of the
collaborators. In view of the legal opinion, the
Company could not recover the actual expenditure
from the Collaborators,

The Committee regret to point out that this is
one, more instance of deficiency in the agreement,
where the responsibility of the collaborators was not
clearly spelt out.

The Committee note that the agreement with the
collaborators required that the collaborators should
spend as large a sum as possible in India for purchase
of equipment and machinery and to accept payment
therefor in rupees. Accordingly, the Project Report
provided for Rs. 20.37 lakhs for such purchases in
India. As against this, the actual purchases were
of thc order of Rs. 7.05 lakhs only.

The Committee were informed that collaborators
could not purchase equipments to the value of
Rs. 3.54 lakhs in India on account of higher cost of
indigenous supply, poor quality and long delivery
period. The Committee feel that Government/
Management should have taken advance action for
the procurement of these machinery and equipment
taking into consideration the lead time required, so
that these could have been made available to colla-
borators in-time and payment therefor made in rupee
currency.

The Committee note that out of the plant and
machinery required to be supplied by the collabora-
tors under the agreement, ‘it was agreed in Novem-
ber. 1959 that the Company could purchase item>
of machinery costing Rs. 66 lakhs approximately
from sources other than the collaborators, if it so
desired. The Company however, procured items of
value of Rs. 20.5 lakhs approxim-tely from sources
other than the collaborators and decided to procure
the remaining items through the collaborators on
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to
3.15

account of foreign exchange difficulties and also be-
cause the supplies from collaborators covered cost of
erection and performance guarantee for one year.

The Committee find that the consolidated details
of machinery and equipment purchased through the
collaborators on account of various reasons such as
lack of availability of foreign exchange for direct
import, lead period for indigenous supplies of mate-
rials, etc. have not been compiled by the manage-
ment. It is also on record that the collaborators
did not furnish the quotations received by them
from the suppliers but according to the estimate
made by the undertaking roughly there was a mark
up of 20 per cent by the collaborators on the sub-
contractors price. The Committee are not convinced
that the undertaking exercised every care to ensure
that the maximum equipment and machinery were
procured indigenously by advance planning and that
the mark up by the collaborators on the sub-contrac-
tors price was reduced to the minimum consistent
with the service that the collaborators rendered. The
Compmittee would like Government and the Under-
taking to analyse the matter in greater depth in order
to evolve measures to obviate recurrence of such
imports through collaborators where there is an option
for direct purchases being made of such equipment
and machinery.

The Committee note that the Project Estimates
originally prepared in June, 1961 for Rs. 608.39
lakhs were revised by the Company first in June 1962
for Rs. 837 lakhs and again in May, 1964 for
Rs. 1164 lakhs and finally in February, 1971 for
1170 lakhs. The actual expenditure on the project
for Rs. 1167 lakhs was approved by Government
on 2nd January, 1973 and the project estimates
closed. Thus the cost of the project has gone up
by 91.8 ‘per cent over the original cstimates 'and the
foreign exchange content included i the project cost
increased from 385 lakhs to 475 lakhs.

According to the Management the dela.y in com-
pletion of the project and the long gestation period
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had contributed to the increase in cost besides addi-

tion of certain new schemes and additional compo-
nents,

It has been admitted during evidence that the
effect of increase in the project cost on the economics

of the project was mot assessed while approving the
final revised estimates.

The Committec take a serious view that in spite
of their repeated recommendations in several of their
Reports particularly in paragraphs 1.7 and 1.9 of the
Fiftieth Report of the Public Accounts Committee
(Fourth Lok Sabha) on New Services andg New
Instrument of Service and reiterated in paragraphs
2.20 of the Thirty-nmth Report of C.P.U. (1972-73)
on Pyrates, Phosphates and Chemicals Limited, that
the economics of the Project on account of revision
of cost should be examined and new schemes etc.
introduced should be specifically brought to the
notice of Parliament. Govt. have neither considered
the economics of the Project on account of revision
of estimates nor brought such additions on account
of new schemes specifically to the notice of the
Parliament.

The Committee reiterate their recommendations
in this regard and would like Government to bring
the matter alongwith the financial implication thereof
specifically to the notice of Parliament without further
delay.

The Committee note that though the agreement
with the Collaborators envisaged a time. schedule for
the construction and completion according to which
the acceptance tests should have been completed in
37 months i.e. by November, 1963, there has becen
a delay of about 5 years in the completion of the

" acceptance tests and the plant was finally handed

over to the Company in October, 1968.

The Committee were informed that the delay in
completion of the. project and commencement of pro-
duction resulted in loss of production to the extent

—
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of Rs. 38 crores with reference to scale of production
indicated in DPR.

The dclay in completion of the project has been
attributed to several factors like extremely difficult
working conditions in a remote hill station like Oota-
cammund, pile foundations, difficulty in transporting
materials, delay in civil construction, finalisation of
the collaboration agreement with the mew manage-
ment defects in the equipment supplied by the Col-
laborators which had to be rectified, etc.

The Committee are not convinced of the reasons.
adduced for the delay, as the problems connected.
with the location, site were already known to the
Management even before the selection of site and as.
admitted by the Management that these should have:
been foreseen at the time of entering into the con-
tract,

The Committee fail to understand as to why these
could not have been taken into account and realistic
targets fixed for construction and commissioning of
the Plant.

The Committee also regret to note that mo ana--
lysis of the delays was done by the. Company and no-
attempt was made to invoke the clausés in the agree-
ment relating to compensation for delay in comple-
tion shortfall in production etc. since according to-
the Management many areas in the agreement were
overlapping and it was difficult to pin-point respon--
sibility on the collaborators.

The Committee see no reason why all. these:
factors could not have been got rcmed?ed in the
modified agreement which was finalised in 1966.

The Committee recommend that Govt. .shouldY
investigate into the matter and fix respons.ibxlity fqr
the lapses of the Management in safeguarding pul?hc'.
interest at various stages. The Committee would like
to be informed of the action taken in the matter.

—
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The Committee note that one of the reasons
which contributed to the delay in completion of the

‘project was increase in the area of factory building.

In terms of the agreement, the Company was re-
quired to undertake the construction and completion
of civil buildings on the basis of area indications,
lay-out and style of construction indicated in the
preliminary data furnished by collaborators.

The Committee note that against the area of
14100 sq. m. for the construction of factory building
at an estimated cost of Rs. 41 lakhs indicated by the
Collaborators in November, 1959, the detailed draw-
ings furnished by them in June, 1961 were for 35161
sq. m. for Rs. 148 lakhs involving substantial chan-
ges in respect of area, lay-out and style of construc-
tion. The actual expenditure was, however, Rs. 178
lakhs.

The Committee note that the changes necessitated
not only extension of the time schedule of carrying
out of civil works but also the staggering of the tar-
get dates for completion of different buildings.

The Committee are convinced that had the Colla-
borators correctly assessed the requirement of the:
Project initially and in time, much of the delay in
the construction of the project could have been
avoided.

The Management conceded that, had the Company
established a strong project team right from the be--
ginning of the project, this situation would not have
arisen. The Committee can see no valid reason for
failure of Government/Company to see that there was
in position a strong team of management to handle a
sophisticated project of 'this dimension. The Com-
mittee would like Government to ensure that such a
lapse does not recur.

The Committee note that against the stipulated
date of 17th April, 1961 for supply of basic plans.
the collaborators submitted the basic plans for the
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factory buildings only in June, 1961 and these were
also found to be incomplete necessitating frequent
changes and modifications. ‘As a result, construction
of the factory bui.dings could commence omly in
April, 1962 by whiclh date the erection of the machi-
nery in these building should have actually commenc-
ed as per the schedule. The buildings were actually
completed in August, 1965.

During construction, a decision was taken to re-
design the building eliminating pile foundation be-
cause of difficulties in pile driving and this necessitat-
ed changes in the drawings already supplied by the
collaborators. While changes in the drawings already
supplied by the collaborators were called for, the
Company was not in a position to categorically say
that this contributed to a delay in the construction
of the buildings, The work on the building started
in April, 1963 and the two main buildings were finally
ready in January, 1965 and July, 1965 respectively.

The Committee are unhappy to find that because
of technical difficulties the Management could not
fix responsibility on the collaborators for the delay in
supply of drawings which ultimately led to the delay
in the completion of the project.

The Committee regret to note that on the basis of
advice of the collaborators to have a building with
more than four floors, the contract for the work of
pile foundations was awarded to a firm for Rs. 4.7
lakhs to be completed by July, 1962, without assess-
ing. the characteristics of the soil and nature of the
terrain. The result was that the work had to be
abandoned and the collaborators asked in July, 1962

‘to redesign the layout of the buildings for which an

amount of Rs; 2.18 lakhs was paid to them. The
Committee were informed that ultimately the build-
ing was constructed without pile foundation and
having from floor only in Secptember, 1964 after
more than 2 years thus delaving the entire schedule,
at an actual cost of Rs. 55.81 lakhs as against the
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estimated cost of Rs. 53.50 lakhs. The Committee
regret to observe that on account of the incorrect
advice of the collaborators and failure of the Manage-
ment in not assessing the characteristics of soil and
terrain in advance payment made to the architects
towards cost of pile driving was rendered infructuous.
The Committee would like that matter should be
investiagted with a view to pinpoint the lapses on the
part of the management.

The Committec are perturbed to find that even
though the tender of M/s. National Building Cons-
truction Corporation, a public sector undertaking,
was lower than that of another private firm, the offer
of M|s. N.B.C.C. the public sector undertaking was
rejected on the ground that they do not have an
organisation at site and require a few months to get
acquainted with the same. The Committee would
like to point out that the private firm to whom the
contract was entrusted delayed completion of the
work by as much as 18 months. The Committee
understand that the building in question was a simple
construction and therefore the management of Hindu-
stan Photo Films should have given preference to the
National Buildings Construction Corporation, a sister
public undertaking.

In the opinion of the Committee the plea of the
Company that since National Buildings Construction
Corporation wanted a few months to set up a site
office and get acquainted with the area and therefore
the work was not awarded to them, does not seem
to be tenable in the face of the delay of 18 months
by the private firm in completing the work. The
Committee also see no justifictaion why penalty was
not levied on the private contractor who delayed the
completion of the building by as much as 18 months.
The Committee would like Government/undertaking
to fully investigate the matter in order to fix respon-
sibility as to why the work was not given to @ public
sector undertaking when their quotation was the lowest
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and secondly why penalty was. not imposed on
the private contractor who was given work in prefer-

ence for delay of as much as 18 months in comple-
tion of the building.

The Committee would also  like Government/
Bureau of public enterprises to issue general direc-

‘tions to thé public undertakings that ordinarily there

should be no question of rejecting the offer of another
public undertaking specially when its rates are the
Jlowest or most competitive and that before the work
is entrusted in preference to any private body or
organisation, detailed reasons therefor should be
recorded and reviewed by the Management to obviate
recurrence of lapses noticed in the present case.

The Committee note that the rated capacity of
the different products in the plant has been increas-
ed in the modified agreement with the collaborators
except with regard to cine film positive, Flot (port-
rait) film where the capacities have been reduced
from 2.98 million sq. metres to 2.45 million sq. metres
and from 0.15 m. sq. metres to 0.10 m. sq. metres
respectively. As indicated earlier in paragraph 2.23
of the Report, the original agreement with the Colla-
borators envisaged that during the first two years,
production of cine film positive only would be taken
up and production of X-ray and some negative mate-
rial and paper could be taken up only in the third
year and full production reached in the fifth vear.
This programme was, however, amended in the new
1966 agreement according to which production of
medical X-ray film and roll film would also be started
as early as possible. The Committee find that even
after the lapse of six years from the commencement
of production in the case of cine film positive and 5
years in respect of medical X-ray, the actual produc-
tion was much less than the rated capacity.

The Committee also find that the targets of pro-
duction were fixed much lower than the capacity
envisaged in the Modified Agreement. Even these
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largets were revised downwards twice a year from
1967-68 to 1971-72. The actual production has
been less than even the reduced targets and thus
much less than the rated capacity. The Committee
deprecate the fixing of targets very much less than
the rated capacity and revising even those reduced
targets downwards, The Committee have discussed
the shortfalls in production vis-a-vis the capacity and
targets (product-wise) later in this Chapter.

The Committee note that the modified agree-
ment entered into with the collaborators in Novem-
ber, 1966, provided for an increase in the capacity
of the plant for the production of medical X-ray film
and roll film from 0.5 million sq. mts. to 1 million
sq. mts. and 0.22 million sq. mts. of roll films to
0.45 million sq. mts. respectively while the production
capacity for Cine-Film Positive was reduced from
2.98 million sq. mts. to 2,45 million sq. mts. The
Comnmittez regret to note that in spite of the modifica-
tion of the sequence of production in the agreement
with the collaborators in 1966, the programme of
build-up of capacity was not correspondingly revised
to enable the management to evaluate the performance
with reference to such revised capacity.

The Committee have in an earlier chapter given
their recommendations in this regard. The Committee
find that except in thercase of Medical X-ray film,
Portrait film, Roll Film, Negative Film Photographic
paper where the production started earlier then it was
envisaged in D,P.R., the actual production in the case
of Cine Film Positive, Cine Film Sound, Cine Film
Negative, Graphic Arts Films and others was always
less than the build up capacity.

The Committee would like Government to investi-
gate why the revised build up of capacity was not in-
corporated simultaneously in the modified agreement
and fix responsibility for the lapses in this regard.

The Committee find that according to the Manage-
ment one of the reasons for shortfall in production
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was that the design of the Plant and equipment was

made by the collaborators, who were not familiar with
the technology.

The plant and machinery were subject to series of
improvisations by collaborators and did not incorporate
a sct process. The Committee also note that the
agreement with the collaborator stipulated that the
collaborators should provide for after-sales service at
the cost of the company, to give advicc and to suggest
remedial measures, for repair of any defects. The
undertaking categorically invoked these provisions
during 1969-71 to get the technical problems re-
solved by the Collaborators. However, three technical
problems, viz. Remelting of emulsion and gelatine
layers, dark coating lines, appearance of discontinuous
white lines in cine films positive and appearance of
black print in X-ray sheets which were ultimately res-
ponsible for rejections could not be resolved by the
Collaborators.

The Committee were informed that these problems
were subsequently solved by the technicians of the
Undertaking in 1973. According to the Management,
the existence of technical problems in the plant resulted
in shortfall in production from the time of taking over
the plant from the collaborators in October, 1968 till
March, 1973. These problems were further aggravated
by the absence of systems control in the manufacturing
operations. The Committee feel that the problems
have not been tackled with a sense of urgency they
deserved with the result that there was persistent loss
in production.

The Committee note that one of the reasons attri-

buted by the Management for the shortfall in produc-

tion was the switching over from imported Cellulose
Triacetate to the indigenous material.

The Committee have been informed that the pre-
sent indigenous Ce'lulose Triacetate has not been found
suitable for menufacturing processes in the company

-—
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and that the company had to suffer great losses on this
account. The Committee would like in this context
to recall briefly the facts of the case which are that as
carly as 1960 the company had got samples of the
Cellulose Triacetate which was supposed to be manu-

factured by the ‘private company for supply to Hindu-

stan Photo Films. These samples were got tested by
Hindustan Photo Films at the factory of the collabora~
tors in France who did not bring out any feature re-
quiring consideration. The firm was therefore allowed
to proceed with the project. In December, 1968,
when the first lot of the indigenous triacctate was made
available, the undertaking after extcnsive trial found
that ¢longation characteristics of the base were inade-
quate for cine positive. Aftcr several trials, a decision
was taken in 1969 to accept the indigenous triacetate
of this firm for reguiar usc. The Committee note that
the Undertaking before finalising the rate contract with
DGS&D for the supply of indigenous Cellulose Triace-
tate, confirmed to the Government in May, 1969 that
the quality and suitability of the indigenous products
had been tested and found usable without major prob-
lem, except for minor variation in characteristics as
compared to the imported materials. It was also con-
firmed that change-over from imported material to the
indigenous one was not expected to affect the ratc of
production. The Committee are therefore unable to
appreciate the statement now made by Hindustan
Photo Films that when indigenous Cellulose Triacetate
was actually used in production the elongation of

- base cd§t was found to be poor and that it also created

other problems. The Committee regret to mote that
to overcome these problems, the Undertaking had to
incur an expenditure of about Rs. 19 lakhs on modi-
fications of the plant extra scrap arising etc. besides
engagement of additional operators to operate the
modified machincs. There were also increases in
filteration and solvent loss and maintenance expendi-
ture resulting in additional recurring expenditure of
about Rs. 9 lakhs per year. Despite these modifica-

$93 LS—17
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tions, the rates of rejections of the products also
increased,
The Committee are perturbed at the casual
manner in which the management agreed to switch-
over to the use of Cellulose Triacetate to be manu-
factured by a private party without a conclusive
evaluation of the quality and suitability of the mate-
rial which not only resulted in major modifications
to the plant at a cost of over Rs. 19 lakhs but also
committed the Undertaking to recurring loss of
Rs. 9 lakhs per year with consequential losses. The
management admittéd during evidence that *“as
elongation factor was marginally less than the mini-
mum specified we felt that we should be able to
manage the manufacturing problems without much
difffeulty. We did give clearance to Government

on the basis of assessment for which we are res-
ponsible.”

The Committee are surprised to find that the
question of recovering any portion of the cost of
modifying the machines to make them suitable for
using the private firm the material supplied by them
was also not pursued earnestly. The Committee
recommend that the entire matter should be investi-
gated and responsibility for the lapses of the man.age-
ment at the different stages fixed. The Committee
also find that because of a indecision over the quallt‘y
of indigenous triacetate there has been' a delay im
obtaining the import licence for procuring tl.te Te-
quisite material from abroad with consequential loss
in production.

The Committee also recommend that the. Manage(;
ment should draw a lesson from their expen.ence a:‘v
at least now make sure about the .physmal a
chemical characteristics of Triacetate m consyltah&x:
with Research Institutes and other expet;ts “tls i
field before entering into further. comm tzen e
the purchase of indigenous matgnal from o eifnc]ear
firm. The Committee would like to make
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that. while they are for import substitution and for
attainment of self-reliance they cannot too strongly
stress the need for ensuring proper co-ordination so
that the raw material and other goods required for
manufacture. by a public undertaking become avail-

able in time and do not in any mamner affect adversely
the production,

The Committee find that one of the reasons for
the sHortfall in production is the heavy percentage
of inprocess rejections. The Committee note that
d.unng 1968-69 to 1971-72 the percentage of rejec-
t‘f’ns ranged for 85 to 152 per cent in the case of
Cinc Film Positive, 176 to 444 per cent in the casc
of Medical X-Ray Films and 16 to 68 per cent in
the case of bromide Papers with reference to fina!
Jutput against the norms of 11.36 per cent, 27.01 per
cent and 9.18 per cent prescribed for these in DPR.
The Committee find that in respect of cine positive
the rejections have shown a marked increase at base
casting and substraction stages in 1970-71, the
rejections were heavy in regard to medical X-ray films
at the coating and conversion stages. The rejections

‘were the heaviest at the base casting and conversion

in respect of all the years. An analysis of the input
and output position of the different processes indi-
cated that the substration, coating and conversion
department had spare capacity to take larger nputs,.
which however, was not utilised on account of the
inability of the base casting department to feed all
the subsequent processes. The. inability of the base
casting department was mainly due to the high
rejections and also due to under utilisation of the
capacity.

The Committec regret to note that no attempts
were made to locate the problem from the base cast-
ing side and increase the production at the base
casting unit by increasing the speed of thc_base cast-
ing unit nor to analyse the causes of rejection at that
stage. Even the available input was not processed
in the coating and conversion dcpartments.
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_ The Committee feel that in spite of these heavy
rejections at different stages, mo cause-wise analysis
‘:f the rejections was done by the Management, The
“ommittee. are left with an impression that the high
rejection levels may also be due to the defective
provision for acceptance tests without ‘co-relating the
finished products to the inputs at the different stages
of production and provision of too short a test-run to
prove the efficacy of the plant in the Modified
Agreement. It is surprising that even after the
Management had known about these rejections in
the working of the plant through the years it was
only towards the close of 1971-72 that they mitinted
corrective action to cffect improvements, when the
cumulative loss of the plant was over Rs. 11 crorcs
and the entire capital of the Company was wined off.
The Undertaking has alrcady incurred an expendi-
ture of Rs. 29 lakhs upto September, 1973 and
expects to incur an additional expenditure of Rs. 16
lakhs to complete the improvements. According to
Management though this is expected to secure 2
gradual reduction in wastage during 1973-74, the
cffect will be felt only in the latter half of 1973-74.
The Committee are not sure whether these modifica-
tions ctc. would really result in reduction in the
percentage of rcjection and improve the quality.
The Committce cannot but cxpress their feeiing of
dissatisfaction that the Undertaking has allowed
matters to drift thereby causing heavy losses to the
Undertaking year after year. The Committee recom-
mend that the matter should be thoroughly investi-
gated with a view to fixing responsibility  for t.he
failures at various stages and to take remedial
measures without further loss of time, to achieve best
production results and eliminate losses on account
of heavy rejections, . )

The Committee note that the undertaking set
up a plant for the production of Silver Nitrate and
a Silver Recovery Plant at a cost of Rs. 13 la.khs in
1966-67. The expectation at the time of setting up
of Silver Nitrate and Silver Recovery Plants was that

—
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almost the entire Silver content from the waste would
be recovered. For accounts upto 1969-70, the
consumption of silver was worked out on .r, basis
of silver content in the finished product and in the
work in progress and the balance of input was shown

as recoverable from sludge granules, waste-scrap
etc.

L

. The Committee, however, find that recovery of
Silver from Sludge and granules was not made on
regular basis till 1969-70.

The. Committec notc that it was only during
1970-71 that certain ad hoc norms were fixed by a
Task Force appointed by the Management,

The Committee find that on the basis of con-
sumption figures derived in the abovs manner and
on the basis of the ad hoc norms silver of value
Rs. 28 lakhs was treated as lost for purposes of
annual accounts for 1970-71 and charged to ths
account by reduction of the closing stock of silver--
in-process without relating it to the actual recovery
made from the different elements,

During 1971-72, the Committee find that Silver
valued at Rs. 22 lakhs was deemed to have been lost
and adjusted in accounts with reference to the ad-
hoc norms fixed by the management.

During 1972-73 silver valued at Rs. 38 lakhs was
considered to have been lost and adjusted in the-
accounts.

The Commitee note that the silver entrapped in
the slag from the furnaces and crucibles was not
recovered and the slag arisings were accumulated and
an ad hoc quantity was trcated as irrecoverable in
the process of smelting etc. and the balance was
presumed to be available for recoverable from slag
and included in the closing stock of silver in process.
It was only in October, 1972 that a certain quality
of slag was sent for the first time to Bharat Gold’
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Mines Limited for recovery of silver. It was ad-
mitted during the evidence by the Management that
they were not aware whether facilities were available
under Bharat Gold Mines Limited for recovery of
silver from slag,

The Committee were informed that even after
the reported fixation of ad-hoc norms no attem™
was made for investigatmg losses in excess of these
norms and they were treated as abnormal losses and
written off in the accounts. The Committee find
also that the loss attributed to over coating could
not be established.

There was also no arrangement for periodical
stock-taking of all the silver bearing wastes and
silver in catchpit sludge, anode bags and slags was
not verified during 1971-72. There was also no
proper system for. collection, weighment, and expe-
ditious disposal of wastes,

The Committee are surprised to find that it
was only in June, 1973 when the losses were higher
than the ad-hoc norms, that the matter was reported
to the Management and Board by the Finance
Division, The Directors expressed grave concern
at the casual manner in which the shortages were
hand-led even though the losses were as high as
Rs. 30 lakhs in respect of 1972-73 alone. The
Board requested the Company Auditors to arrange
for fresh inventory of all stocks as on 1st June, 1973
in laison with the Manager Finance Division to
ensure that the true state of affairs of the Company
were known and to evaluate the liability of the
Company on all counts before the accounts for
1972-73 were closed. The Board also directed that
the Managing Director should investigate the. shor-
tage thoroughly and submit a detailed report there-
on. The Committee were informed that, since the
the matter had been thoroughly investigated, silver
consumption norms had been fixed, control points
established and documentation tightened.
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According tg the Report of the Management,
a loss of 7619 Kgs. of silver of the value of over
Rs. 42 lakhs was established for the year
1972-73 on the basis of independent verification
and norms estimated by the Co. in 1970-71 and on
this basis of the total loss of silver from 1968-69
to 1972-73 would work to Rs. 93 lakhs.

Investigations conducted by the Company Audi-
tors, however, revealed that the total loss fro
1966-67 to 1972-73 exceeded Rs. 1 crore,

The Committee were informed that a special
technologist was going into the losses of silver year
by year and also the question of standards.

It was admitted by the Undertaking during evi-
dence that:—

“....we did not find in the operating
management the feeling that they were
dealing with public funds. In other
words, as long as the sense of accoun-
tability was not there, I do not see
why anybody should bother whether
silver is lost or anything else is lost. . . ...
It was a whole lack of systems control.
That has, what led to these many prob-
lems of which silver is one”

From the fore-going analysis, the Committee are.
convinced that the procedure observed as a whole
did not secure an effective system of internal con-
trol over consumption, recovery and accountal of
silver, The Committee cannot but express their
grave dissatisfaction over the negligence on the part
of the Management to not only keep an effective
control over the use of such a costly raw material
like silver, but to have even failed to bring the
facts to the notice of Board immediately after the
loss was known to them,

The Committee recommend that the entire
matter should be investigated by a High Level

Committee to pin-point the lapses on the part of
Management and all others concerned 2nd to ascer-
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tain as to how far the loss of silver was conmse-
quential to normal utilisation and whether the loss
was not due to other causes like avoidable wastage,
pilferage etc. and to fix the responsibility for the same.

Pending investigation at high level as suggested
by the Committee in the foregoing paragraph Gov-
ernment may consider the question of issuing guide-
lines to other public undertakings so that adequate
care is taken in the use of precious metals, chemicals
and other raw materials required for manufacture to
obviate losses in storage and handling and that
norms of their consumption/wastage in processing
should be precisely laid down on the basis of the
best cxpert advice available so as to obviate any
chances of pilferage, wastage etc.

There should also be pioper management
control to ensure that important data about con-
sumption and wastage of these precious metals,
chemicals, raw-materials etc. in manufacture are
reported to the management together with the pres-
cribed norms and where the losses are of a substan-
tial mature, these are reported specifically without
delay to the Board of Directors and Goverament.

The Committee find that in the first week of
October, 1972 the Undertaking sent slag to Bharat
Gold Mines Lid., another Government of India
Undertaking, for recovery of silver. The Committee
note that out of 65 tons of slag which arose upto
31st March, 1973, silver to the extent of 1540 kg.
was actually rccovered by the Bharat Gold Mines.
upto June, 1973 indicating a recovery of 23.7 kgs.
per ton although, silver to the extent of 21.20 kgs
was shown to be recoverable from the slag arising
upto 31st March, 1973 without indicating the quan-
tity of slag. The Committee understand that a
further quantity of 1247 kgs. are expected to Dbe
recovered by the Bharat Gold Mimes. The Com-
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mittee would like to _lgnow the further developinent&
in the case, N
18 4.176 _ The Committee regret to note that the Under-
to taking suffered a cumulative loss of Rs. 104
4.180  lakhs because of low recovery of solvents during

the period from 1968-69 to 1972-73. The Com-
mittec note that the solvent loss was in excess of the
norms indicated in the Collaboration Agreement.
The solvent loss increased from 5.97 lakh litres in
1968-69 to 9.33 lakh litres in 1970-71 and then came
down to 6.43 lakh litres in 1972-73. The filteration
loss increased from 3.31 lakh litres in 1969-70 to
5.23 lakh litres in 1972-73. According to the
Management though the filteration loss was not re-
coverable at all, this is taken into account while
working out the loss per kg. of base. The Com-
mittee find that the loss per Kg. of base has increas-
ed from 1.41 Kg. in 1968-69 to 1.77 Kg. in 1972-73
against the norm of 1 Kg. prescribed in the agree-
ment.

The Committee also find that the solvent and
consumed in the substraction section also from which
no recovery is made. The solvent loss in substrac-
tion section amounted to Rs. 23 lakhs during

1968-69 to 1971-72,

The Committee are surprised to find that inspite
of the huge loss of over Rs. 1 crores the Manage-
ment has failed to bring it to the notice of Govern-

ment.

The Committee fail to understand as to why,
when the Management|Government was aware of
the abnormal losses no timely action was taken to
introduce cffective measures to arrest such losses and
improve the recovery efficiency. The Committee
would like that the responsibility for failure to take
tirsely action in the matter should be fixed.

The Committee note that while the equipment
now installed may improve the efficiency of solvent
recovery in the base casting, it will not improve the

p—




(1)

(2

218

19

20

4.188

4.189

5.11
and
512

efficiency of recovery in the substration stage. The
Committee were informed that a study in this
regard has revealed that the Undertaking has to
spend about Rs. 20 to Rs, 22 lakhs while the reco-
very would be of the order of Rs. 3 to 4 lakhs in
substration stage. The Committee like that this as-
pect may be carefully gone into before final decision
is taken in the matter.

The Committee note that the Undertaking has
not been compiling data regarding utilisation of
machinery upto 1969-70, although such statements
are compiled in the various Departments from
1970-71. The Committee find from the statement
that total down-time in respect of basecasting was
maximum in 1971-72 (21396 hrs.)  In the Subs-
trating, it was maximum in 1970-71 (17339 hrs.)
In respect of Coating Tunnel the down-time (3532
hrs.) was maximum during 1972-73. In regard to
Coating Festoon the maximum down-time was in
1970-71. In the coating Perforators the down time
was maximum in 1970-71. In the case of Reslitting
X-ray and bromide the maximum down time was in
1972-73. The Committee regret to mote that a
consolidated statement showing the cause-wise down
time analysis for the year was not being compiled.
Management admitted that they had not compiled
the data for the working of the machines on the
ground that the rejections were on high side result-
mg in ‘poor utilisation of machinery.

The Committee need hardly stress the impor-
tance of maintenance of records showing utilisation
of machinery so that the management may be in a
position to judge the efficiency of their working and
to enable them to take timely action.

The Committee note that according to the guide-
lines laid down by the Government of India regarfl-
ing the pricing policy to be followed by the Pub.hc
Undertakings, in respect of Undertakings which
operate under monopolistic conditions the landed
cost of comparable imported goods would 'l.ve the
ceiling within which the undertaking can fix its own

- S
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selling prices taking an appropriate return on capital.
According to Management, the majority of the pro-
ducts of the undertaking, except cine film, positive

(35 MM) are neither enjoying the absolute mono-

polistic or semi-monopolistic position and have
therefore to be sold in competition. The committee.
were however informed that judged from the pre-
sent market position there may not be any competi-
tion in regard to Bromide paper and X-ray. The
Committee note that the Undertaking has been
selling its products at less than the cost of produc-
tion during 1970-71 to 1972-73. The Committee
were informed that the undertaking is now in the
process of rationalising its prices with a view to
recover the full cost of production.

The Committee stress that undertakimg should
take immediate steps to rationalise the price struc-
ture of its products so that the selling prices are
really competitive.

The Committee note that an Advisory Com-
mittee set up by Government in January, 1961
suggested that it would be desirable for the under-
taking to set up its own sales offices at different places
so that by the time the factory went into production,
the distribution and service facilities could be gradu-
ally built up. Accordingly the Undertaking decided
in April, 1961 that supply of cine films should be al-
located to producers, who would be able to assess the
films and advice the Company on any modification.
In July, 1961 the Undertaking decided that the distri-
bution of cine film positive should be entrusted to a
sales organisation for a period of three years with
option to extend the arrangements for another period
of two years. Accordingly the Undertaking appoint-
ed in January, 1963, a private firm as sole stockists
and agents for cine film positive upto 31st December,
1964, These arrangements were reviewed by the

Board periodicallv and the arrangements have been
extended from time to time and are now due to ex-
pire in June, 1975.
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1n regard to medical X-Ray filmg the Committee
find that the distribution of X-ray film was entrusted
to three distributors in June/July 1967 for a period
of three years. This was extended from time to time
till June, 1975.

The Committee also find that sales of photo ma-
terials was handled directly by the Undertaking in
certain areas and for this purpose four Sales Offices
—one each at Bombay, Calcutta, Delhi and Madras
were established with a view to familiarise the public
with the products of the Undertaking. The Commit-
tec note that one of the reasons justifying the con-
tinuance of the existing distribution arrangements was
that marketing of these products involved mainten-
ance of cold storage rooms, grant of credit facilities
and sizable business offices manned by trained per-
sonnel which the Undertaking found difficult to set-
up concurrently with the existence of their production
problems.

The Committee also note that the existing distri-
bution arrangements were reviewed by the Manage-
ment in October, 1971 when it was proposed that
the Undertaking should take over all the distribution
in phases by April, 1974.

The Committee find that the implementation of
these proposals and taking up of the distribution
arrangement for cine Film Positive and Medical
X-ray film by the Undertaking would result in an
annual saving of Rs. 40 lakhs to Rs. 42 lakhs. The
Committee are surprised that in spite of these savings
the Board favoured the continuance of the existing
distribution arrangements till June, 1975.

The Committee were informed that the marketing
organisation was not yet turned to taking up the
direct distribution of finished goods. The Commit-
tee see no justification for the continuance of exist-
ing arrangements for distribution. The Committee
recommend that the management should review the
present distribution arrangements and further the fea-
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sibility of taking up distribution of the product direct-
ly after the expiry of the present arrangement im
1975. The Committee note that the Corporation
hag sales and distribution offices at the four metro-
politan cities—Bombay, Calcutta, Madras and Delhi
to deal with direct sales of photo materials and also
keep liaison with the public.

The Committee find that the percentage of ex-
penditure on the maintenance of these offices to the
direct sales effected by them from 1968-69 to 1972-
73 ranged from 7.56 per cent to 135.16 per cent
in Madras, 2.13 per cent to 56.43 per ceat in Bom-
bay, 3.20 per cent to 34.70 per cent in Calcutta and
1.88 per cent to 21.76 per cent in Delhi, although
on the basis of the overall sales, percentage of ex-
penditure on total sales ranged from 1.19 per cent
to 4.2 per cent in the case of Madras, 0.50 per cent
to 3.9 per cent in Bombay, 0.33 per cent to 5.7 per
cent in Calcutta and in Declhi 0.37 per cent to 4.5
per cent. The Committee also note that the Under-
taking is required to deal only with a limited num-
ber of customers in the case of Cinc-Positive Films.
The Commitice recommend that the Sales Offices
already set up should be utilised for taking up direct
sales and distribution of two products of the under-
taking so as to keep the expenditure on sales over-
heads to the minimum,

The Committee note that though the Company

had the option of making direct sales of X-ray
films to Government departmeats, no such sales
were made by the Undertaking. The Committee were
informed that after careful consideration of econo-
mieg of such direct sales and other over ridiag consi-
deration such as cost of financing etc., the Board de-
cided to have the sales of X-ray films made through
distributors only. The Committee arc not convinced
of the justification in this regard and feel that the
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payment of commission in regard to sales to Gov-
ernment departments is avoidable.

The Committee fing that in spite of the instruc~
tions of Government, that quotations for rate con-
tracts by DGS&D should not be through the distri-
butors, the Undertaking has not been giving such
quotations directly but routing them through distri-
butors which ultimately result in payment of com-
mission to the distributors, The Committee feel that,.
as admitted by the representative of Government dur-
ing the evidence, there is no particular reason that
quotations should go through the distributors. The
Committee recommend that the procedure may be
reviewed and quotations whenever asked for the pro-
ducts of the Undertaking may be given directly by
the Undertaking thereby obviating the necessity of
the payment of commissions to distributors,

As admitted by Ministry, Government/Under-
taking should consider marking of the prices on car-
ton so that the customer may be in a position to know
the prescribed price and does not pay more than
that.

The Committee were given to understand that
the Board of Directors decided to increase the price
of Cine-Positive Films with effect from 1st February,
1973 but allowed extension of time limits for sale
to consumers at the old prices till 25th March,
1973 for disposal of the existing stocks of Cine-
Positive Films. The Committee were informed that
the Board adopted this market strategy after taking
congnizance of large inventory which had considre-
able effect on the cash flow position of the undertak-
ing at that time and also doubtful quality of subs-
tantial portion of the stock.

The Committce were assured that the benefit of
‘extending the time limit was intended to be passed
on to the consumers and not to the distributors alone

-
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«w.and thig was actually so. The Committee are not
sure whether this strategy achieved the desired re-

sults as envisaged by the Board of Directors and the
consumers were not adversely affected by the in-
crease in prices. The Committee would like that this.
matter may be gone into in depth so as to verify
that the procedure has not given any undue benefit
to the. distributors resulting in payment of higher
prices by consumers,

The Committee regret to note that the number
of complaints received from the consumers has in-
creased from 343 in 1968-69 to an all high figure of
1066 in 1972-73. The value of credit notes issued
in 1972-73 alone amounted to Rs. 11.28 lakhs, The
Committee also find that the number of complaints
bas increased particularly in the case of Bromide
paper; where the number has gone up from 51 in
1968-69 to 650 in 1972-73. The Committee regret
to note that in spite of the large number of com-
plaints, the undertaking had not been making any
cause-wise analysis of the complaints till 1970-71.
1t has been admitted that there were some lapses in
the past but the prcsent system control has definitely
reduced rejections. The Committec were informed
that the nature of the complaint is independently in-
vestigated in the factory. The Committee recommend
that a careful analysis of the causes of Sales returns
should be made so that the areas stages from where
there are large rejections could be identified and suit-
able remedial measures taken to prevent recurrence
of the same.

The Committee raegret to note that the Under~
taking had to incur a loss of about Rs. 2.5 lakhs as
a result of exports of Cine-Positive Filns during
1969-70 to 1972-73, The Committee were informed
that these exports were of an experimental nature to
test the quality of products for the internatioral mar-
ket. The Committee do not appreciate the efforts of
the Undertaking to export its products at a loss even
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as an experimental measure when it had not been
able to stabilise its production in the plant, improve
its quality and meet the internal demrand of Cine-
Positive Films within the country.

The Committee regret to note that as on 31st
March, 1973 a sum of Rs. 229 lakhs was pending
realisation representing about 150 days’ sales.
The Committee also note that in some cases, the dis-
tributors had delayed payment upto 2 months but no
action could be taken by the undertaking in the ab-
sence of a suitable provision in the agreement.

The Committee also note that while on one hand
heavy amounts are outstanding from sundry debtors,
on the other hand the Company could not make pay-
ment to its creditorg in time with the result that it
had to pay penal interest to the extent of Rs. 2.34
lakhs to the Silver Refinery at Calcutta in respect of
supply of silver upto September, 1970 besides mrak-
ing provision for liabilitics to the extent of Rs. 6.85
lakhs, Rs. 10.67 lakhs and Rs. 1.39 lakhs in the
account for 1970-71, 1971-72 and 1972-73. The
Committee recommend that a review of the distri-
butorship agreements should be undertaken to rectify
any lacuna in the agreement, which stand in the
way of realisation of dues in time so that the under-
taking is not put to difficulties in honouring its com-
mitments.

The Committee note that against the total re-
quirement of photographic products, in 1972-73 the
undertaking’s share in the case of cine positive is
68 per cent, Medical X-ray—>54 per cent and photo-
graphic paper 22 per cent. The Committee also find
that the sale of cine positive/Bromide paper includ-
ing all photographic paper. have not kept pace with
production. It has been explained that the quality
of Bromide paper produced by the Company does
not quite satisfy the market requirement. In regard
to Medical X-ray, the difficulty was due to Jlarger
availability of imported X-Ray Films.
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The Committee find that sale of cine positive .and
Medical X-Ray are made through Distributors while
other photographic products are sold partly through
distributors and partly through the undertaking’s own
offices. The Committee regret to mote that no re-
cords are maintained to give the break-up of sales
of Medical X-Ray and Bromide paper separately tq
the private ‘partics and Government departments.
The Committee also find ‘that in the casé of Cide
Film Positive full commission is being paid from
June, 1971 even for sales to Government Depart-
ment in view of the distributors having agreed to the
reduction of credit period from 90 days to 60 days.

So far as sales to Government Departments
through distributors are comcerned, the Committee
have already made their observations elsewhere in
this report. The Committee see hardly any justifica-
tion for routing the sales to Government Departments
through the distributors thus entailing payment of
avoidable commission. The Committee would like
Government to go into the matter earlier with a
view to taking the oconclusive action and ensure that,
sales to Government Departments are made directly
by the Undertaking.

t The Committee regret to note that because of
heavy -short fall in production, Government héd to
import Jumbo Rolls for ‘conversion into medical X-
ray films and for sale within the conntry. While the
imports during 1967-68 to 1971-72 were of the order
of 3.92 lakhs sq. metres for Rs. 107 lakhs the im-
port during 1972-73 alone accounted for 2.69 lakhs
sq. metres for Rs. 82 lakhs which were almost three
times the annual import in terms of quantity. Thig
was stated to be due to production not going up in
1972-73 and production for 1969 to 1972 remain-
ing more or less stationery. The Committee need
hardly stress that unless the undertaking steps up its

“production and improves the quality Government will

have to go in for larger imports with an out-go of
greater amount of foreign exchange.

593 LS—18
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' The Committee note that the cumulative loss
suffered by the undertaking till the end of 31st
March, 1973 was of the order of Rs. 14.86 crores
as against the paid up capital of Rs. 6.32 crores
i.e. about 235 per cent of the equily capital and that
there has been default in repayment of loans taken
by it from the Government of India for financing its
expenditure, The Committee note from the capital
structure of the Undertaking that the debt equity
ratio has been gradually becoming unfavourable
While the rato was 1.45:1 on 31st March, 1969,
the position on 31st March, 1973 was stated to be
2.36:1. The Committee understand that the ques-
tion regarding the re-organisation of the capital struc-
ture of certain other public undertakings like Heavy
Electricals (India) -Ltd. and waiver of interest on
loans granted on account of cash losses, incurred by
the undertakings are under the consideration of the
Government of India. The Committee desire that
a decision in this regard should be taken expediti-
ously. The Committee need hardly stress that the
real solution lies not so much in the reorganisation
of the capital but in the full utilisation of the capa-
city and reduction, if not elimination, of the rejections

The Committee regret to note that the under-
takmg has been incurring losses right from inception
and the loss has increased from Rs. 204.42 lakhs in
1968-69 to Rs. 297.34 lakhs in 1972-73; the cumu-
lative loss as on 31st March, 1973 was Rs. 14.86
crores against the paid up capital of Rs. 6.32 crores
i.e. about 235 per cent of the equity capital.

The Committee find that low utilisation of capa-
city, erratic production both qualitatively and quan-
titaviely, excessive rejections, excess of scrap, excess
consumption of materials, low recovery of silver and
solvents have mainly contributed to the loss. Besides
the loss on account of sllver to the extent of Rs. 22
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lakhs in 1971-72, the contribution made by the pro-
ducts to the total loss in 1971-72 was to the extent
of Rs. 154 lakhs by cine film positive, Rs. 85 lakhs
by medical X-ray film and a small profit of Rs. 7.5
lakhs by bromide paper. The contribution towards
loss during 1972-73 was about 119 lakhs under Cine
Film, Rs. 81 lakhs under Medical X-ray and Rs. 6
lakhs on account of Bromide paper, and the loss on
account of silver was to the extent of Rs. 38 lakhs.

The Committee find that while the value of pro-
duction in all the years fully covered the cost
of direct materials and direct wages excepting 1968-
69 the extent of coverage of other expenditure varied
from year to year. It is surprising that though Gov-
ernment and Management were in the know of losses
no effective action has been taken to arrest the losses.
It has been admitted by the representative of the
Ministry that it is only with efficient and better
management that the losses could be reduced.

The Committee note that the DPR did not contain
the profitability analysis. In September, 1966, the
Company prepared a tentative forecast which was
revised in August, 1968. In the light of problems
encountered, another revised forecast was prepared

" in for 7 years from 1969-70 to 1975-76 which was

updated in November, 1970. The actual perform-
ance of the Company during 1969-70 to 1972-73 did
not, however, came upto the level expected in these
forecasts.

The Committec were informed that the Manage-
ment has since initiated certain measures to improve
the working of the undertakings like maximum utilisa-
tion of capacity, Jumbo Roll ccaversion programme
for X-ray films, roll films and colour films, reduction
in scrap levels, additional control facilities, adoption
of realistic pricing policy and adoption of suitable

industrial relations.
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The Committee feel that unless concerted measures
are taken to step up quality production by reducing
rejections, economising in consumption of materials,
adopting cost- reduction methods and rationalising its
programmes of production and distribution consistent
with market demands, the financial viability would
seem to be far remote thus entailing greater volume
of imports coupled with increased outgo of foreign
exchange. i

The Committee note that though the undertaking
went into commercial production in June, 1967, only
monthly statements of costs were prepared till De-
eember, 1968. From January, 1969, the system ot
marginal costing was adopted by which control of
6ost was -exercised on the main element of cost
namely material which constituted 70 per cent of the
costs and not on -the total cost of production, with
the result that a comparison with the cost of produc-
tion in the DPR was not possible. A costing manual
was issued and a revised costing system was intro-
duced in April, 1971 so as to compile the total cost
of .each product under the headings labour, materials
and overheads. The contention of the Management
was that the post in the DPR could not be taken as
guide since the manufacturing technology and pro-
duct mix have been changed. The Ministry have
admitted that this was not the best method of deter-
mining and regulating costs.

The Committee fecl that at least the budgeted costs
should have been worked out so that the manage-
ment may have a yard-stick for assessing the reason-
ableness of costs and to exercise control thereon.

The Committee feel perturbed to note the absence
of a proper system of cost cantrol which has in a

measure contributed to the loss incurred by the under-
taking. ’
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The Committee find that standard costing system
has been introduced in April, 1973. The Committee
feel that now at least with the introduction of stan-
dard costing system, it should be possible for the
Management to work out the cost of the products at
each stage of the process, analyse the cost and bring
to the notice of the top management variance analy-
sis to enable them to take suitable corrective action in
time.

The. Committee note that according to the terms
of agrcement with the collaborators custom duty for
any unusual tools, instruments, etc. specially pro-
cured for -errection and breught to the site by the col-
laborators would be paid by the undertaking. The
duty would be refunded if the tools and equipments
were re-exoorted bv the collaborators within a speci-
fic time. The Committee regret to note the under-
taking has to incur a loss of Rs. 51,565 as it could
not claim refund of custom duty in the absence of
details of re-export of tools and equipment by the
collaborators The. Undertaking had conceded the
lapse on their part for not keeping the details. The
Committee recommend that Government/Undertak-
ing should fix responsibility for the lapse with a view
to taking departmental action.

The Committee note that the Undertaking has
been purchasing its requirements of proprietary items
or items of particular brand direct from the manu-
facturers or the authorised distributors/Agents after
getting a quotation from them.

Purchases on the basis of open tenders are made,
only in exceptional cases after obtaining specific
orders from the Managing Director.

The Committee find that in respect of major pur-
chase orders of value exceeding Rs. 10,000 placed
by the Company during the five years 1968-69 to
1972-73. none of the orders was placed on the basis
of open tenders and even non-proprietary items were
purchased on single tender basis.
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7.19
to 7.23

on the purchase of 97.83 M. tons.

The Committee have pointed out in a subs-eqﬁent
section of this Chapter how the procedure of Single
Tender has put the undertaking to a loss.

While the Committee can see some justiﬁcatic;t:'.f-g;
adopting this procedure of single tender directly from
Manufacturers or from authorised agents in regard
to specialised items with stringent specifications in-
cluding imported items, the Committee fail to under-
stand why open tenders should not be invited at least
in the case of balance of items which are not of a
proprietory or specialised nature. The Committee
recommend that the Undertaking should follow the
well recognised procedure of making purchases
through open tenders in the interest of securing the
most competitive rates.

The Committee note that the Undertaking placed
an order in February, 1967 for purchase of 97.83
M. tons of Methylene Chloride at a higher ‘price of
US $0.1508 per Ib FOB, New York on a single ten-
der basis although within two months of the same
order it got a lower offer from another firm at the
rate of US $0.0985 per 1b FAS, New York after invi-
tation of tenders. Even after receipt of this lower
offer and when the former company agreed to reduce
its rate to $ 0.13 per Ib FAS, New York, the under-
taking did not make any attempt to secure any re-
duction in price.

The Committee were informed that this was on
account of the anxiety of the undertaking to buy the
material from the collaborators of Mettur Chemicals
who were sctting up a manufacturing plant in India.
It has been admitted by the Ministrv that Govern-
ment were not satisfied with the justification given by
the Management who should have invited open ten-
ders before placing order.

The Committee regret to observe that because of
non-invitation of tenders in the first instance and
placing the order on a single tender basis, the under-
taking had to incur and cxtra expenditure on 84,599

e e e e
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7.42
to
7.48

The Committee also find that the undertaking had
been taking its requirement of Methylene Chloride
from Mettur Chemicals from September, 1967. The
Committee find that even in 1973 against the re-
quirement of 2000 tons of the materials from
January to December, 1973 the Mettur Chemicals
could supply only 1048 tons i.e. about 50 per cent
of the requirement with the result there had been
under-utilisation of the capacity of the plant, reduced
output and consequent losses to the undertaking.

The Committee do not appreciate the hasty action
of the Management in having placed an order on the
basis of single tender at a higher rate first on the
collaborators of an Indian firm and thereafter switch-
ing over to the Indian firm who on account of its
failure to meet the demand of the undertaking in full
had put the undertaking to further losses.

The Committee find that the stock of raw mate-
rials has increased from Rs. 140.35 lakhs repre-
senting 8.8 months consumption at end of 1968-69
to Rs. 268.68 lakhs representing 9.8 months consump-
tion at the end of 1971-72. The stock has however,
come dowd To Rs. 176.40 lakhs representing 3.9
months’ consumption at the end of 1972-73.

In regard to finished stock, the value of finished
stock has increased from Rs. 30.50 lakhs representing
1.6 months’ sales at the end of 1968-69 to Rs. 197
lakhs at the end of 1972-73 representing 3.9 months’
sales.

The Committee find that the ‘Fourth Committee
on Inventory Control’ appointed by Government of
India, which examined the inventory holdings of the
Undertaking had found that the Undertaking had been
carrying stock of raw materials in excess of norms by
Rs. 191 lakhs, Rs. 198.47 lakhs and Rs, 243.50 lakhs
at the end of 31st March, 1970, 31st March, 1971 and
31st March, 1972 respectively. The excess has, how-
ever, come down to Rs. 156 lakhs on 31st March,
1973.




(1)

(2)

©))

36.’

8.22
and
8.23

The Committee are informed that the Management

-are already taking steps to implement the recommen-

dations of the Inventory Control Committee except
those relating to institution of a system of reporting
to top management and re-organisation of Production

-and Material Management Departments which are in

the process of implementation,

The Committee are also informed that a system
of . perpetual verification of stores is now in vogue.
The Committee recommend that undertaking should
complete the re-organisation of the production and
material management departments soon so that plan-
ning, scheduling and purchases of material can be
systematisea.

The Committee trust that with the implementation
of the recommendations of the Inventory Control
Committee and institution of perpetual stock verifica-
tion system, it should be possible for the Undertaking
to keep the mventory under control and avoid over
stocking of ‘materials.

The Committee regret to note that the Undertaking
nad to write-off a sum of Rs. 28,631 being the cost
of 2,31,643 spools purchased in September, 1966, as
these were found to be defective and could not be
used. The Committee were informed that the defect
could be noticed only at time. of the use of the Spools.
The Committee fail to understand as to how such
defective materials were purchased without proper
verification and. inspection of the samples.

It has been admitted that this was due to faulty
system control and the samples should have been
approved before the materials were purchased. The
Committee recommend that the matter should be
investigated and responsibility for the lapses tixed.

The Committee note that on receipt of an indi-
cation from Government.that the demand for X-ray
film was likely to increase to S million sq. metres
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per annum and should be met by increasing the pro-
duction in public sector, the undertaking invited com-
petitive offer from Kodak, Fuji and Agfa-Gevart in
June, 1972, for increasing the production capacity of
X-ray films from 1 million to 5 million sq. metres.
The Committee also note that the undertaking is also
exploring the possibility of sceking the collaboration
of reputed manufacturers for production of colour
films and paper on reasonable terms. The Committes
were informed that the Kodak and Agfa have asked
for further discussion. Collaboration agresments havoe
not been finalised and thesc schemes have not been
included in the Fifth Plan. The Committee were
assured by the Management that they are confident
that with the help of their own-technicians they would
be able to attain the present capacity of the plant for
the production of different products and no large scale
modernisation is called for. The Committee were also
informed that the feasibility report of the Expansion
Scheme has not been completed.

The Committee recommend that before going in
for any expansion scheme it is essential that the under-
taking should consolidate its position and aim at
achieving full utilisation of the capacity already
installed =ad quality production by reducing if not
altogether eliminating rejections.

The Committee find that the post of Managing
Director has been vacant and one officer of the Manu-
facturing Division is performing the dutics of Manag-
ing Director. As the Undertaking has still a number
of production problems and has been continuously
incurring losses, the Committee need hardly stress
the need for Managing Director to man the activities
of this Undertaking. The Committee also recom-
mend that the feasibility of appointing a Chairman-
cum-Managing Director for the Undertaking instcad
of having both a part time Chairman and a full-time
Managing Director may be examined.

593 LS—19
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9.15
and
9.16

9.20
and
9.21

The Committee note that as against a strength
of 714 envisaged in the D.P.R. the National Produc-
tivity Council after conducting a job evaluation and
assessment of man power observed in February, 1970
that the staff strength in 1969-70 (about 1633)
was sufficient for the production level of 3.5
million sq. metres budgeted for that year and was
sufficient even for attaining the full production of
6.15 million sq. metres excepting in certain Depart-
nients like conversion, Laboratory, ¢tc. The strength
on 30th September, 1973 is stated as 1790 when the
production is of the orde: of 3 million sq. metres.

The Committee are surprised to note that the
Management in their anxiety to position men in time
on a particulur job obtained sanction of the Board
for creation of additional posts in anticipation of the
work. The rcsult of this has been that during the
period from 1969 to 1972, the Board sanctioned
number of posts very much in excess of what was
envisaged in the report of the National Productivity
Council. The Ministry has admitted that the proce-
dure adopted by the Undertaking was not the right
one and Board’s approval should have becn taken
only for Such posts really needed at that time. The
Committee note that a sub-committee of the Board
of Directors is already reviewing the requirements
of man-power. The Committee recommend that
HPF should on the basis of the recommendation of
sub-committee fix the staff strength of the various
sections quickly and staff found surplus should be
gainfully utilised elsewherc in the expansion pro-
grammes of the undertaking. The Committec re-
commend Government/Undertaking should ensure
that no additional posts are sanctioned or filled up
till the process 6f rationalisation is completed.

The Committee note that the overtime bill of
the Undertaking has shown a marked increase from
Rs. 36,000 in 1968-69 to Rs. 4 lakhs in 1972-73.
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The percentage of overtime allowance to the total
salaries and wages bill has increased from 0.73 per
cent in 1968-69 to 4.24 in 1971-72 and it registered
a marginal fall to 3.89 per cent in the year 1972-73.
The Committee recommend that management should
take concerted measures to check this trend of in-
crease in payment of overtime allowance and should
ensure that payment of overtime actually results in
increased productivity,

The Committee would also like Government|
Bureau of Public Enterprises to review the expendi-
ture on overtime allowances in the public Sector to
assess as to how far they have been for productive
purposes and to issue suitable instructions to the
Public Undertakings in this regard.

The Committee note that the Undertaking has
taken steps to reorganise the Interna] Audit and that
as soon as the post of Accounts Officer (Internal
Audit) is filled up, the review of adequacy of systems
and procedures would be taken up. The Committee
need hardly stress the importance of internal audit as
an essential aid to management to bring to notice in
time shortcomings in the working of the Undertaking
and urge that the comments of Internal Audit shou'd
receive prompt attention and serious consideration
at all levels with a view to taking necessary follow
up action.

MGIPND—PMR=—LS
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