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INTRODUCTION

1. The Chairman of the Estimates Committee, having been autho-
rised by the Committee to submit the Report on their behalf, present
this 12th Report (1990-91), on the Ministry of Industry, Department
of Industrial Development—Sickness in Heavy Engineering Industry.

2. Importance of heavy industries in overall industrial develop-
ment of the country is self-evident. Recognising this and taking
note of growing sickness in Heavy Engineering sector, the Bsti-
mates Committee (1989-90) selected this subject for their examina-
tion.

3. For the purpose of examination of this subject, the Committee
prepared a detailed questionnaire on the subject and sent it to the
Ministry for written replies. Thereafter, the Committee took the
evidence of the representatives of the Ministry of Industry on 6th
September, 1989. The Committee wish to express their gratitude
to the officers of the Ministry of Industry for placing before them
the material and information which they desired in connection with
the examination on the subject and for giving evidence befgre them.
The Committee also wish to thank those officials of RBI/IDBI who
anceared befcre the Committee for tendering evidence for sharing
their views with the Committee.

4. The Committee have based their exam nation essentiiliv on the
data of sick heavy industries as at the end of December, 1987. The
Committee foun1 that as many as 45 Heavy Engineering Units in
the private sector and 2 such units in the joint sector were sick. An
amount of Rs. 220.61 crores (Rs. 9.88 crores in joint sector units)
advanced as bank credit to these units was locked up. Apart from
this, a much larger portion of national resource, involving invest-
ments made in the equity of these units has either been lying idle
or was being utilised sub-optimally.

5. The Committee agree with the general policy of the Govern-
ment against the taking over of sick industrial units. In this con-
text, the Committee have welcomed the enactment of Sick Indu-
gtrial Companies Act (SICA) and the establishment of the Board
of Industrial and Financial Reconstruction (BIFR). Recognising
the significance of this subject, the Committee have given a separate
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report on BIFR. In the context of sickness in heavy industries, the
Committee called upon the Board to pay greater attention to this
sector.

8. While the rehabilitation of sick industrial units, including
those in the heavy engineering sector, is now the responsibility of
BIFR, the Committee have cautioned the Government in the matter
and have desired that the Ministry should concentrate its eftorts in
creating an environment in which incidence of sickness is minimi-
sed. The Comm’ttee have desired the Government to take the
following initiatives: —

(i) Involvement of State Governments in promoting harmoni-
ous industrial relations through tripartite meetings;

(ii) Periodical review of schemes meant for technological up-
gradation for assessment of their impact;

(m) Regular supply of basic raw materials;

(iv) A fresh look at project appraisal techniques and proce-
dures;

[}

(v) Prompt payment of dues by Government Departments;
and

(vi) Completion of viability studies in respect of units declar-
ed sick within a stipulated time.

The Committee have noted that a large numbher of sick heavy
engineering units exist in Maharashtra and West Bengal. The Com-
mittee expect the Government to investigate the reasons for this.

7. An important element of strategy to combat industrial sick-
ness is to facilitate early identification of sickness. In this context,
the Committee have noted that the present situation is unsatisfac-
tory. To overcome it, the Committee have advised the Ministry
to have its own information back-up for a periodical appraisal of
the heavy engineering sector. We note with concern that such in-
formation is not maintained even by the RBI. For example, the
Committee were unable to get any authentic information about the
numbers of people employed in sick heavy engineering units Mini-
stry of Industry informed the Committee that such information
was not being maintained.

8 Other areas that require strengthening at all levels, including
Ministry of Industry, are monitoring and inter-ministerial coordi-
nation. The present state of affairs in this respect leaves a great



vii

.deal to be desired. Indicative of this is the fact that although a
Health Gode System for monitoring the performance of units, assi-
sted by financial institutions, has been introduced, the Ministry was
not able to furnish any details about the actual impact of this
practice.

9. Apart from systematic monitoring of the performance of heavy
engineering sector, it is also important to redefine ‘sickness’, as re-

ferred to in the SICA, so that it is checked at the incipient stages
itself.

10. The Committee would also like to express their thanks to
the Estimates Committee (1989-80) for taking evidence on the sub-
ject and obtaining valuable information thereon. :

11. The Report was considered and adopted by the Estimates
Committee (1990-91) on 20th August, 1890.

12. For facility of reference recommendations/observations of
the Committee have been printed in thick type in the body of the
Report and have also been reproduced in a consolidated form in
Appendix to the Report

Nezw DELHI; JASWANT SINGH,
3rd December, 1990 Chairman,

12 Agrehayana, 1912(S) Estimates Committee.



CHAPTER I
SICKNESS IN HEAVY ENGINEERING INDUSTRY

1.1 Efforts of the country’s planners and its successive govern-
ments have been to achieve, alongside sustained growth in agricul-
tural sector, a rapid industrialisation in order to give the economy
a strong base and to create employment opportunities in the coun-
try. The importance of heavy industries for the achievement of
these objectives is self evident. Pointing out the importance of
heavy engineering industry the Secretary to Government of India,
Ministry of Industry stated, during evidence:

“Heavy Engineering Industries are the core industries. They
are the basic industries from which other industries
grow.”

Definition

1.2 Defining what constituted heavy engineering industry, Sec-
vetary, Ministry of Industry stated:

“It is that sector which has high capital investment, It helps
in producing goods and heavy capital equipment which
are used again in production of other equipment as well
as other technological processes. It is also a sector that
uses _technology to a great deal. It has long lead time
and gestation period in the production process. These
are some of the characteristics of the heavy engineering
industry. The heavy engineering industry loosely is
also called capital goods industry. The equipment manu-
facturing incustries like machine tools, the transport.
railway wagons, coaches fall within the sector of the
heavy engineerng industry.”

1 3 The Secretary, while explaining the general background
leading to sickness in heavy engineering industry, further stated:

“Because of the heavy capital investment, technology inputs,
long lead time gestation period and the fact that the mar-
ket for heavy engineering industry is not a secure kind
of market, this sector has had to contend with fluctuating
fortunes in the past. It also is dependent largely on two
major factors apart from technology and the long gesta-
tion period, which are the raw material and market



mechanism. It needs specialised steel, metal-based items,
copper, lead, zinc, etc. It also is dependent, in many
cases, on monopoly buyers. For instance, for power
generating equipment, the monopoly buyers are the State
Electricity Boards. If there are fluctuating fortunes in
the State Electricity Boards, such as low investment, in-
ability to discharge payment liability, financial problems
with the State Electricity Boards, then obviously the
equipment manufacturers in the heavy engineering sec-
tor suffer. Similarly, coalmining equipment is another
kind of machinery which is used in the capital goods
sector. It is heavily dependent on the health of the con-
sumer sector which often is a monopoly sector. These
reasons have led to fluctuating fortunes in the heavy en.
gineering sector. Also because of the high investment
added with problems of raw material supply, which com-
pels loading the company with high inventories further
. adding to costs, the profitability margins have been low.
This is not a sector which has a very higk profit margin.
For these reasons, the health of this sector has been
fluctuating.” : -

(a) Magnitude of Sickness

1.4 The Ministry of Industry was asked to furnish information
about the number of Heavy Engineering Sick Units (State-wise)
other than those in the public sector. The Ministry in their reply
stated that based on half yearly returns, submitted by banks,
State-wise position of sick Heavy Engineering units, as at end of
December 1987, (latest available), was as follows:

[Sickness as defined in Sick Industrial Companies (Special Provisions) Act, 1985]
(Rs. in crores)

Private Sector Joint Sector Tota
Sl. State - . R - e e
No. No.of O/S No.of O/S No.of O/
units bank units bank umits bank
credit credit credit
1 T2 3 4 LG 7 [
1. AndhraPradesh . . . 3 1.46 3 146
2. Bihar .. 1 058 1 0-58
3 171 3 17

3. Gujarat




1 2 3 4 s 6 1 8
4. Haryana 1 4.9 1 49
5;‘ Karnataka . . . . 1 2.87 . . 1 2-87
6. Madhya Pradesh . . . 1 1-67 .. . 1 1.67
7. Matarashtra . . 16 93.08 .  ee 16 93:08
8 Punjab . . . . 2 032 . 2 032
9. Tamil Nadu 6 179 1 281 7 0.4
10. Uttar Pradesh 1 009 1 73 2 146
11. West Bengal 9 77-52 9 T7.%2
120 Delbi . . . . . L 249 .. . 1 2.4
ToraL: . . . T4 2007 2 9.8 47 22061

(Source : Reserve Bank of India)

1.5 Explaining the criteria for compiling these statistics of sick
anits in the heavy engineering sector, the Secretary, Ministry of
Industry, stated:

“After the enactment of the Sick Industrial Companie; (Spe-
cial Provisions) Act, 1985, we are going by the definition
as laid down in SICA of 1985. According to that, the
number of units in the heavy engineering sector which
are considered to be sick as a proportion to the number of
units which are in actual production—is not that large. The
number that has been identified by the RBI in the 1987

statistics is 47.” \

1.6 In this context the Committee were informed that since
January 1987, RBI had adopted the definition of Sickness3 as provided
under SICA, 1985. As per this definition a ‘Sick Industrial Com-
pany’, means an industrial company (being a company registered for
not less than seven years) which has at the end of any financia! year
accumulated losses equal to or exceeding its entire net worth and
has also suffered cash losses in such firancial year, and the financial
vear immediately preceding such financial year.

1.7 The Ministry further stated that of the 47 unils classified as
Sick Heavy Engineering Industries, viability studies had been conduc-
ted in respect of 38. 19 units were considered as viable, the remain-
ing 19 units non-viable. Viability is yet to be established in respect

of the remaining 9.
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1.8 When asked to state when viability studies of these nine re-
maining units would be taken up, the Ministry replied that it was
not possible to indicate any specific time frame. However, omce an
unit was identified as sick, a viability study was invariably taken up
.alongwith follow up action.

1.9 The Committee nete with concern that as many as 45 heavy
engineering units in the private sector and 2 such units in the joint
sector are sick. On the basis of information supplied by the Minis
try, the Committee find that an amount of Rs. 210.73 crores, and Rs.
9.88 crores, in the private and joint sector units respectively, ad
vanéed as benk credit, is locked up. Apart from this, it is obvioue
thut a much larger portion of national resource, involving invest-
ments made in the equity of these units, by a large number of small
investors is also either lying idle or is being utilised sub-optimally.
The Committee welcome the establishment of Board for Industrial
and Financial Reconstruction under Sick Industrial Companies (Spe-
cial Provisions) Act, 1985. However, at the same time the Committee
is of the view that the Governrment should demonstrate much grea-
ter seriousness ahout the magnitude of industrial sickness, particu-
larly in the heavy engineering sector which is a core section. Only
by so doing can investments made in this sector by the public di-
rectly, or through public financial institutions, be optimally and
efficiently utilised. This, in the opinion of the Committee has become
all the more necessary in view of scarcity of resources.

1.10 The Committee have been informed that of the 47 units on
the sick list viability studies had been carried out only in respect of
38 units. In respect of the remaining 9, no specific time-frame had been
laid down. The Committee are unable to appreciate this: why ought
viability studies of these units, without which no remedial action is
possible, and which should be undertaken as fast as possible, not be
subject to a time schedule. The Committee would like to impress
upon the Government its views on the subject alongwith the desira-
bility of carrying out such studies promptly Accordingly, therefore,
the Committee recommend that a specific time limit be fixed for the
purpose.

111 The Committee also note that the incidence of sickness in
the heavy engineering sector is markedly higher in two States, viz,,
Maharashtra and West Bengal. The Committec would, therefore,
recommend that Government may study the situation in these two
States in consultation with the State Governments concerned in order
to ascertain whether any special problems are encountered by the
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-heavy emgineering industry in these States. The Corumittee would
await the results of such « study.

(b) Government Policy on Industrial Sickness

112 The Ministry were asked to give details of the policy res-
ponse of the Government in tackling the problem of sickness in
heavy engineering industry. In a written note, the Ministry
stated that several policy measures have been initiated by the

Government for the revival of sick industrial units. These policy
ineasures are described as under ;—

“The Soft Loan Scheme was introduced in November, 1976
for modernising the five selected industries, namely,
cotton, textiles, jute, cement, sugar and specified eng-
ineering industries. The main objective of the scheme
is to provide financial assistance on concessional terms
to the weaker units in these five groups for modernisa-
tion, replacement and renovation of their old plant and
machinery. The scheme is being operated by the IDBI
along with IFCI and ICICI......

2

In 1977, the Central Government evolved a scheme of mer-
ger of sick units with healthy ones with a view to
revive sick industrial units. In the Finance Act, 1977
Government introduced certain fiscal concessions under
Section 72A of the Income Tax Act, whereby a healthy
unit taking over a sick unit was allowed to carry for-
ward and set off the accumulated losses and unabsorbed
depreciation of the latter against its own tax incidence.
However, it was stipulated that the merger should be in
the public interet. In respect of the amalgamations
mooted by MRTP companies, the requirement was an
overwhelming public interest.

The policy of 1978 on sick industries recognised that the
revival of a sick unit cannot be the responsibility of
any single agency and that it can be achieved effecti-
vely only by a sharing of the responsibility by Central
Government, State Government, {Financial Institutions,
RBI and the management itself. The policy stated that
closer and more vigilant involvement of financial insti-
tutions in units with management of dobutful compet-
ence or integrity would be essential. For this purpose
the policy statement announced that a group of profes-
sional directors would be <et up jointly by financial
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institutions. This group would report to the financial

institutions on measures that should be taken to pre--
vent industrial sickness. In the case of industrial units’
which were already sick, the policy advocated rehabi--

litation through joint efforts of State Government and
financial institutions who were to provide financial and
managerial support with suitable restructuring of the
management,

A new strategy for sick units was announced by the Union
Industry Minister in October, 1981 which was subse-
quently modified in February, 1962. The strategy aimed
at preventing sickness fn industry, quick rehabiltation
of weak units and early decision on the future of sick
units. It was stated that the specific responsibilities
rest with the administrative Ministries for prevention
and remedial action in relation to sickness in industrial
sectors within  their respective charge. Where major
industrial sectors were afflicted with widespread sick-
ness, the administrative Ministry has to set up Commit-
tees for reviewing and suggesting policy measures re-
quired to tackle the problem. It also called upon the

® financial institutions and banks to take timely correc-
tive action to prevent incipient sickness. A monitoring
system for sickness in industrial units was to be evolved.
As soon as the banks, financial institutions become aware
of definite signs of sickness, necessary corrective action
was to be initiated on the basis of a study undertaken by
them where banks and financial institutions wanted eff-
ective remedies in the shape of rationalisation of labour
strength, infrastructural inputs, the Department of In-
dustrial Development was to take up the matter with the
concerned Central Ministries and State Governments.
Naionalisation also could be thought of for reviving of
an undertaking provided the unit could become viable
in a reasonable period of time and the step was in public
interest.”

1.13 As a result of further review of the situation the Govern-
ment has enacted a comprehensive legislation, namely, “The Sick
Industrial Companies (Special Provisions) Act, 1985” which, inter-
alia, provides for setting up of a quasi-judicial body designated as
the Board for Industrial and Financial Reconstruction to look into
the cases of companies which have become sick. The Board takes
decision about their rehabilitation or other suitable action in each
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case, considers various alternatives for revival and rehabilitation of
sick unit such as change of management of take over, amalgamation
with other unit or sale or lease of a part or whole of its undertaking
or such other preventive, ameliorative and remedial measures as
may be appropriate. The BIFR set up under the Sick Industrial
Companies (Special Provisions) Act, 1985 became operational on
15 May, 1987. Industrial companies whose net worth has been
ercded by 50 per cent or more are required to make a reference to
the BIFR under Section 15 and 23 of the Act, respectively. While
references received under Section 15 are required to be inquired
into, there is no such requiremnt in respect of references received
under Section 23.

1.14 Summing up the overall approach of the Government, at
present, in tackling the problem of industrial sickness, the Ministry
stated:

“The Policy guidelines on sick industries which were issued
in October, 1981 emphasised the following:

(i) The emphasis should be on preventive rather than cura-
tive measures;

(ii) The banks and financial institutions should detecy sick-
.ness at the incipient stage itself;

(iii) The concerned administrative Ministries in the Govern-
ment of India as well as the State Governments should
keep a close watch on the sickness concerning their res-
pective industries;

(iv) Take over management under the Industries (Develop-
ment & Regulation) Act, 1951 should be resorted to
rarely and that too as a prelude for nationalisation with-
in six months of the date of take over.”

1.15 During evidence, Secretary of the Ministry was asked to
indicate the agency which earlier fulfilled, the role now assigned to
BIFR. She stated:

“Before the Act came into force, the banks and RBI used to
report the cases of sickness to the Ministry of Industry
and they would then refer those cases to the concerned
administrative Ministries, Then there was a Guidance
Committee under the Chairmanship of the Finance Sec-
retary which used to look into the problems of tempor-
ary nature. That Committee used to meet and help in
rehabilitation of that industry. This work is now being
done by the BIFR. This BIFR has certainly been given
a focus as far as revival of sick units is concerned.”
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1.16 Asked about the policy of the Government on nationalisa-
tion or take over of sick industrial units, the Ministry stated that
the general policy of the Government now was not to take over
sick units and that the logic underlying this approach was that
scarce resources of the country could be better employed.

1.17 Asked what was the Ministry’s view about certain heavy
engineering units that were nationalised, and then denationalised,
and whether the Ministry had any specific plan for revival of these
companies through any other agencies, Secretary, Industry stated:

“We have no such programme....But the general policy of
the Government is not to take over or nationalise units
any more, If a unit is revivable and if it is viable, then
rehabilitation package is the route that we would like
to follow and not the nationalisation route.”

118 In this context the Ministry informed the Committee in a
written note that no heavy engineering unit had been taken over by
Government under Industries (Development and Regulation) Act,
1951, since 1982.

1.19 The Committee have been informed that general policy of
the Government was not to take over or nationalise sick industrial
units any more. The Committee agree with this view of the Govern-
ment. There might, however, be unusal circumstances warranting
iake over or nationalisation of a unit. This policy pronouncement of
the Government has, therefore, to recognise a necessary caveat.

(c) Cause-wise analysis for Sick Units

1.20 With regard to cause-wise analysis of the sick units in the
Heavy Engineering industry, the Ministry stated in the Prelimi-
nary Material as under:—

“The RBI have informed that a cause-wise analysis exclus-
ively for Heavy Engineering units has not been carried
out. However, a general Study was carried out by RBI
covering 1200 individual large and medium units  (ie.
non SSI units) including those in the public sector, on
the basis of information data obtained from banks as at
end December, 1986 i.e. prior to coming into force of the
Sick Industrial Companies (Special Provisions) Act,
1985 (SICA). This covered, inter-alia 320 medium and
large sick engineering units (other than iron and steel) >
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1.21 Since Heavy Engineering Industry is dealt with by the Min-
istry of Industry, the Ministry were aksed whether it would not
have been proper for the Ministry to have an exclusive study made
for sick units in the Heavy Engineering Industry so that factors
responsible therefor could be analysed and remedial measures
taken. The Ministry was also asked to give its views about the pre-
dominant reasons for the sickness in Heavy Engineering Industry.

1.22 The Ministry in their reply admitted that no cause-wise
analysis of sickness exclusively in respect of heavy engineering sec-
tcr, had been made. The Ministry further stated that Government
had always been conscious of the imperative need to tackle the
problem of industrial sickness as a whole, covering all the import-
ant and critical sectors of the economy including heavy engineering
industry. They stated that such a monitoring was a continuous ex-
ercice and attended with consequential remedial measures and stra-
tegies for timely rehabilitation. However, the causative studies were
being done by the banks under the guidelines of the Reserve Bank
of India. Necessary action was, moreover, being taken througn the
Board for Industrial and Financial Reconstruction (BIFR) created
under the Sick Industrial Companies (Special Provisions) Act, 1985
(SICA) to evolve suitable rehabilitation packages on a case by case

basis.

1.23 In the written note furnished by the Ministry to the Com-
mittee it drew Committee’s attention to a recent study made by the
Reserve Bank of India to analyse the causes of industrial sickness.
This study had shown that market problems, financial problems,
labour problems, obsolescence of machinery and management de-
ficiencies were the major factors responsible for industrial sickness

in the heavy engineering industry.

1.24 With regard to extent to which each of these factors were
responsible for sickness of different units the Ministry in a written
note stated :—

“Since sickness is generally observed to be the result of a

combination of factors, the frequency of appearance of
each factor was studied. The findings of the study for 320
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medium and large engineering units included in the
broad study of 1200 sick units are given below :—

Causes No. of % to

units®* total
Management deficiencies . . 284 88-75
Market Problems 105 32-81
Project conception/execution . . 88 27-50
External factors . . ! 22-18
Infrastructure deficiencies . . . . . 63 19- 68
Labour problems . . 64 20- 00
Obsolescence . . 17 5.31
Financial difficulties . . 36 11-25

*The 4otal of this column would not tally with the number of engineering
units studied because sickness was analysed to be on account of a combination

of factors.”

1.25 Asked to state how many of the 320 units for which studies
had been conducted, related to Heavy Engineering Sector and which
factor appeared to be more frequently responsible for sickness 1n such
units as also what measures had been taken to check such a frequ-
ency, the Ministry stated that out of 320 units for which studies have
been conducted 50 units were categorised under Heavy Engineer-
ing Sector. When it was pointed out by the Committee that in a
different set of statistics giving state-wise details of sick units in
Heavy Engineering Sector the figure was just 47 the Secretary,
Ministry of Industry explained that the abov: 320 sick units were as
per the definition of RBI prior to January, 1987. According to
that definition, a unit could be considered as ‘Sick’ if it had incur-
red cash loss for one year and, in the jadgement of the bank, was
likely to continue to incur cash losses for the current year, as well
as the following year, and which had an imbalance in its financial
structure, such as current ratio of less than 1:1 and a worsening
debt equity ratio (total outside liabilities to net worth).
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1.26 Frequency of factors responsible for sickness, in respect of
these 50 heavy engineering units is as follows:

No. of  Yage
units  of cases

Management Deficiency . . . . 12 24
Financial problems . 16 32
Market Problems . . . 24 48
Infrastructural Problems . . 9 18
Obsolescence of machinery. . . . . 13 26
Labour problems} . 15 30
Project shortcoming . 10 20

1.27 It is evident that market problems is the most frequent
causes of sickness in the heavy engineering sector. Recession in de-
mand, inability of the buyers to place continuoug orders due to
their own internal problems are some of the major market const-
raints. The Committee were informed by the Ministry that gmongst
remedial measures was diversification of the product-mix. It was
further stated that wherever possible attempts were being made to
ensure firm commitment regarding purchases from Government
departments, and undertakings,

1.28 Financial problems were being faced in the following
fields:— -

(i) Management of working capital

(ii) Availability of Promoters contribution for such working
capital as well as for term loans

(iiiy Management of inventories
(iv) Collection of receivables

(v) Inability to comply with the discipline of banks and finan-
cial institutions

(vi) Over-trading leading to inability to maintain the delivery
schedule followed by penalties.
»

1.29 The Ministry stated in its written reply that these financial
problems were mainly on account of managerial deficiencies as
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well as financial inadequacies of the promoters. These, therefore,
had to be tackled on a case to case basis.

1.30 In regard to sickness due to obsolesence of machinery, the
Committee were informed that IDBI had come up with a moderni-
sation scheme, specifically for the engineering sector which, inter-
alia, provided for modernisation/renovation/replacement of plant
and machinery so as to improve productivity and competitiveness.

1.31 For tackling management related problems the Boards of
Directors of sick units have been professionalised with nominees
from financial institutions/banks as also professional nominees of
Board for Industrial and Financial Reconstruction (BIFR). When-
ever any other managerial deficiency comes to the attention of the
financial institutions, it is taken up with the unit concerned, for
rectification. '

1.32 The Ministry have further stated in the preliminary mate-
rial as follows:

“Quite often banks and financial institutions alone may not be
able to find effective remedies to industrial sickness. They

* may need assistance at Government level, particularly
where rationalisation of labour strength wages, infras-
tructural inputs, etc. are required. Such cases should be
brought to the notice of the Deptt. of Industrial Deve-
lopment, who would take up the matter with the con-
cerned Central Ministries and State Governments.”

1.33 In written reply to questionnaire issued by the Committee
the Ministry stated that in a recent study conducted by the Reserve
Bank of India no case where industrial sickness had resulted only
from labour problems had been reported. In fact, in all cases of sick-
ness a combination of factors had been responsible.

1.34 The above study also brought out the number of cases which
became sick due to inefficient management. Again this factor could
not be held as exclusively responsible for sickness.

1.35 The Committee were informed that almost all cases of indus-
trial sickness were now being referred to BIFR for rehabilitation or
other-wise. As and when BIFR takes cognisance of a sick unit, it
keeps the Administrative Ministry inforgaed. In fact, suggestions of
the Administrative Ministry on the rehabilitation package or other-
wise are invariably taken,
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1.36 Elaburating upon the causes of industrial sickness with
particular reference to heavy engineering sector, the Secretary, In-
dustry stated during evidence:

“....what the Ministry has done to overcome some of the
problems which are the general problems. They are the
general problems but they have been specifically men-
tioned in the survey. One is marketing. I mentioned to
you that marketing is a major problem because there are
monopoly buyers and industry did not have the flexibility
to diversify their products. In order to overcome that, in
1985 the Government delicenced the entire industrial
machinery sector so that the companies have a flexibility
to produce that which the market is needing at a point of
time ........ In the core sector large companies that are
financially strong could make investment without any kind
of deterrence, which is otherwise applicable to MRTP and
FERA companies. Then we introduced the liberalised
import policy to enable them to get their input so that
they could economically produce something which could
be competitive in the market. Technology import and
modernisation programme were undertaken in 1987. The
Ministry had five sectors of the heavy engineenng indus-
try studied in detail by expert groups. On the basis of
the reports of those expert groups, the technology upgra-
dation scheme was introduced by IDBI. This technology
upgradation scheme of IDBI enables capital goods sector to
get concessional finance for modernisation and for import
of technology and sinmultaneously to remove the con-
straint of component imports and raw materials. A con-
cessional regime for excise and customs duty was also
given from the Government’s side. So, the two types of
concessional finances that were made available through
the technology upgradation scheme are the result of the
Government’s intervention in trying to upgrade techno-
logy, enable modenisation, introduce competitiveness and
enable cost effective production by the major industries
and cater to the market demand.”

Chairman IDBI added:

“T would like to supplement what the Secretary has just now
mentioned. As she rightly mentioned, modernisation in
technology is very good and a positive factor which can
help to alleviate sickness in the heavy industry. IDBI



14

having three schemes in this direction. One is general
modernisation scheme in which equipment finance is sup-
plied at a concessional rate of interest. There are two other
schemes, i.e. the technology development fund which is
a very important input and which is solely for financing
import of prototype equipments. Thirdly, what the Secre-
tary has just now mentioned is the technology upgrada-
tion.”

1.37 Asked what was the suggestion of the Ministry to cvercome
problems relating to marketing, the Industry Secretary stated:

“Only diversification of the product can get you out the clut-
ches of the buyer. If you manufacture power generating
equipment, you have no choice except to sell it to the
Electricity Boards. Mining equipment can be sold only to
Coal India. Capital goods in telecommunications can be
sold ‘only to the Department of Telecommunications which
has a monopoly in the telecommunication sector.” Unless
you give freedom to the company to diversify into pro-
ducts which are not wholly dependent on the monopoly
buyers, the company’s fortunes are linked with those
monopoly sectors.”

1.38 When, during evidence, the Committee desired to know
whether any survey had been conducted to know the impart of po-
licy liberalization in various areas affecting industrial growth the
Secretary Industry stated:

“We are reviewing it constantly.”

1.39 Asked whether the Ministry of Industry was entrusted with
the responsibility of creating export market for Indian and what
role it played in popularising Indian products in foreign markets,
Secretary Industry stated:

“We play a role in assisting the country’s exports. We are
involved in decision making in coordinating industrial po-
licy with export policy in order to encourage the export
growth.”
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1.40 Asked whether any incentives were given by the Ministry
to improve exports, the witness stated;

“It is incentive-oriented production.”

Chairman, IDBI added:

“I would like to add one more aspect to it. We are talking
about substantial increase in the growth of engineering
exports. Engineering exports as far as heavy engineer-
ing is concerned, take place through project exports. For
example, somebody in India is trying to take up projects
for putting up a sugar mill in Malaysia or Africa. Then
we export the entire sugar machinery to them.”

1.41 Taking note of the fact that labour unrest was one of the
major contributory factors towards sickness in heavy engineering
sector the Ministry were asked whether the Government have any
plans or programmes to change the laws or to make any other legis-
lation to tighten the labour sector, the Industry Secretary in her
reply stated:

“I think we have no programme to change the law. * The
main problem of labour and its conflict with management
is really a matter which the State Governments handle.
It is within the purview of the State Governments. But
I think the management also has a major role to play
by making the environment productivity oriented, by giv-
ing ncentives for productivity, for performance, for im-
proving the working environment, by giving training and
retaining the labour, by involving labour in participative
management, etc. This is something which the Govern-
ment is indirectly encouraging. There is no direct in-
tervention of Government. But we have organisations
like the National Productivity Council which undertakes
studies of different industrial units to show why produc-
tivity is declining, what can be done to improve produc-
tivity, how to train manpower, how to give incentives,
what is the national basis for sharing of incentives
and these case studies are discussed both with labour
unions and management and I think there are several
such catalytic organisations which create an awareness
of the need for improving productivity and better mana-
gement and labour relation.”
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1.42 Comenting on circumstances under which the capital goods
became uncompetitive, the Industry Secretary stated:

“We are constantly analysing this issue. We are doing sub-
sector-wise and sector-wise studies. Unfortunately, the
major weakness of the Indian capital goods sector is that
it does not remain competitive because of high cost of
the raw material. It is also affected by the high cost of
steel (imported), copper cost, import duty, etc. The cost
of the raw material is an important input. It makes
the viability of these units get more and more distorted.
Secondly, we are freely allowing modernisation by liberal
import of technology as well as drawings and designs so
that even with the imported designs you can build a
modernised sector, this is being permitted. I think there
are also certain strengths in the Indian capital goods;
one of the major strengths which has been recognised
globally is the strong pool of technical manpower, which
is capable of diversifying, innovating etc. I do not fore-
see that this sector is going to die, it is going to add to
the strength no doubt; but we would need a lot of things

‘ by way of rationalisation; we are trying to rationalise
the import of components rather than finished produects;
we are allowing competition in g more rational manner.
I hope that this sector will grow in strength rather than
decline.”

143 The Committee note that problems relating to marketing,
finances, labour, obsolescence of machinery, and management deficien-
cies mainly account for sickness in the heavy engineering sector. The
Commiittee note with satisfaction that the Government, of late, is
encouraging heavy engineering units to diversify their products mix.
However, the Committee is not in agreement with the stand taken by
the Ministry that the responsibility for solving labour related problems
rested solely with State Governments. The Committee would like the
Ministry to take due initiatives in this regard. The Committee would,
therefore, recommend that the Ministry of Industry should convene
tripartite meetings of management, labour and the State Governments
periodically. This, the Committee feel, will promote a common out-
look on the problem.

144 The Committee note that financial problems arise essentially

from manageriral inadequacies. Since most of the heavy engineering
units depend on banks and other public financial institutions for their
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credit requirements, the Committee would recommend that directions
be issued to banks and financial institutions like IDBI for maintaining
a close watch on the performance of such units, In this context, tne
Committee would also recommend that the definition of a ‘sick unit’
as adopted under SICA, 1985, should be reviewed early with a view to

facilitating early identification.

1.45 The Committee note with satisfaction the steps taken in recent
years for a technological upgradation in the heavy engineering sector.
The Committee would, however, like the effect of these schemes to be
reviewed periodically. The Committee would also like the Ministry
to examine whether the various existing incentives for technology

upgradation are adequate.

146 The Committee would like the Government to exemine afresh
whether its existing project appraisal techniques and procedures merit
reform. Perceived social benefits cannot replace economic viability

of a project.

147 The Committee are also of the view that steps are requiged to
be taken 1o ensure a regular supply of basic raw materials, especially
steel and coal, at reasonable price to heavy engineering units. Depart-
mental undertakings should make payments in time, ensure more
favourable infrastructural facilities and provide finance for techno-

logical upgradation.

(d) Detection of Sickness

148 The Ministry were asked to indicate the preventive steps
taken to detect sickness of the units at an incipient stage. The
Ministry in their written reply stated:

“The need for detection of sickness at the incipient stage itself
and proper coordination between commercial banks and
term lending institutions in the formulation and imple-
mentation of rehabilitation programmes, has been long
felt. The RBI have from time to time issued instructions

in this regard which require:

(1) The banks should review the accounts of the borrowers
to identify those units which are already sick or prone
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to sickness. This review of accounts should be done
without fail. The banks should set up cells which
could use the information available and detect early
warning signals,

(2) The progress of sick units which are being nursed by
banks and financial institutions should be monitored.

(3) Initiate prompt remedial action including a djalogue
with the borrowers to arrest the trend by elimina-
tion of the factors causing sickness.

(4) The banks should also strengthen their technical ap-
praisal/inspection machinery at various levels suitably,
so that they are also able to identify technical deficien-
cies if any, in the operation of assisted units and sug-
gest/initiate timely corrective action.

(5) The term lending institutions should associate the

major financing banks or at least the lead banks where

there is a formal consortium arrangement, right from
the stage of taking up the viability study.

(6) Commercial banks should ensure perticipation in the
joint meetings at an appropriate level. Representation
at these meetings should be at sufficiently senior level.

1.49 The Ministry further stated that Government had always
been conscious of the need to tackle the problem of industrial sick-

The Committee were informed that RBI had evolved the

Health Code System (HCS) under which the financing banks could
know the state of health of the units assisted by them. This is
followed by necessary viability studies and rehabilitation program-
me in respect of those units which are potentially viable.

1.50 During evidence, a witness explained the ways in which
sickness in an industrial unit is usually identified. He stated:

“There are some ways in which the sickness can be identified.
These are:

(i) Non-submission or incorrect submission of stock state-
ments and other control statements,
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(ii) Inability to maintain the stxpulated margin on a conti-
nuous basis,

(iii) Widening difference between the outstandmg balance
and drawing power,

(iv) Periodical interest debited remaining unrealised ren-
dering the account irregular,

(v) Attempt to divert sale proceeds through accounts of
dther banks,

(vi) Frequent return of cheques or bills.”

1.51 Explaining the work of Health Code System, the Ministry,
in a written note, stated: —

“The Health Code System is meant for classification of borro-
wal accounts of industrial units by the concerned assist-
ing banks under various categories so as to facilitate
comprehensive and uniform credit monitoring.” o

1.52 Elaborating further on the approach of the RBI, the Minis-
try stated:

“The Reserve Bank has also advised banks to introduce ac-
countability at branch level, where symptoms of approach-
ing sickness are first observed, for timely reporting to the
controlling authority and initiating corrective action be-
fore sickness actually sets in.”

1.53 According to Health Code Scheme the banks classify the
units assisted by them as follows: —

(i) Satisfactory

(ii) Irregular

(iii) Sick : Viable—Under nursing
(iv) Sick : Non-viable/sticky

(v) Advances recalled

(vi) Suit filed accounts

(vii) Decreed Debts
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(viii) Bad and doubtful debts. S

1.54 Out of the above 8 codes, the RBI monitors the code No. 3
and 4 only from rehabilitation angle.

1.55 The Ministry were asked to indicate whether there had
been any case in heavy engineering sector where sickness was de-
tected at an incipient stage. In a written reply the Ministry stated
that it was not possible to indicate any specific case where sickness
had been detected at an incipient stage because the necessary moni-
toring was being done at the level of commercial banks and financial
institutions concerned; even the RBI was only monitoring upto the
level of weak units, '

1.56 When asked whether banks or financial institutions had
been able to detect sickness at an incipient stage by following Health
Code System, the Ministry stated that such details were available
with the commercial banks and not with RBL

1.57 However, during evidence one of the representatives of the
Ministry stated as follows:

“Each bank, on each one of its borrowal accounts, is supposed
to classify it to one of 8 categories which have been given
to them. This is reviewed by each bank and their actions
are also brought to the boards of the bank, once in 6
months, mainly with the intention of reviewing the per-
formance. The RBI takes a general review of the
Health Code System and they submit a report to the
Government. This is the system presently in vogue.”

1.58 The Committce note that adequate instructions exist with the
lending institutions, including banks, for detection of incipient sick-
ness. The Committee also note that it is possible for lending institu-
tions or the Government to come to conclusions sbhout the degree of
sickness in an industrial unit at a fairly early stage. The Committee
have been informed that RBI has evolved a Health Code System
which is meant to help the banks and financial institutions in catego-
rising the sickness according to its degree of intensity. They, how-
ever, are disappointed to find that the Ministry was not able to furnish
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any details about the actual gains of instructions so issued. The Com-
mittee are unhappy to note that the Ministry is not able to comment
upon the efficacy of ‘Health Code System’, even though RBU sub-

mits regular reports on the subject.

1.59 Further, the Committee take a serious note of the fart that
even after the Estimates Committee had notified their intention to
examine position regarding industrial sickness in heavy engineering
sector and had issued necessary questionnaire for the purpose, no
satisfactory effort seems to have been made by the Ministry to obtain
all relevant data from RBI and the Departmcnt of Banking.

(e) Monitoring and Coordination

Monitoring

1.60 According to the latest policy of Government for sick in-
dustries in October, 1981 and modified in February, 1982, the finan-
cial institutions and banks were asked to strengthen the monitoring
system so that it became possible to take timely corrective action to
prevent incipient sickness. Towards this end the financial institu-
tions were instructed to arrange for assisting units to submit
periodical returns for enabling them to monitor utilisation of loans

and performance of individual units,
1.61 In a written note submitted to the Committee, the Ministry
stated: ‘

“Institutions have evolved intensive monitoring mechanism to
facilitate detection of incipient sicknes and to take timely
corrective action for preventing sickness as also for en-
suring smooth implementation of rehabilitation packages
in respect of units which have already become sick but
are potentially viable. The units are required to submit
periodical progress reports during the implementation
as also during the operational stages of the project/reha-
bilitation scheme. Pe:“odical visits are made to the
assisted units to make first hand assessment of the pro-
gress being achieved by the units in different spheres.
Nominee directors are appointed on the Board of assisted
units and reports received from them on the meetings
of the Boards of Directors are subject to detailed scrutiny.
The annual reports received from the company are analy-
sed and any symptoms of incipient sickness thrown up
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in the course of analysis are followed up with a view to
curing them.”

The Ministry further stated:— |

“Financial institutions have also set up separate calls for
dealing with problems faced by sick units and finalisation
of the rehabilitation package for them wherever neces-
sary. All the jointly financed units are divided amongst
IDBI, ICICI, CFCI and IRBI........ "

1.62 The Ministry were asked to give details about heavy engi-
neering units which were generally prone to sickness. In a written
reply the Ministry stated that data on sick industrial units was
being maintained by RBI and that the data furnished by them
under different categories did not indicate separately specific date
regarding heavy engineer'ng units -hat might be sick. They fur
ther stated that Government of India had taken a number of steps
for the revival/rehabilitation of sick industrial units including
those in the Heavy Engineering Sector. '

Q
1.63 When asked to indicate whether any case relating to heavy
engineering industry where mismanagement has heen jdentified
as one of the major causes of sickness, had been brought to the
notice of term-lending institutions or RBI, the Ministry sta'fed that
such information was not available.

1.64 In a written note the Ministry also stated that information
regarding the magnitude of human resource employed in 47 sick
heavy engineering units was not being maintained by RBI. In
this context. however, the Ministry admitted during evidence that
labour displacement as a result of modernization was visible even
in heavy engineering sector. ‘

1.65 However, when asked whether the financial institutions
who have placed their nominees on the Board of Director of sick
units had been submitting to the financial institutions periodical
returns required to be submitted by them, the Ministry could not
confirm this but reiterated that nominee directors are required to
submit a revort to their varent organisations after every meeting
of the Board of Directors.

1.66 When, durine evidence, it was suggested to the representa-
tive of the Ministry that nominee directors should be able to a'ert
term-lending institutions about the day-to-dav develooments of the
units concerned, he stated that the banks had been instructed to
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monitor the accounts of the borrowing units on an ongoing basis
and that they were doing so. He further stated that efforts were
being made to ensure monitoring by RBI also.

1.67 Commenting on the possibility of sick units avoiding to in~
form the term-lending institutions about their sickness and the
desirability of the Mmistry of Industry having its own in-built
machinery for obtaining the necessary information, the Secretary,
Industry Ministry stated:

“The Department has no information of any kind on this.
The only source of our information is through the banks,
They are the ones who are in day-to-day contact with the
accounts, day-to-day contact with the management where
nominee directors of various term-lending institutions sit
on the Bozrds of these companies. It is only through
them that any information really comes. So, the Minis-
try or the Government in any Department is informed
through the commercial banks o: the RIT or the term
lending institution about the mis-management of a parti-
cular company.” *

Further clarifying the role of the Ministry of Industry the Sec-
retary stated:—

*Whle the health and the growth of the sector is the respon-
sibility of the Department concerned, the sickness of
the individual units can be due to mismanagement or any
other problem and the only source of .nfcrmation is the
bank.”

1.68 She further stated that while there were g large number
of sick industries in a particular sector it was the responsibility
of her Department because of the policy issues involved. In such
cases, she added, the Department ‘obta:ned the information of the
growth of the industry through the associations of different indust-
rial sectors. development councils and through contacts with the
industry.

1.69 The Committee note thet at the level of banks and financial
institutions sufficient arrangements exist for monitoring the degree
of industrial sickness in the country. However, the Committee finds
it ag irrational that such monitoring stops short of the Ministry of
industry. It is the view of the Committee that periodieal and neces-
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sary fine tuning of policy would not be i i
fine olicy : possible in the absence of
:o:;:ormx of industrial sickness by the Ministry. The Committee
ould, therefore, recommend that the Ministry have its own infor-

mation back- iodi i i i
et up for a periodical appraisal of the heavy engineering

170 The Committee are disappointed also to note that nejther RBI
nor the financial institutions or bhanks maintain separate data in res-
pect of s'ckness in heavy engineering sector. The Committee wonld,
therefore re-emphssise the need for such data.

171 The Committee are dismayed to note that the Ministry of
Industry has no authentic information pertaining to the magnituae
of human resources employed in sick heavy engineering units as,
again, such information was not being maintained by RBI In the
opinion of the Committece, this does not indjcate a satisfactory state
of affairs. The Committee would like to point out that sickness in
the heavy engineerine industrv is fravght with adverse impact on
the employment situation in the country. The Committee, th refove,
feel that it is imperative for the Ministry/RBI to monitor thix aspect
so that timely action can be taken in avoiding widespread unemploy-
ment.

Need for Coordination

1.72 The rehabilitation of sick industrial units generally gets
delayed because of constraints like excess labour force, insufficient
infrastructural support and differences among the nursing partners
regarding the extent of sacrifice to be shared by them. The policy
statement of Government on the subject, issued in 1878, recognised
that the revival of a sick units cannot be the responsibility of any
single agency and that it can be achieved effectively only by a
sharing of the responsibility by Central Government, State Govern-
ments, financial institutions, RBI and the management itself. The
Ministry of Industry and the administrative Ministries of Govern-
ment of India coordinate between the concerned agencies, Present-
ly that coordination is effected through the Board for Industrial
and Financial Reconstruction.

1.73 Comprehensive guidelines have also been issued to the
banks for a proper coordination with financial institutions for speedy
rehabilitation of sick industria] units, and the role of banks and
financial institutions has been clearly spelt out. These instructions
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are periodically updated in light of experience gained. In this
coniext the M.nistry informed the Committee in.a written note:—

“State Level Inter Institutional Committee (SLIIC) have
been set up at all the regional offices of the Department
of Banking Operation and Develonment of RBI for the
purpose of ensuring be'ter cooraination between the
banks, the State Governments and Central and State
Level Financial Institutions and other agenc.es.”

1.74 During evidence the difficulties faced bv the sick industrial
units in obtaining timely financial assistance from the banks and
financial institutions were pointed to the represent-tive of the Gov-
ernment. In this connection, the representative of RBI stated: —

“We. in the Reserve Bank of India are trying to sce that there
:s coordination between banks and terms lending institu-
tions. Recently, RBI has issued instructions that the
bank which is to take up the maximum share of the term
loans among the banks and/or the working capital figance
should be identified and associated at the appraisa] stage
itself, so that the working capital needs are looked after,
and that nobody need run about for that purpose. This
is why we have single window concept. The attempt
is to see that we are able to eliminate the type of delays
referred to by the Hon'ble Member.”

1.75 The Committee note with satisfaction that adequate instrue.
tions for proper coordination between the financial institutions/
banks, State Governments, Central Government and the RBI exist.
They are, however, of the view that the aspect of inter-Minist:y co-
ordination needs to be strengthened.



CHAPTER--II
(a) Process of Rehabilitation

2.1 For rehabilitation of sick industrial units detailed instruc-
tions have been issued by the RBI to commercial banks from time
to time in the matter of formulation and implementation of rehabi-
litation packages. According to these guidelines as soon as the
banks/financial institutins become aware of the definite signs of
sickness, necessary corrective action is to be initiated on the basis
of a diagnostic study undertaken by them.

2.2 Clarifying the specific role played by financial institutions
and the banks, the Ministry in a written note stated:

“The roles of banks and financial institutions have been
clearly delineated. Thus, in a rehabilitation package
. for sick units (including heavy engineering units), the
fresh capital expenditure is to be financed by the institu-
tions; they are also expected to take up financing of cash
losses budgetted in the package, margin money require-
ment and start-up expenses, besides finding the irregula-
rities in the term loan accounts with them and resche-
duling the debts as well as allowing concessional rates
of interest on the existing/fresh term loans. As for the
banks, they are expected to provide need-based working
capital limits and share with the nstitutions on 50:50
basis the funds required for payment of pressing credi-
tors/statutory liabilities|labour rationalisation cost; banks
also fund the irregularities in the accounts with them
and reschedule the outstanding dues as well as allow
concessional rates of interest on the existing/fresh faci-
lities. Information/notes on sick units are also required
to be exchanged between banks and financial institu-
tions.”

2.3 Where banks and financial institutions feel that despite their
best efforts, it may not be possible to prevent an industrial unit
from becoming sick or their efforts are unlikely to revive the sick
;undertaking, a detailed report is required to be submitted to the

26



27

Department of Industrial Development. This Department will
thereafter refer the matter to the administrative Ministry concerned.
However, the Ministry stated that in today’s context the BIFR had
amore significant role to play in combating sickness.

2.4 With regard to sorting out of the problems of a particular
industry, the Government of India usually convenes meetings. In
this conuection an  Inter-institutional Comittee called Guidance
Committee’ constituted under the Chairmanship of Finance Secre-
ary also meets periodically to review cases of sick units and to
decide further course of action regarding them.

2.5 Asked during evidence what type of assistance that Guid-
ance Committee was giving, the witness stated:

“For :nstance, the institution has drawn up a scheme. In
the scheme of things, decisions also warrant that three
or four banks should come together to make some sacri-
fice.” 1

2.8 Asked whether it was a decision making Committee, the
witness stated:

“It was a recommendatory committee.”

2.7 Asked as to how many years that committee worked, the
witness stated:

“The Guidance Committee is meeting even now.”

With regard to approach adopted by banks etc. for rehabilitation
of sick units, the Ministry, in a written note, stated:

“The banks' normal approach is to take up for rehabilitation
only those units which are potentially viable or whose
revival is desirable in the socio-economic context. The
rehabilitation strategy is worked out on case-by-case
analysis and it is oriented towards removing the causes
that have in the first place brought about sickness. Thus,
rehabilitation strategy would cover modernisation, remo-
val ot imbalances, captive power supply, change in mana-
gement, agreement with labour (including retrench-
ment), financial restructuring, etc.”

28 The Ministrv further stated that financial institutions had
set up separate cells for deal'ng with problems faced by sick units
and finalisation of the rehabilitation package for them wherever

necessary.
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2.9 Askecd whether any cel' had been opened in Financial Institu-
tions to dea! with the problem of sickness in Heavy Engineering
sector, the Ministry in a written reply to questionnaire issued by
the Committee stated that financial institutions have separate Divi-
sion of Rehabilitation Finance which handled problems of sickness
in unifs belonging to all categaries of industries.

2.10. In regard to units found potentially viable, a package of re-
liefs/concessinrns and sanction of additional assistance for rehabilita-
tion/modernisation/diversification from various agencies is drawn up
and finalised at joint meeiings of the institutions -and concerned
banks/State Governments. The¢ rehabilitation package formulated
in this manner includes. inter-alia, various reliefs such as deferment
of recovery ni past interes: dues, reschedulement of principal dues,
reduction in rate of interest, waiver of penal interest commitment
charges etc. If ne~essary, the package also includes reliefs from
Central/State Government.

The Ministry further stated:

“RBI have issued circulars to all scheduled commercial banks
containing hroad framework of the reliefs and concessicns
which can be granted to sick units. Deviations from these

‘ parameters can be allowed on the merits of each case by
RBI. The rehabilitation packages are finalised in the joint
meetings of the term-lending institutions and financing
bapks. KB also generally participates in these meetings.
State Governments are also represented in these meetings,
whnerever considered necessary. In some critical cases
meetings are also ca''ed by the Central Government. ie.
either by the Ministrv of Industry or the Banking Division
of the Ministry of Finance.”

2.11 Asked to sta.e as to how many units in the Heavy Engineer-
ing Sector have been rehabilitated by the banks during the last 2
yeas in view of banks’ approach, the Ministry in their reply stated
that of the 47 heavy engineering nits which have been identified as
sick as on 31-12-87. [9 units have been identifie? to be potentially
viable. Of these, 11 have been nut under a nursing programme. 1°
units are potentially non-viable and viability studies for the remain-
ing § units have to be comn'eted.

2.12 The Committee note with satisfaction that the finnnc’al ins-
titutions have renarate D'vizin: of Rehabilitation Finance or hand-
ling the problems for sick units helonging to all categoriex of indus-
tries.
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213 The Committee have been informed that out of 47 heavy
engineering units identified as sick as on 31-12-87, 19 units have
been eategorised to be potentially viable and that of these 11 units
irave already been put under the nursing programme. in respect of
9 units viability stud‘es were yet to 'e taken up. The remaining 19
units are reported to be potintially non-viable. The committee hope
that the process of rehabilitating the remaining
viable units will be expedited. Further, that simultaneous early
action will be taken to wind up the unviable units.

{r) Role of BIFR

2.i4 Government have enacted a comprehensive legislation
naneiy ‘The Sick Industrial Companies (Special Provisions) Acrt,
1985 (SICA) which inter-alia provides for setting up of a quasi-
judicial body designated as the Board for Industrial and Financial
Reconstruction (B'FR) to look into the cases of companies which
h: ‘e ecome sick. The Board takes decision about their rehabilita-
tion ¢r other suitable act’on in each case. consider various alterna-
tive- for revival and rehabilitation of sick company. such as change
of management or take over, amalgamation with other company or
sale or lease of a part or whole of its undertaking or such afher pre-
ventive, ameliorative and remedial measures, as may be appro-
priate.

2.15 Depositing before the Committee, the Secretary, while clari-
fying the role of BIFR vis-0-vis administrative Ministries, stated:

“The responsibility rests with the individual Ministries to see
as to what is the extent of sickness and as to how it can
be avoided, how the health of the sector can be improved
and how growth can be maintained. But the individual
sickness of a particular unit and its rehabilitation is the
resnnnsibility of the BIFR.”

2.16 When asked as to who used to discharge the functions of
the Board in regard to sickness and rehabilitation of industrial
units hefore SICA came into force, the Secretary, Ministry of Indus-
try state:

“Before the Act came into force, the banks and RBI used to
report the cases of sickness to the Ministry of Industry
and they would then refer those cases to the concerned
administrative Ministries. Then there was a Guidance
Committee under the chairmanship of the Finance Sec-
retary which used to look into the problems of temporary
nature. That committee used to meet and help in rehabi-
litation of that industry. This work is now being done



30

by the BIFR. This BIFR has certainly been given a focus
as far as the revival of sick units is concerned.”

2.17 In regard to coordination of BIFR with financial institutions,
the Ministry stated:

“The Reserve Bank has issued detailed instructions to banks
to ensure proper coordination in respect of BIFR cases.
These instructions relate to reporting of sick industrial
units to BIFR. formulation of schemes by Operating
Agencies, implementation of the schemes sanctioned by
the BIFR and to ensure effect've and expeditious  handl-
ing of BIFR cases. The banks were advised to nominate
a suitable officer attached to Zonal/Regional Office at the
headquarters of the BIFR for coordinating with the BIFR.
Each bank has also to set up at its Head/Central Office a
BIFR Cell which will be the focal point for dealing with
all matters relating to BIFR cases.

Apart from continuous dialogue between BIFR and financial
institutions/banks in respect of measures for revival of
sick units, periodic meetings are held between Chairman,

¢ BIFR and Chief Executives of institutions/banks for
exchange of views on problems faced. Besides, execu-
tives from institutions/banks have been deputed to BIFR
for assisting in its day to day functions.”

2.18. During evidence, Chairman, IDBI, while referring to the
role of IDBI in rehabilitation of sick units, stated:

“While BIFR is a facilitating mechanism for them, I do mot
think financial institutions or banks can give up their
major responsibility of looking after their own money.”

2.19 During evidence the Committee got the impression that
after the constitution of the BIFR, the Ministry’s role was minimal.

:plaining the position in this regard, the Secretary, Ministry of
adustry stated:—

“The job of BIFR is precisely laid down in the Act. To that
extent, they are wholly and squarely in command. They
take decisions. I would not say that this is the only
solution. We do not intend to say so. What we intend
to say is that, according to the provisions laid down in
SICA, dealing of sick individual units comes squarely
within the purview of the BIFR. The units have to report
their sickness and if not, there are penslties prescribed
under the law. But the health of the sector a8 a whole,
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not necessarily individual units, is the responsibility of

individual Ministries. For instance. if my Ministry deals
with engineering units and capital goods, it is the res-
ponsibility of my department to look after the trends that
are taking place in the sector, the problems that are aris-
ing, the policy changes that are required to be made, any
procedural hottlenecks that are taking place and to gene-
rally review the health of the sector so as to ensure its
growth. Similar cases are with textiles, jute, steel and
chemicals. There are different Ministries to lookafter the
different sectors. The responsibility rests with the indi-
vicual Minist jes to see us 10 it is the extent of sick-
ness and 1s to how it can be avoided ,how the health of
the sector can be improved and how growth can be main-
tained. But the individual sickness of a particular unit
and its rehabilitation is the responsibilty of the BIFR.”

“I mentoned that SICA brings certain responsibility omn
the BIFR. It deals with individual units and its rehabili-
tation. But the Ministries are responsible for the health
of the sector and that is what we are also doing. For
instance, in the capital goods sector as a whole, we dis-
covered that there was a downward trend in the growth
the capital goods which cover heavv engineering thdus-
tries also. There are many industries which are incurring
cash losses. There were problems in marketing, in ob-
taining raw materials. My Ministry took several steps
and measures, conducted large number of studies and
took policy decisions which have lead towards a complete
uptrun and upswing in the growth of the sector. Sectors
Hke machine tools, which is a part of the heavy engineer-
ing sector, where showing minus growth rate in 1985-86;
they have now a growth rate of almost 15 per cent and
that is largely due to the action taken by the Ministry.”

2.20 When it was pointed out that though BIRF, is a quasi-judicial
bedy, its directions do not have mandatory powers, and since it was
not obligatorv, how could this type of body be entrusted with the
sole responsibility of revival of the sick industries, the witneu
stated: — B

“T am not really competent to comment on the role and powers
of BIFR. 1 can only say that not sickness as a whole, not
the causes of sickness, not the sector’s specific problems.

industrial grawtharethensponlbﬂityofm Whether
or not a unit is viable or otherwise, and {f not viable.
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what can be an appropriste rehabilitation package, that
responsibility is certainly put on the BIFR; it has to dis-
charge that, but not alone. It is not the repository of all
information, but it has consultation and interaction with
conceraed agenc ez axd  theu decide. That iz the onyl
way it can work.”

2.21. Asked to state whether the sick units in the heavy engine-
ering sector .oulo i {0 the definition unde. Section 3(1) (0) of the
SICA, 1985, how many cases relating to heavy engineering industry
had been brought before the BIFR and what remedial measures had
been taken with regard to revival thereof, and whether any cases
are pending decisio”. wi'h BIFR. th: Miristrv in ther replv stated
that the definition of sick units under ST7A covers ail nea.y engi-
neering sector like units in other sectors of industry.

2.22. Out of the 47 sick units in the heavy engineering sector, 24
units madea reference to the BTFR. 8 nase 2ve heen app oved by
the BIFR under Section 17(2). In 2 cases the rehabilitation schemes
have been sanctioned by the BIFR. In one case winding up has been
recommended. The remaining 12 cases are pending with the BIFR.
Out of these 12 cases ,in 1 case the draft scheme of rehabilitation has
been’ circulated. The details about financial assistance involved in
all these cases are not available. v

2.23. In this context the Ministry informed the Committee as
under:

“All the 3 sick vnits in, Heavy Enginzerivra Todustry in TDBDS
portfolio fall under the purview of BIFR. Of these, re-
habilitation packages have been approved in respect of 2
units which are under implementation. The rehabilita-
tion package in respect of the third unit is under considera-
tion of ICICI which has been appointed as operating
agency of BIFR The "init is nnder nu-sing proararmme of
institutions and of late its operations are showing signs of
improvement. The full impact of these efforts would be
known over a verio’ of time wher the benefts envicaged
from the scheme are expected to be realised.”

2.24. The Ministrv further stated:

“The concerned administrative Mnistries in the Central Gov-
ernment may, if it has sufficient reasons to believe that any
industrial company has become for the purpose of this
Act, a sick industrial company, make a reference in respect
of such company to the BIFR for determination of the
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measures which may be adopted with respect of such
company. The Board can also make suo moto inquiries.”

2.25. In reply to a question as to in how many cases such refer-
ences have been made to BIFR by the Ministry in respect of heavy
engineering industry and whether any inquiry had been made swo
moto by the Board in respect of heavy engineering industry, the
Ministry stated that no such reference has been made since statutorily
the concerned companies are expected to give the intimation of sick-
ness to the BIFR directly. No suo moto inquiry has been taken up
by BIFR in respect of heavy engineering indugtries.

2.26 The Comnittee note that the Governmunt has enacted o
comprenensive legislation namely the Sisk Industrial Companies
(Special Provisions) Act, 1985 (SICA) which inter al'a provides for
sctting up of guasi-judicial body designated as the Board for indus-
trial and Financial Reconstruction (BIFR) to look into the cases of
companies which have become sick. The Board became operational in
May, 1987. It takes dec’sions about the rehabilitation of such compa-
nies as have become sick. It initiates suitable action in each case, or
considers various alternatives for revival and rehabilitation of sick
companies.

2.27 The Committee note that 24 Sick heavy engineer.ing units
have been referred to BIFR of which 6 cases have been approved by
it under Section 17(2) of SICA. While in 2 cases rehabilitation sche-
mes have been sanctioned. in one case the winding up of the unit
has been recommended. 12 cases are pending with the BIFR. The
Committee hope that the Board will expedite its final action in res-
pect of these remaining units. Underlining the desirability of accord-
ing prierity to the rehabilitation of sick heavy engineering units
the Committee recommend that the Government may take up the
matter with BIFR for prompt action.

2.28 The Committee have separately examined BIFR and have
made a number of recommendations for its effective functioning.
They expect that the Ministry of Industry would continously monitor
the functioning of BIFR.

NEW DELHI;
3rd December, 1990 JASWANT SINGH,
12 Agrahayana, 1912 (S) Chairman.

Estimates Committee
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APPENDIX

Statement of Recommendations/Observations

Para No. Recommendations/Qbservations

81. Nc.
1 2 3
1 1.9 The Committee note with concern that as

1.10

many as 45 heavy engineering units in the private
sector and 2 such units in the joint sector are
sick. On the basis of information supplied by the
Ministry, the Committee find that an amount of
Rs. 210.73 crores, and Rs. 9.88 crores, in the
private and joint sector units respectively, ad-
vanced as bank credit, is looked up. Apart from
this, it is obvious that a much larger portion of
national resource, involving investments made
in the equity of these units, by a large number
of small investors is also either lying idle or is
being utilised sub-optimally. The Committee wel-
come the establishment of Board for Industrial
and Financial Reconstruction under Sick Indus-
trial Companies (Special Provisions) Act, 1985.
However, at the same time the Committee is of the
view that the Government should demonstrate
much greater seriousness about the magnitude of
industrial sickness, particularly in the heavy en-
gineering sector which is a core section. Only
by so doing can investments made in this sector
by the public directly, or through public finan-
cial institutions, be optimally and efciently utili-
sed. This, in the opinion of the Committee, has
become all the more necessary in view of scarcity
of resources.

The Committee have been informed that of
the 47 units on the sick list viability studies had
been carried out only in respect of 38 units. In

4
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1.11

1.19

1.43

respect of the remaining 9, no speciflc time-frame
had been laid down. The Committee are unable to
appreciate this: why ought viability studies of
these units, without which no remedial action is
possible. and which should be undertaken as fast
as possible, not be subject to a time schedule.
The Committee would like to impress upon the
Government its views on the subject alongwith
the desirability of carrying out such studies
promptly. Accordingly, :therefore, the Com-
mittee recommend that a specific time limit be
fixed for the purpose.

The Committee also note that the incidence
of sickness in the heavy engineering sector is
markedly higher in two States, viz., Maharash-
tra and West Bengal. The Committeg would,
therefore, recommend that Government may
study the situation in these two States in con-
sultation with the State Governments concerned
in order to ascertain whether any special prob-
lems are encountered by the heavy engineering
industry in these States. The Committee would
awa‘t the results of such study.

The Committee have been informed that
general policy of the Government was not to
take over or nationalise sick industrial units any
more. The Committee agree with this view of
the Government. There might, however, be
unusual circumstances warranting take over or
nationalisation of a unit. This policy pronounce-
ment of the Government has, therefore, to recog-

nise a necessary caveat.

The Committee note that problefs relating
to marketing, finances. labour, obsnlescence of
machinery, and management deficiencies mainly
account for sickness in the heavy engineering
sector. The Committee note with satisfaction
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1.45

1.46

that the Government, of late, is encouraging
heavy engineering units to diversify their pro-
ducts mix. However, the Committee is not in
agreement with the stand taken by the Ministry
that the responsibility for solving labour related
problems rested solely with State Governments.
The Committee would like the Ministry to take
due initiatives in this regard. The Committee
would, therefore, recommend that the Ministry
of Industry should convene triportite meetings of
management, labour and the State Governments
periodically. This, the Committee, feel will
promote a common outlook on the problem.

The Committee note that financial problems
arise essentially from managerial inadequacies.
Since most of the heavy engineering units de-
pend on banks and other public financial institu-
tions for their credit requirements. the Com-
mittee would recommend that directions be issu-
ed to banks and financial institutions like TDBJ
for maintaining a close watch on the performance
of such units. In this context, the Committee
would also recommend that the definition of a
‘sick unit’ as adopted under SICA, 1985, should
be reviewed early with a view to facilitating
early identification.

The Committee note with satisfaction the
steps taken in recent years for a techrological
upgradation in the heavy engineering sector. The
Committee would, however, like the effect of
these schemes to be reviewed periodically. The
Committee would also like the Ministry to exa-
mine whether the various existing incentives for
technology upgradation are adequate.

The Committee would like the Government
to examine afresh whether its existing project
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1.47

158 &
1.59

appraisal techniques and procedures merit re-
form. Perceived social benefits cannot replace
economic viability of a project.

‘ine Committee are also of the view thar
steps aie required to be taken to ensure a regu-
lar supply of basic raw materiais. especially
steel and coal, at reasonable price {0 heavy en-
gineering units. Departmental undertakings
should make payments ‘n time, ensure more favo-
urable infrastructural facilities and provide fin.
ance for technological upgradation.

The Committ2e note that adequat: instruc-
tions exist with the lending institutions, includ-
ing banks, for detection of incident sickness.
The Committee also note that it is pussible for
lending institutions or the Government to come
to conclusions about the degree of sickness in an
industrial unit at a fairly early sltage. The
Committee have been informed thet RBI has
evolved a Health Code System which is meant to
help the banks and financial institutions in cate-
gorising the sickness according to its degree of
intensity. They, however, are disappointed to find
that the Ministry was not able to furnish details
about the actual gains of instructions so issued.
The Committee are unhappy to note that the
Ministry is not able to comment upon the effic-
acy of ‘Health Code System’, even though RBI
submits regular reports on the subject.

Further, the Committee take a serious note
of the fact that even after the Estimates Com-
mittee had notified their intention to examine
position regarding industrial sickness in heavy
engineering sector and had jssued necessary
questionnaire for the purpose, no satisfactory
effort seems to have been made by the Ministry
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12

13

1.59

1.70

1.71

3

to obtan all relevant data from RBI and tha
Department of Banking.

The committee note that at the lend of banks
ana financial institutions sufficient arrange-
ments exist for monitoring the degree of indus-
tiral sickness in the country. However, the
Committee finds it as irrational that such moni-
toring stops short of the Ministry of Industry. It
is the view of the Committee that periodical and
necessary flne tuning of policy would not be
possible in the absence of monitoring of indust-
rial sickness by the Ministry. The Committee
would, therefore, recommend that the Ministry
have its own information back-up for a periodi-
cal appraisal of the heavy engineering sector.

The Committee are disappointed also to note
hat ne'ther RBI nor the financial institutions or
banks maintain separate data -in respect of sick-
ness in heavy engineering sector. The Commi-
ttee would. therefore. re-emphasise the need for
such data.

The Committee are dismayed to note that the
Ministry of Industry has no authentic informa-
tion pertaining to the magnitude of human re-
sources ennloyed in sick heavy engineering units
as, aga'n, such information vsas not being main-
taine by RBIL. In the ovinion of the Commit-
tee. this does not indicate u satisfactory state of
affairs. The Committee would like to point out
that s.ckness in the heavy engineering industry
is fraught with adverse impact on the employ-
ment situation in the country. The Committee,
therefore, feel that it is imperative for the
Min’stry/RBI to monitor this aspect so that

timely action can be taken in avoiding wides-
prend unemployment,
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2.12

2.13

2.26

The Committee note with satisfaction that
adequate instructions for proper coordination
between the flnancial institutions/banks. State
Governments, Central Government and the RBI
exist. They are, however, of the view that the
aspect of inter-Ministry coordination needs to be
strengthened. :

The Committee note with satisfact.on that the
financial institutions have separate Division of
Rehabilitation Finance for handling the prob-
lems of sick units belonging to all categories of
industries.

The Committee have been informed that out
of 47 heavy engineering units identifled as sick
as on 31.12.87, 19 units have been categorised to
be potentially viable and that of these 11 ufits
have already been put under the nursing pro-
gramme; in respect of 9 units viability studies
were yet to be taken up. The remaining 19 units
are reported to be potentially non-viable. The
Committee hope that the process of rehabilitat-
ing the remaining viable units will be expedited.
Further, that simultaneous early action will be
taken to wind up the unviable units,

The Committee note that the Government has
enacted a comprehensive legislation namely the
Sick Industrial Companies {Special Provisions)
Act, 1985 (SICA) which inter alia provides for
setting up of quasi-judicial body designated as
the Board for Industrial and Financial Recons-
truction (BIFR) to look into the cases of com-
panies which have become sick. The Board be-
came operational in May, 1987. It takes decisions
about the rehabilitation of such companies as
have become sick. It initiates suitable action in
each case, or considers various alternatives for
revival and rehabilitation of sick companies,
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2.27

2.28

The Committee note that 24 Sick heavy en-
gineering units have been referred to BIFR of
which 6 cases have been approved by it under
Section 17(2) of SICA. While in 2 cases rehabili~
tation schemes have been sanctioned, in one case
the winding up of the unit has been recommend-
ed. 12 cases are pending with the BIFR. The
Committee hope that the Board will expedite its
fina]l action in respect of these remaining units,
Underlining the desirability of according priority
to the rehabilitation of sick heavy engineering
units, the Committee recommend that the Gov-
ernment may take up the matter with BIFR for
prompt action.

The Committee have separately examined
BIFR and have made a number of recommenda-
tions for its effective functioning. They expect
that the Ministry of Industry would continueusly
monitor the functioning of BIFR.
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