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INTRODUCTION 

I, the Chairman, Committee on Public Undertakings having been 
authorised by the Committee to present th~ Report on their behalf, 
rl't'bent this Forty-Fourth Report on Bharat HEavy Electricals Ltd. 

2. The Committee took evidence of the representatives of Bh:arat 
Heavy Electricals Ltd. on 31 December, 1981, 1, 6 and 7 January, 1982 
bnd of Ministry of Industry (Depa!'tment of Heavy Industry) and 
Ministry of Energy (Dt'partment of Power) on 11 and 12 February, 
1!}h2. 

3. The Committee considered and adopted the Report at their 
sitting held on 22 April, 1982. 

4. The Committee wish to express their thanks to the Ministry of 
Industry (Department of Heavy Industry). Ministry of Energy 
(Department of Power) and Bharat Heavy Electricals Ltd. for placing 
before them the material and information they wanted in connection 
with the examination of the subject. They also wish to thank in 
particular the repr~entatives of the Ministry of Industry (Depatt
ment of Heavy Industry), Ministry of Energy (Department ot Power) 
and Bharat Heavy Electricals Ltd. who gave evidence and placed 
their considered views before the Committee. 

NEW DELHI; 
April 26, 1982 __ 

Vaisakha 6, 1904 (5) 

BANSI LAL, 
Chairman, 

Committee on Public Undertakings. 
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PART I 

BACKGROUND ANALYSIS 

I. BHEL AND THE NATIONAL PLANS 

The Bharat Heavy Electricals Ltd. was established in November, 
1964 with three manufacturing plants located at Hardwar, Hyd~abad 
and Trichy. On 1st January, 1974 Heavy Electricals (India) Ltd., 
Bhopal was merged with BHEL.BHEL have set up four new manu
facturing units, viz. Central Forge and Foundry at Hardwar, Trans
fonner Factory at Jhansi, Control Equipment at Bangalore and 
Seamless Steel Tubes at Trichy. The, two subsidiaries of the com
pany, namely Radio and Electrical Mfg. Co. Ltd. and Mysore Proce
Iains Ltd. merged with BHEL from 1-4-1980. 

A. Physical and FinanciaL Targets 

2. BHEL occupij:!s a crudal position in the energy sector of our 
-economy. . Plan targets and achie,veJJ}ents in relation to (a) produc
tion of equipmenn; in physical terms for the planned creation of 
additional installed capacity for power generation; (b) value added 
correlated to the sectoral rate of growth indicated in the plan; (c) 
capital investment and (d) generation of internal resources for 
capital investment correlated to the resources forecast of the plan are 
important indices for assessing the performance of the BHEL in the 
perspective of the national plans. The Committee were, however, 
informed by the BHEL in a not~ that the Five Year Plans do not 
indicate the targets -of value added and generation of internal re
sources and that the Company draws up its annual budget fixing 
targets for these. 

3. The Committee enquired during the examination of the Depart
ment of Heavy Industry, if the Five Year Plan did not indicate at 
the macro-level. the resources to be generated intef'nally by Public 
Undertakings for inve!tment and if so, whether there was no system 
of distributing that and fixing targets for generation of internal re-
sources for each undertakings during the plan period. The Secre
tary, Department of Heav3 Industry replied in evidence: 

"As far as the first part of the question is concerned you are 
absolutely right in saying that. But if you go into details 
you will find that the figure has been arrived at after a 
few discUSsions with each one of the public sector organisa
tiens either through the medium of the Ministry or direct. 
In some cases, documents may not be indicative of this 
but there i. a lot of work which has gone behind it." 
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The Chairman and Managing Director of BHEL also stated in 
this 'connection during the examination of BHEL: 

"The question was whether the planning Commission fixed. any 
targ~ for internal resources for us. To that my answer 
is that they have not fixed any target." 

4. Asked whether there was no plan target for the value added 
in respect of each undertaking correlated. to the Stljetoral rate of 
growth of the relevant sector indicated by the plan, the Secre,tary, 
Department of Heavy Industry stated in ~vidence: 

"No sir, when the individual organisations do the plan we 
revie,w it." 

In reply to a question as to whether the Department of Heavv In. 
dustry had not indicated the valul?\ to be added during the W Plan 
period to the Planning Commission at the beginning of the Plan, the 
Secretary, said 'No'. 

5. Asked what was the basis for fixing the budget targets for 
value added and generation of internal rejSources, the Chairman and 
Managing Director (CMD), BHEL stated: 

"Budget targets are fixed in physical and financial terms keep· 
ing in view the customer commitments, national pro
gramme and order book position. Valu~ added and genera
tion of internal resources are derived" based on the 
production targets and cost of inputs." 

6. The Committee enquired whether there was any correlation 
in regard to budget targets with the sectoral rate of growth and the 
resources forecast as given in the plans. The CMD, BHEL explained 
"Our plans are derived from national sectoral plans, like power, 
railways, fertilizers, petrochemicals, steel, oil, etc. Based on internal 
resources calculation, We give a commitment to the Planning Com· 
mission for internal resources for five years. We also provide for 
dividend at 6 per cent towards the national resources generation 
programme." 

7. The CMD, BHEL admitted that if the ordl?!f book is not adequate 
the production target would be low, "unless we are able to divert 
the capaC'ity which is the balance between availability and the orders 
to other products or advance some, of the orders and take up the 
production". He also added: "We plan sufficiently ahead and we 
look to the future for the next 3 or 4 years. We anticipate where 
there is going to be shortage of orders. We take action to get orders. 
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U we come to the conclusion that we cannot Q'et orders, we try to 
see what alternative lines of production could be taken up to fill up 
the gaps." He continued further and said: 

"We are largely able to fill up our capacity except for some 
small pockets where the production mix may not be 
optimum." 

B. Shortfalls in Achievements 

8. The targets and actuAls of capital inv~tment as per Nutional 
plans and value added and generation of internal resources for capital 
investment as p.er company budgets as furnished by BHEL during 
1974·· 79 and for 1979-81) alld 1930-81 were as follov.s: 

._----- ------
(Rs. crores ) 

1974-1979 1 97g-80 1!}80-81 

Target Actual Target Actual Target Actual 

ASA: NatUmoJ 
Ian 

<a) Capital Investment 193'110- 191 5\2 43 64 53 

As ftlT COI1Ifta'!l' 
budg/lls 

(b) Value added 1150 11118 360 3116 3115 333 

(c) Generation of 
internal resourcea for 
capital investment . 110 III 10 III H) 

• A~ IIUlctioned by the Planning CollllDis!lion. 

9. During the years 1979-al there was a shortfall of Rs. 20 crores 
in capital investment (actual Rs. 96 crores against the target of 
Rs. 116 crores). Similarly, there was a shortfall of Rs. 20 cror~ in 
the generation of internal resou.n:es for capital investment (actual 
Its. 11 crores against the, target of Rs. 31 crores). -The Committee 
enquired whether the fall in capital inve3tment during the years 
1979-81 was due to lower generation of internal resources. The 
CMD, BHEL repli~ that that would not be wholly correct and said 
"It we go into the question of delay, we will find that in a number 
of cases we could not have paid the money betcause the machinery 
never arrived as per our expectations. So, the question whetht'r 
the programme su1fert!fCi because we did not generate internal r.e
sources can be clarified after' diaeussf.ng the reasons for the shortfall". 
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10. Quantifying the major factors which contributed to the short
fall in capital expenditure for the period 1979-81, the CMD, BREL 
stated: The shortfall on account of delay in receipt of machine tools 
and equipment-Rs. 514 lakhs; delay in ordering of machine tools 
and equipment-Rs. 365 lakhs; township schemer--Rs. 2616 lakhs; and 
procedural delay (a) delay in sanction of new schemes-Rs. 4051akhs 
and (b) delay in the performance test in seamless tube plan-Rs. 282 
lakhs. In addition to all these delays which accounted for a total 
shortfall of Rs. 1832 Iakhs, there are stated to be various miscellaneous 
reasons which contributed to the rest of the shortfall in capital in
vestment. 

11. The shortfall in generation of inte,rnal resources, according to 
the CMD, was due to reduced profits on account of four factors viz. 
(i) unexpected increase in the rate of interest by three and a half per 
cent, (ii) unforseen import of steel at higher prices due to non
availability of steel indigenously, (iii) increase in the customers' 
outstandings resulting in higher cash credit utilisation and (iv) 
counterveiling duty imposed on imports by BHEL. 

12. On being enquired whether there was price increase during 
the years 1979-81, the witness claimed that BHEL had aot increas
ed the price of its products during the period because of the 
increase in price escalation or higher cost of steel. The witness 
added, "When we adopted the plan, the prices of the products were 
known. They had already been under the contract. We could not 
increase it in order to reflect, the increase of higher interest rate. 
These were the unexpected extra burden on us." The witness 
further added that in all the contracts, where price escalation had 
been provided. the price escalation had not been related to these 
four factors. 

13. Replying to the question ,as to whether the price escalation 
was not related to the cost of steel, the witness stated in evidence: 

"It was related to the cost of ' indigenous steel. When we 
planned production, we planned on the consideration that 
we would get sufficient indigenous steel. When the steel 
,production did not materialise during the course of the 
year we were forced to buy steel from abroad. The price 
of Steel from abroad was different to that of we got from 
indigenQus sources. What we have referred here is the 
difference between the priee that we would have paid on 
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the ,tndigenous steel and the price that we have actually 
paid on the imported steel. If I were to get steel from 
the market, then that much additional burden I would 
not have carried." 

The witness further stated: 

"When the price formula was worked out by the BICP and 
others, they provided for a price escalation relating to 
certain indices. But if we increase the content of im
ported steel, that is not reflected." 

14. When the Committee pointed. out that there was no rele
vance of the JPC price in the cost of the final product ,and suggested 
that an escalation clause for the imported steel must be provided 
for in BHEL's contracts, the CMD, BHEL pleaded: 

UWhere we cannot get stee1 from indigenous sources and we 
have to buy at a higher price, the Steel Ministry should 
subsidise the purchase as they now propose doing for 
export orders. The general principle is being drawn up 
that if you have to buY steel from outside at· a higher 
price, then the additional burden is subsi~ised." 

15. Asked why the matter should not be taken up with Blep 
the witness assured the Committee that it would be followed up. 
He, however, admitted that the past things had not been taken up 
with BICP. 

18. When the Committee enquired whether the Ministry re
viewed the performance of the BHEL against the plan targets and 
wondered how the achievements and shortfalls were not related to 
the plan targets either in the Ministry's Annual Reports and per
formance Budgets or in the Annual Reports of the BHEL, the 
Secretary, Department of Heavy Industry replied: 

"~bat is tM objective. To meet the objective, so many 
people will have to do certain things before BHEL even 
comes into the picture. Now take a project-project 'A'. 
Now for that project some people have to prepare the 
fesibility report and get it cleared from the Central 
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Electricity Authority, go t& the Planning Commission and 
get it cleared. In what time frame they do all this is not 
written in the plan. Some body does it in six months and 
there are others who take 3 years,' but whoever does it 
later to that extent, the project gets delayed.~' 

He continued further and said: 

"Again before he places an order on BHEL he has to place 
number of orders. Supposing he places an order on BHEL 
in time, there is a date by which time the project has to 
be completed and then four years earlier he has to place 
the order. Suppose he has placed the order on us but he 
has not placed orders for other things like steel, founda
tion, etc. then the project will not be completed in time." 

17. Regarding plan targets the Secretary, stated that the total 
Five Year Plan did not come with much of the detailed targets. He, 
however, added: 

"My answer is that the internal targets are there many times 
higher. We intentionally fix a theoretically high target to 
generate a certain pressure inside the organisation but 
somebody should not judge me on the basis of the target 
bec~use that is an internal target theoretically fixed, but 
you should judge me on the basis of my actual growth 
rate. If that is creditable, I think that should be enough." 

18. The Committee felt that it would not be enough and suggest
ed that performance should be judged against plan targets. Respond
ing to the suggestion, the witness said: 

"There I do agree. You can do wherever there is a plan 
.target in which there is rio external control of commis
sioning of power sbtion etc." 

C. Contribution to powe,r generation 

19. The Ministry of Energy is reported to have fixed targets for 
the commissioning of additional installed capacity for power gene
ration from year to year based on its assessment of requirement and 
progress of various power projects and assigning the share of the 
BHEL therein, The Committee were informed by BHEL in a note 
that the total installed capacity at the end of 1977-78 was 23,669 MW 
(Utilities). Targets for 1978-79, 1979-80 and 1980-81 and BHEL's 
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share in these targets and achievements as furnished by BHEL are 
given below:-

---_._--_. -Year Target (MW) BHEL 
National BHEL'S Achieve-

Share ment 
(MW) ------.. -~---.--...--- -"-~'.-~" .-'---- --.tOo." --,,_ ... _-- --

1978-79 3857 3610 11935 

1979-80 281 3 2393 1544 

IglIo-8l Rti87 !U62 1497 

20. The Committee noted that the national target and the 
BHEL's share have been progressively sealed down and even then 
the achievement was poor in asmuch as it was only about 2/3rd of 
the BHEL's share. Asked about the reasons for sealing down the 
national targets and BHEL's share in the creation of additional 
capacity for power generation during the years 1978-81, a repre
sentative of BHEL stated that the annual target for the schedule 
of commissioning of the power station was pre-fixed by the Central 
Electricity Authority within the overall frame of the plan targets. 
That schedule was prepared based on the actual studies on the 
progress of various activities on the power stations and depending 
on the information furnished by the Electricity Boards. The 
witness further stated that the commissioning target of the country 
was coming down because the rate of progress of other activities 
at the power stations was not matching so that units could be fully 
commissioned. A representative of BHEL claimed that in every 
unit, BHEL equipment had been supplied to match the commis
Sioning requIrements. 

21. The Committee wanted to know when the targets of the 
BHEL's share in creation of additional capacity for power genera
tion were fixed and what advance action was taken to fulfil the 
BHEL's commitment to the nation in the power sector. The CM'O, 
BHEL stated during evidence: . . 

u1~e targets for commissioning of capacity on account of the 
BHEL equipment are fixed every year during the finali
~ation of annual commissioning programme. CEA fixed 
up the commisl)ioning programme targets for the country 
keeping in view the factors like preparedness of site, 
progress in engineering. funds availability, availability of 
various other inputs and equipments etc. BHEL draws 
its programme from Central Electricity Authority's pro
jections and aU efforts are made to see that the BHEL's 
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commitments are adhered to. BHEL supplies constitute 
only 45 per cent or so of the total power plant and even 
ip some cases, out of this, the boilers are supplied by 
AVB." .' 

22. The Actual value added during the period 1974-81 was more 
than the target fixed by the BHEL in its budget. Similarly, the 
actual financial out-turn was slightly more than the budget. When 
asked if the budget t:argets were not co-related to the needs of addi
tional creation of capacity for power generation utilising BHEL 
equipment. BHEL stated in a written reply that budget targets were 
closely related to the creation of additional capacity in thermal area 
by the system of harmonograms already introduced. It was assured 
that in the field of Hydro, where problems were of a much lesser 
magnitude, harmonogram syst.em would also be progressively 
introduced. 

23. Asked who ensured that the targets of BHEL in relation to 
production co-related to th~ needs of additional creation of capacity 
for power generation utilising BHEL equipments, the Secretary, 
Department of Heavy Industry stated during evidence: 

"It cannot be one person who ensures this. Targets vis-a-vis 
BHEL or any equipment supplier are related to the date 
of ordering. There cannot be a central person who can 
decide the dates of ordering in all these cases." 

He added: 

"A single agency like the CEA comes into the picture later." 

24. Explaining the shortfall in achievement consistently in all 
the three years during 1978-81. BHEL stated in a written reply that 
in so far as BHEL sets included in the commissioning programme 
were concerned, BHEL's responsibility was to ensure that supply of 
equipment matche~ the programme to facilitate commissioning and 
stated further that 'most of the slippages were due to reasops not 
attributable to BHEL. In another written reply furnished to the 
Committee, however, BHEL indicated four cases where the delayed 
supplies by BHEL could be one of the factors contributing to 
delay in commissioning. 

25. The MinistrY of Energy have, however, stated in a post
evidence reply t~t they do not agree with the contention that 
BHEL was not responsible for delaying commissioning of power 
projects during the period 1978-81. According to them while there 
were some delays on the part of the State Electricity Boards in the 
completion of works, such as site preparation, civil works, etc., 
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there were also delays on the part of the equipment suppliers inclu
ding BHEL which delayed the commissioning of several projects. 
The thermal projects which could not be rommissioned during the 
last five years due to delayed supply of BHEL equipment are 
stated to be Amarkantak Unit-! and Harduaganj Uriit-2 scheduled 
to be commissioned during 1976-77, Badarpur Unit-4, Sontadih 
unit-3, Ukal-3, during 1977-78 Satpura Unit-6, Nasik Unit-3, Bhu
sawal Unit-2, Ukai Unit-4, Tutikorin Unit-I, Vijayawada Unit-I, 
Panipat Unit-2 and Santaldih Unit-4, during 1978-79, Nasik-4, 
Satpura-7, Tuticorin-2, Vijayawada-2, Faridabad Unit-3, Parli-3 and 
Bongaigaon Unit-! during 1979-00 and Korba Eas~ and Talcher-5 
during 1980-81. 

26. Pleading that performance judging from their commissioning 
~nly was not correct, the CMD, BHEL claimed in evidence that in 
the meeting held in the Plaruiing Commission to review the prog
ress of 1980-81, it had been recorded that slippage was not on them. 
In appreciation of that, the Planning Commission is stated to have 
decided to draw up the harmonogram. New hannonograms have 
been drawn up from this year 198()"81 with the partiCipation of 
CEA, customers and BHEL. These have identified the commitments 
by BHEL as also the inputs to be made available by customers for 
fulfilment of BHEL commitments. 

27. The CMD, BHEL deposed before the Committee that com
missioning was not the responsibility of BHEL and the commission
ing figures of creation of additional capacity for power generation 
would not" reflect on the achievement of BHEL. He also clarified 
that BHEL's achievements in the creation of additional capacity for 
power generation meant what they had produced year-wise. The 
megawatt-wise production figures for 1978-79 was reported to be 
2714; for 1979-80-2030; and for 1980-81-2883. 

28. Asked why the targets for commissioning should be shown 
as BHEL's share when the responsibility for commissioning is not 
of BHEL, the CMD stated that the discrepancy only related to ter
minology: "We have tried to get this terminology changed but we 
could not succeed. to 

29. The sixth plan projection fOr comm1ssioning of thermal and 
hydro sets as furnished in a post-evidence note are: 

National Programme (~t3/MW) 

Ordered on BHEI. 

----
'IlMIrmal Hydro 

97/14sao8 109/4768 

74/(~6HZ 77/4371 
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Against this programme, BHEL have already supplied upto March 
81, 45 thermal sets and 43 Hydro sets and have planned to supply 
the remaining sets before the end of 1983-84. On the question of 
commissioning of these sets, the CMD, BHEL, however, stated: 

"This does not mean that all these sets will get commissioned 
by that time. This means that as far as BHEL portion is 
concerned, we would have finished our work." 

He added: 

"If there 1s any shortfall somewhere and the project is not 
completed by 1984-85, they will show that in the BHEL's 
account." 

30. Asked if there was no coordination between the Ministry of 
Energy and the Ministry of Industry to see that the National plans 
are translated into reality, the BHEL has stated in a written reply 
that in setting the national targets for production and commissioning 
of power equipment, discussions are held between the Ministry of 
Energy, CEA, Ministry of Industry and BHEL and expressed the 
hope that a system of introducing harmonogram and monitoring 
production based on these would further strengthen this co
ordination. 

31. The Committee desired to know whether there was a pers
pective plan for the energy sector and if so, how plan in respect of 
BHEL, was related to the needs of the energy sector as a whole. The 
Secretary, Department of Heavy Industry replied. 

"The' first question is for any perspective plan, there is to be 
a period. Now a certain period which may be adequate 
for one type of industry may not be one same for another 
industry. Our planning system which has been evaluated 
so far for the last 30 years or so, is projected in regard to 
individual projects only in terms of 5 years. For a period 
beyond that, it is made as a projection. Now, one ques
tion can arise as to whether that period adequate for a 
sector like power where right from the date of sanction 'of 
the project to completion it is depending on various cons
traints, how efficient the operation may be. The period 
may be varying from 7 to 10 years." 
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The witness further stated: 

"On account of my past association with the Ministry of 
Energy, I am aware that last year this process was started 
that we might have a 15-year power plan which would 
indicate in terms~f time the starting point and the ending 
point of each of the projects to be started and completed 
during the next 15 years and' that type of plan should also 
have the blessings of the Planning Commission so that it 
became somewhat of an investment plan also. For, 
future, I thought if that happened, it would be much 
better because planning would be more realistic." 

32. Stating that the Planning Commission always draws the 
1>lan against the long term growth perspective around 10 or 15 
years, a representative of the Department of Power stated: 

"In this plan, they have taken a long term growth perspective 
of 1994-1995. In this perspective, energy sector has also 
been projected. Electricity has a major share in the 
energy sector. So, the plan of electricity has also been 
projected in this manner. There is a working group 
formed by the Department of Power along with the State 
Electricity Boards, Department of Heavy Industries etc. 
The Department of Heavy Industries has also formed 
another working group." 

Th\! witness went on to say: 

"Naturally, the "two working groups also have to take into 
account the capacity of Bharat Heavy Electricals-not 
only BHEL, there are other manufacturers whose capa
cities also form part of the plan. This is integrated into 
the overall process taking into account thei!r capacity, 

their ability to supply equipment and the requirement of 
the power sector and also the on-going projects and the 
projects at various stages and the hydro-projects on 
which feasibility reports are ready." 
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II. MAJOR PROJECTS 
A. Projects CommisSiioned 

1. There were 5 projects costing Rs. 5 crores or more each com-·· 
missioned during the period 1974-81. These are: 

(i) Transformer factory, Jhansi, (ii) CFFP, Hardwar, (iii)· 
SSTP, Trichy, (iv) Boiler plant, Phase-II, expansion, 
Trichy and (v) R&D Complex, Hyderabad. The original 
estimated cost, revised cost, uptodate investment and 
date of commissioning in respect of these projects as· 
intimated by BHlEL are given below:-

Name of Project 

1. Jhansi 
2. CFFP 
3. SSTP. 

4· R&D 
S. Phase -II Expcnbion 

(Trichy) . 

Original 
Costas 

Sanctioned 
by Govt. 

16'22 
22'40· 

58'20 
15'89 

12' 12 

(Rs. in Crores) 

Revised Uptodate Commissioning date 
cost as Invest-

Sanctioned ment Scheduled Time Lagin 
by Govt. (31-3-81) commis- commis-

sioning sioning 
date . 

. _--
20'99 20'03 3/ 81 Nil 

34'20" 32'07 12/77 .. 
S8'20@, 57'40 10/79 " 
17'45 16' 14 3/82 

10/78 .. 
• Brief project leport approved by Government in Sept., 1973. 

•• Detaild Project Report. 
@ Aproved by BHEL Board, the increase being within 10 per cent. 

There was considerable cost overrun in the case of the project at 
81. Nos. w (2), and (5). There was, however, no time over-run. 

2. The financial returns on investment as envisaged in the pro
ject report and its comparison with actuals in respect of these· 
projects as furnished to the Committee are:-

( RI. in I..akhs) 
Profit qfttr iltlmst, Hfor, Imt. 

1978-79 1979-80 1980-81 --JIwtti 
As per D.P.R. -77 4B -gr Actual. --:295 -577 

cnP 

-W3 
S2S 1058 As per DPR 

Actual. -·382 "'""413 

asTP 
As per DPR. 

::r,6 
-99 -6i 

Actuals --821 --85 

IJoUw Pf- -II 
25l(, 2582 2680 As per DPR 

Actual. 2614 22,9 18~ 
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3. WhUe examining the undertaking, the Committee enquired 
about the internal rate of return of each of these projects as anti

,cipated initially and as per the revised estimates. The Committee 
were informed that the original rate of return and the revised 
rate of return were 10.1 per cent and 11.0 percent respectively for 

,Jhansi, 14.7 per cent and 14.3 for SSTP and 10 per cent and 13 per 
cent, for Boiler Plan Phase-II expansion. For CFFP, the original 
project report was prepared in 1973 whereas only return of capital 
investment was worked out at the rate of 7.2 per cent. Th~ internal 
. rate of return in the revised projeet report was 18.5 per cent. 

B. Transformer Factory, JhanBi 

4. It has been stated that the internal rate of return in respect 
of Transformer Factory, Jhansi was revised upwards from 10.1 per 
cent to 11.0 per cent because of the product-mix change. The Illlti-
cipated product-mix was stated to bepf a higher range of trans
:formers. Asked to explain the huge 10898",'1ne CMD stated:-

"This basically arose because the product-mix that we got 
for actual production was not as we had visualised, though 
we picked up in production in the 3 years successive
ly. This year our production is higher than any time 
before, even now although the number that we are going 
to produce fairly matches with what had ben visualised 
MV A wise, we are much below than what we had visua
lised. While in numbers, we would be achieving the 
capacity, in financial term and in MV A we will be far 
below the capacity," 

5. BHEL had, however, stated in a note submitted to the Com
mittee earlier that "the production itself was kept more~r-less in 
line with the DPR projections (except in 1979-80). During 1979-80 
the excessive power cuts resulted in heavy loss of production and 
increased the losses disproportionately." 

6. BHEL is stated to be 'facing competition for transformers 
from TELK (Kerala), NGEF, Bangalore, GEC, Bharat Bijilee and 
'Transformer and Switchgear, Madras. Asked if there was any cut 
in prices in view of competition, :the witness stated: 

"When we made the DPR we made some ant,tcipation, and 
projection about prices"':as we considered the market 
then. Later on, when so many manufacturers came to 
the field and we found that we could not get as many 
orders as we projected, naturally we had to keep our 



14 

price line in comparison with what the other's were offer
ing. As a result, the prices that we got were not as WEt 
visualised in the project report. So, we say that in the 
face of stiff competition, our prices did not materialise as 
earlier visualised." 

A representative of BHEL deposed that the projected price did not 
materialise in spite of inflation. 

7. Asked whether the installed capacity for the manufacture of 
transformers in the country wae in excess of what was requb:ed, a 
representative of BHEL replied 'Yes'. The CMD, however, added 
that for selected products or ranges that was the case. Capacity 
utilisation of transformers in terms of percentage is stated to be 
roughly about 75 per cent. The CMD, however, expressed optimism 
that they would be able to utilise the capacity substantially to 
bRak even after two yeal'5. In this connection he stated: 

"We have made a detailed study of the market conditions. 
Based on that we have come to the concluiion that in 
traction transformers we have got a very good market. In 
instrument transformers, we are leaving all the smaller 
versions and going into higher ones. Last year, our 
budget was much better than before. This year we will 
do better than last year's. Now the participation and 
involvement of an average worker in Jhansi is so great 
that it gives me the greatest confidence to achieve our 
targets." 

8. Asked whether there was excess capacity in the country as a 
whole the department of Heavy Industry have stated that for trans· 
formers the installed capacity plus the capacity covered by letters 
of intent is of the order of 37,000 MV A while the capacity utilisation 
is about 60 per cent and the estimated average annual demand 
during 1980-85 is 30,455 MV A. Thus taking the normal Stl per cent 
capacity utilisatJon, the installed capacity, according to them, 
should match the demand. However, it has been stated that speci
fic areas such 88 in the very large transformers of 't50 MV A and, 
above, some increase in capacity may have' to be provided. Taking' 
into account the above approach, the present thinking is stated to' 
be againat allowing new units to enter the field of transformers. 

9. BHEL had entered into collaboration agreement with Asso· 
ciated Electrical Industries of UK in 1956 for 15 years. This agree· 
:ment expired in 1971. In 1974 when the Jhansi Factory came intO' 
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existence the collaboration had already explred. During evidence, 
a representative of BHEL informed the Committee that some of the 
competitors for transformers had recently arranged tie-ups with 
some good companies abroad. Asked if the technology of BHEI. 
was outdated compared to that of their competitors, a represen
tative of BHEL said: 

"In certain rang~s yes. But in certain ranges, we have been 
very competitive." 

'fhe CMW, BHEL added: 

"We would accept that our technology in transformers needs 
further updating and we are in the process of finding out 
from where to take collaboration." 

Regarding cost effectiveness, the witness stated: 

"In a given design, considering what can be done to reduce 
the cost, we are very cost effective. But when we recog
nise that there is need to further update our technology. 
we certainly recognise that by updating our technology, 
we will be able to face the competition much better." 

C. CFFP, Hardwar 

10. According to the information furnished during evidence and 
• in a post evidence note the production targets as anticipated in the 

DPE and as budgeted and the actuals during the years 1973-81 at 
CFFP, Hardwar were as follows: - -

(Rs. i n Jkkh~ ) 

1973-79 I 97!1-P,() Ig80-BI 

DI'R 1100 118M 3£100 

Budgi!t 11111) I !?Os !1I41 

Aclu:'.h 1081 14lz.'i 1476 

iI 
11. The Committee were informed by BHEL in a note that the 

production was much lower than antiCipated and that changes in 
demand pattern had also left some portion of capacity under
utilised in CFFP. Asked what precisely those changes in the de
mand pattern were and how those changes could not be antiCipated. 
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earl~r, SHEL, stated in a written reply that the ehege in demand 
pattern related to unit size in themel sets' and that the demand for 
power rating sets like 110 MW and 120 MW had virtually dis
appeared. This iwitchover had been stated to be much faster th~n 
anticipated earlier. The demand pattern had also been reportedly 
influenced by the introduction of new technology in thermal power 
equipments. . 

12. Asked as to what was the extent of underutilised capacity (In 
account of the changes in demand pattern the witness stated: 

"Our present utilisation is only 40-45%."· However, accord
ing to the information furnished by BHEL earlier to the 
Committee, the capacity utilisation of the unit during 
1980-81 works out to less than 20%." 

13. The major Qroblems faced by the unit have been extensive 
power cuts and difficulties of technology absorption in the field of 
intricate alloy steel castings and forgings for thermal and hydro 
sets. Explaining the difficulties in absorbing technology, a represen
tative of BHEL stated: 

"The CEFP is a complex plant to meet the internal require
ments of steel forgings for steam turbines which we 
manufacture in Hyderabali., 'Bhor.:>al and Hardwar. We 
are having 'different collaborations for each of these 
projects and the technology is quite different. It has • 
taken time to manufacture each one of the product and 
absorb that. Had we manufactured one type of turbines, 
perhaps the technology need for this would have been 
simpler." 

In this context, the CMD, BHEL suggested:--

"If we segregate the developmental work and production 
work, the progress will be faster." 

Asked about the persistent losses in this Unit the CMD, BHEL 
stated: "We are learning from ex~rience." 

14. The total value of purchase of castings and forgings ci.uring 
1980-81 was reported to be Rs. 45 crores out of which Rs. 22 Crores 

------------_ .. -- -
'At tlt~ tim ~ or hellnl v~rific'\'io'l. RHEL c"hrifi.,d th,,~ the 40.-45% utilisation men

tion .. d h~rt' refe" to the fin'lncial olltturn complred to that . rotected in the DPR in 
'910•9 , , 
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constitutes import and as. 21 e.fores indi,enous purchase. Justify
In.I this purchase, the CMD, BHKL $tated dW'ing evidence: 

"Considering the circumstances, the urgency to supply items 
in time and to. have a reliable source of supply, this pur
chase of the value of Rs. 43 crores was necessitated. This 
amount of Rs. 43 crores consists of both elements-im
ports and also indigenous production' including CFFP. 
There is nothing very serious about the situation." 

15. When the Committee eXQressed their impression that on the 
one hand BHEL had a spare capacity in Hardwar unit and on the 
other, they were buying a large quantity of forgings and castings 
from indigenous sources and from abroad, the witness staten: . 

"When we are dev~lopingalI these technology our experience 
does not give us enough confidence to be able to depend 
entirely on our supply." 

He further stated: 

"There has been a very close study of every single item that 
could be manufactured at the Hardwar unit within its 
capacity, but it has still to come from other sources either 
in India or from abroad. We have seen as to how opti
mally to use the capacity and master the technology of 
all those items so that they come from within our own 
Foundry. Some 'of them have not been reftected because 
the value and the quantity is very small as compared to 
the general outlook. But the benefit of that will come 
as soon as we cross the mastering ot technology and then 
we would give a batch order." 

On the question of making this unit viable, the witness deposed: 

"Our demands from this unit are increasing every year. At 
the same time we are now lOOking forwarfd to other 
markets there. We should be able to utilize the installect 
capacity. I can produce simpler things which can sell in 
the market. They can make my unit viable, but as far 
as the goods that I reqUire are conCerI"el~, W~ have limi
tations." 
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16. Asked about the figures of self sufficiency anticipated to' 
achieve at the time of commissioning the project, the CMD, BHEL 
stated: 

"I 'will have to work out the exact figures but my own esti
mate is that som~thing like 75<% we would have covered. 
ourselves and 25% we would have left from other 
sources." 

When enquired why BHEL was still going in for Rs. 22 cror(>s, 
worth of forgings and castings from abroad, a representative of 
BHEL stated that with the present capacity, self sufficiency in res
pect 0 f forgings had not been achieveci.. 

D. SSTP, TTichy 

17. 'rheSSTP, Trichy started prcduction in 1978-79. The targets 
of production of this project for 1978-79 was 6,500 tonnes, for 1979-
80-7000 tonnes and for 1980-81-8,000 tonnes. The actual production, 
however, was 3359 tonnes, 3fi55 tonnes and 6472 tonnes respectively. 
The main reason for ,?oor ferformance of this unit is stated to be 
the low production d,ue to power cuts and higher cost of inputs as 
compared to the DPR projections. Technological absorption is alsO' 
stated to be taking longer time than anticipated. 

18. Asked about the prorQects of this factory becoming viable, 
the CMD, BHEL stated that SSTP was expected to be viable by 
1~84-85. Speaking about the losses incurreci. in this unit, the witness 
stated: 

"This trend has reverted now. My SSTP losses have started 
declining. The question is, at what rate I can make it 
decline to be able to come down to zero." 

19. During evidence, the Committee were informed by BHEL 
that the production of SSTP was expected to be 13,000 tonnes during 
1981-82. The Committee enqUired why it was proposed to have 
only 13,000 MT of production when its installed capacity W.lS 24,000 
MT. A representative of BHEL replied: 

"The prot\uction is planned cn the basis of the demand needed 
for the Trichy's boiler production needs. The plant itself 
has been designed to meet about 67 pee cent of the tube 
requirement of the boiler plant." 

The witness stated further: 

"Taking the next year's production requirement, it has been 
planned such that this part which can be manufactured 
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within the seamless tube plant is to be fully met from 
the tube plant. That is how a lower requirement has' 
come up at the moment. We are assessing the demand 
of spares that are needed and also the tubes that are 
needed for free sale all over the country. Perhaps this 
year the assessment will be complete. We will be able 
to step up production to 30,000 tonnes next year." 

The witness, however, admitten, "If the demand could have been 
there, we could have produced 24,000 tonnes." 

20. The Secretary, Department of Heavy Industry however, did 
not agree that demand constraint in SSTP was R long term problem. 
According to him, the problem in SSTP was relating only to that of 
getting the right type of steel. Subseq1;lently in a written re;:>ly 
furnished to the Committee, the Department of Heavy Industry, 
however, agreed 'that adequate eft'ort would also be needed on the 
marketing sine to reach the capacity production of 40,000 tonnes per 
annum. 

21. A representative of BHEL informed the Committee during 
evidence (January 1982) that the demand study started 18 months
back and that BHEL started intensifying the study since April 1981. 
The study is done by SSTP, Trichy. Enquired whether BHEL had 
a Central MaTketing Organisation and if so why it should not be 
used for the demand study of tubes, the CMD, BHEL. stated: 

"I agree we have a market organisation for all the products. 
But purely for the tubes, my submission is that tubes 
come only from Trichy SSTP." 

22. As regards international market, the CMD, BHEL stated 
"We have got the first export order from USA though it is only of 
about Rs. 1 crores." He stated further "The Soviet Union people 
have also made promises that they may plaCe a large order with 
us." When the Committee suggested settin~ up' of a Central 
Marketing Organisation to explore international market the CMD 
assured: 

"We will do it. As far as our marketin.q outside India is 
concerned, our export division requires strengthening." 

23. EJoplaining higber cost of inputs as a reason for low produc
tion in SSTP, the CMD, BHEL stated during evidence: 

"The input to these tubes-the billets-is either imported or 
made indigenously. The indigenous cost is much higher
about 90% higher-than that of the jmported ones. The 
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tubes are an input to the boiler. We I'eckon the tubes 
at the imported cost. If We take the imported billets 
and produce the tubes, it is all right. But if we take 
the indigenous ones and fit them into the tubes, then we 
keep on losing because we have paid a higher price for 
the inputs." 

24. Asked whether BHEL had taken up the question with the 
Ministry of Finance or with the controlling Ministry either to 
increase the customs duty on imported ones· or to rer1.uc·e the excise 
duty on indigenous ones, the witness stated, "for the last two years 
We have been taking up this matter." The witness also stated: 

"We are approaching the BICP that either the price of indi
genous billets should be pegged down or the ?rice of 
our tubes should be linked up with tbe increase in the 
price of indigenous billets." 

25. Admitting that so far government was permitting 'them to 
import for their requirements of the boilers, the CMD, stated that 
they had not raised the question of import of billets that they 
might use for manufacture for outsir1.e consumption. He also stated 
that they were purchasing indigenous billets in a limited way. 
EXQlaining the reasons for indigenous purchase, he said: 

"I had approached for the import of billets because we ex
pected that we would be· given the whole lot. After 
two months, we were told that un1ess we buy from 
Mahendra and test their product and see whether these 
billets are usable or not, the import cannot be released. 
The import was subject to the condition that we would 
simultaneously carryon experimenting with the indige
nous billets. Initially when we got the billets from 
Mahenc\ras, we said that we were not getting satisfactory 
quality and they said that we might try another batch 
which they had .. We are now in the "rocess of trying 
that also." 

'On the question of purchase of billets made indigenously, the 
Secretary, Department of Heavy Industry stated: 

"On account of a small production their prices may be higher 
compared to foreign producer but that is a different 
issue. But in sense they are meeting the quality. I 
think we will not be allowing imports of billets any 
further." 
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According . to him, in certain cases the price for self reliance will 
have to be paid. •. ._.&.l 

26. The Committee were informed by ~he CMD, BHEL that 
there was no collaboration for seamless tube' and that BHEL had 
only purchaseri. equipment from abroad. ThtJ Committee were 
also informed that DEMAG MEER (Suppliers) had got to demons
trate that the plant was working satisfactori!y, and that this per
formance testing of the machine could not be done within the 
guarantee period due to non-availability of power. One year's delay 
is reported to have taken place so far. As 3 result, the technologi
cal absorption which was originally scheduled to be completed by 
1983 is now reported to be delayed by one year. 

27. It transpireri. during evidence of BHEL that power interrup
tions had resulted in damage twice to the rotary hearth of SSTP 
plant once in June 1980 and then in August 1930 for which extensive 
repair had to be undertaken. It was stated that when the iurna:!e 
was commissioned, it was not visualised that there would be such 
frequent interruption of' power and that the damage did not come 
as a Surprise as there were some indications about it. The cost of 
the repair was reported to be not Prohibitive but only the time 

element was stated to be the problem as the furnace had to be shut 

down for 7 or 8 weeks. The Committee enquired whether it was 

not possible to provide a generator so that the furnace was main

tained above the limits of temperature where the damage could 
occur. A representative of BHEL rEplied: "When the plant was 

designed, we had asked each and every supplier what would be the 
emergency power that would be required for the safety of the 
equipment in case of power break down. They all said that except 

for lighting and some instrumentation control, power was nct 
required in an emergency." 

28. The Committee enquired the no,artment of Heavy Indush y 

while examining them whether it could be said that the project 
formulation in these cases was quite satisfactory. The Secretary, 
Department of Heavy Industry, replied "By and large, I would say 

'yes'" and continued: 

"For losaes there are many other reasons also. In UP power 

supply has been one' of the causes. In the case of CFFP" 
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they had to undergo re-orientation, because the main 
product for which CFFP was to produce forging and 
casting changed. So, they had to re-orient this. They 
might have gone wrong-that is why I said by and large. 
Most of the people inside and outside the Government 
feel that the absorption of foundry and forging technology 
is simple. Actually, it takes a longer time even in the 
manufacturing stage. To that extent the formulation of 
the project report had gone wrong." 

'On the question of cost escalation in these projects, the Secretary, 
"'Department of Heavy Industry said: 

"These things will happen only because there is no change in 
the guidelines of the basic system. Our total planning 
concept is at current prices. It cannot always be ful
filled because the price-rise is bound to be there. So, the 
whole thing is not in the hands o-f the project organisation 
to change the total concept:" 

29. The Committee were informed by Secretary. Department of 
Heavy Industry during evidence that various review meetings had 
been held to review these projects. Asked what was the outcome 
and what directions were given to the BHEL for timely corrective 
steps to make these viable, the Department of Heavy Industry 
stated in written reply that BHEL was directed to form an operation 
monitoring Committee to review the operation of the SSTP 
project. The Department furt~r stated in this connection that 
while it could be said that the entire machinery and eqUipment for 
producing 40,000 MT was available in SSTP, the full production 
capability of the system was yet to be developed as other inputs 
were ret to be fully acquired. 

E. Projects under execution 

30. There are 5 projects costing Rs. 5 crores or more which are 
currently unaer execution by the BHEL. These are 0) Hydro sets 
expansion, Bhopal; (ii) large-sizeTG sets at HEEP, Hardwar; (iii) 
Boiler Plant, Phase III j:!xpansion, Trichy; (tv) Boiler auxiliary 
plant, Ranipet, and (v) Bowl Mills, Hyderabad. In all these cases 
cost escalation is indicated but no delay in commissioning is anti

.cipated. Asked to indicate the extent of cost escalation and the 
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..::hilnge in the anticipated internal rate of return in respect of these 
projects, the following figures were furnished to the Committee 
-during evidence: 

Sanction- Revised Original Revised 
ned cost cost internal internal 
(lU, flU, rate of rate of 
lakhs) akhs) return return 

(i) Hydro sets, Bhopal • 642 705 15'65% 14'59% 

(ii) LSTG, Hardwar 430 8 50 35 11'8% • 
(iii) Boiler plant, Phase III 2983 g,;48 13,6% 11'01% 

(iv) Boiler Auxiliaries proj('ct, Ranipet 21 59 3202 18'55% 13% 

(v) Bowl Mills, Hyderabad 1858 20g8 IS'S • 
.Under finalisation 

F. Delay in project appr07)als 

31. According to the inform-ation furnished by the Department 
of Heavy Industry last year (1980-81), one of the major problems 
faced by BHEL which was raised in the performance review meeting 
is considerable time taken for clearance of various investment 
proposals by government. Asked what was the maximum time 
taken for the clearance of project proposals and how it was proposed 
to reduce that, the Secretary, Department of Heavy Industry 
stated that the maximum time taken was 2 years in case of Research 
and Development Facilities project and the minimum was 8 months 
in respect of the Central Foundry Forge Plant. About the time 
taken for clearance of projects under construction, the witness 
informed: "Bowl mill-took one year one month. Boiler auxiliary 
pJant at Ranipet took 1 year and 10 months. Phase II expansion
also took 9 months and LSTG at Hardwar took S months. Bhopal 
additional facilities for hydel sets-1 year and 3 months." He has 
opined that the reasonable time on the basis of the system as it 
exists fl)r . clearance of project proposals should vary from 6 to 9 
months and staten: "sometimes there are difficulties, one has to go 
into various reasons; there are cases where some of these d~lays were 
justified." Explaining the delay in respect of R&D project he stated: 
~here were opinions that this is the first time BHEL is going to 
set up R&D facilities and that it should go for a comparatively 
smaller project. It went all the way to PIB and then it went 
backward for a review and all that time got included.. A new 
project had to be evolved-a smaller project. The original project 
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was Rs. 38 crores and the revised project was very much smaller ..• 
Another suggestion was that the scientists and their technology 
should also be involved. So the reworking took a considerable 
time." 

32. According to the information furnished to the Committee by 
BHEL there are 5 cases which took more than one year for clearance 
by Government. These are (i) Hydro sets expansion, Bhopal; (ii) 
SSTP, Trichy; (iii) Boiler auxiliary plant, Ranipet; (iv) R&D pro
jects, Hyderabad and (v) Bowl Mills, Hyderabad. 



III. PRODUCTION PERFORMANCE 

A Capacity utilisation 

1. The actual value 'oJ production ranged from Rs. 474 crores to 
'Re. 816 crores during the period 1976-81. From the detail of actual 
-production ?'is.a-vis installed capacity the Committee observed that 
there have been huge shortfalls in respect of (i) thermal sets at 
Bhopal and Hyerabad, (ii) hydro sets at Hardwar, (iii) nuclear 
steam generation equipment at Trichy, (iv) other transfonners 
.at Bhopal, (v) Control panel at Bhopal, (vi) Industrial electrical 
machines, Hardwar, (vii) pumps at Hyderabad, (viii) power deviees 
at Bangalore, (ix) Ceramic insulators at Bangalore, (x) Casting 
and "forging at CFFP, Hardwar and (xi) capacitors at Bangalore. 

2. Accounting for the under-utilization of capaeity of thennal 
'sets nt Bhopal, the CMD, BHEL stated in evidence: 

"Regarding thermal sets at Bhopal the capacity was created 
for 120 MW sets for which we do not have adequate 
demand. In fact, most of the demand has disappeared. 
We have now changed over from that technology in 
that range. And the question of continuation of these 
sets with the original technology at Bhopal is under our 
active consideration." 

In regard to Thermal sets at Hyderabad the pOsition regarding 
capacity utilisation is stated to be similar to that of Bhopal because 

,of deficiency in demand for 110 MW sets. The CMD, BHEL admit
ted that the capacity at Hyderabad in the context of 110 'MW Is 
under-utilised. 

3. Reportedly there are two factors for under-utilization of 
·capacity of hydro sets at Hardwar. One is inadequacy df orderl 
1Vhich can come only from the national plans. The second is about 
the product mix that W8I obtained. Every hydM set liaa to IMt 

. tailor made to suit the conditions obtained in that hydro I8t. There-
tor sometimes, the 'MW order is reported to be IIIUIll and it t. nat 
possible to utilise the c:apeeity fully as mdicated in the DPR. It 

. has also been admitted that there is UDder utIlISation of capacItf 
In nuclear generafors at Trich,.. In thJa context, eM!) IIld that 
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·'this is a highly sophisticated and complicated technology. AI. w.-
are learning and going along whatever job we have done that ia. 
not causing any problem." 

4. Regardnig other transformers at Bhopal the witness said 
"after the capacity at Jhansi was eteated, manufacture of these 
transfonners was taken up at Jhansi. Substantial facilities pro
vided for these transformers were also transferred to Jhansi. 
Of course, the space and other things were still available at BhopaL 
We have started using these facilities for larger transformers." 

5. In regard to industrial electrical machines at Hardwar the 
witness said that the variety was very large- in the product mix 
obtained and observed: "We did not get a long series of production 
of the same type .... When we first manufacture, it takes a long 
time and it created a lot of difficulties." 

6. As regards the pump set at Hyderabad, he said that they "are 
made according to the customer needs, the smaller ranges for the 
Bharat Pump Compressors. The number actually may not reflect 
the total capacity as such, because' if we take the higher size pumps 
the work content can be different." 

7. Enquired whether the under utilisation of capacity or inade
quacy of existing capacity of the BHEL came to the notice of the 
Government in the course of the performance review meetings the 
Secretary, Department of Heavy Industry replied: 

"As per the present performance as also the recent years' 
performance, the items where there is inadequacy to the 
existing capacity are in the case of Hyderabad Unit, 
particularly the TG sets. It is a factory meant for manu
facturing smaner sets and at present orders for smaller. 
sets are not coming forth in adequate number. The other 
areas in Hyderabad factory where similar position is 
existing are compressors, etc." 

lie, however, expressed the hope that "position shOUld get reversed 
because 'during this year a sizeable number of orders-I think about 
~-!rom the Fertilizes industry have been received by them. 
Now, So. many new plants are coming up and therefore orders· are. . 
~ing . placed with the BHEL, Hyderabad, for the supply for com~ 
pressors. I, . 
, . ~e con~nued further and said: 

~. .' . 
"Now the energy meters at the Bangalore Unit of BHEL was 

not doing well ... That unit was manufacturing meters-
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:which were useful for the asrtcultural purposes. No,w ia 
the States they were not reqUired to put up these metera. 
and hence, . there was no demand for tht!se meters; 
For domestic purposes also these were not required., For 
some period, this pro~lem may have to remain. These 
points have definitely come in the review." 

8. On the question of capacity constraint, the witness said: 

"There was a case earlier in boilers but there was an answer 
for that. Supposing there was a constraint for drugs, they
imported the drums fabricated by Japanese, but they 
were able to produce if they got that item imported, 
instead of importing the whole boiler:' 

9. The Committee wondered how in spite of significant under 
utilisation o~ capacity the targets of production in financial terms 
had been fixed in such a manner that the actuals had been by and 
large more than the targets. The CMD, BHEL then informed the-
Committee that their system of preparation of annual budget was' 
based on customer commitments on the anticipated orders for the
building up of work in progress, - their capability, material avail
ability etc. If there was any area after taking into account what 
they provided for production as a replacement or additional jobs. 
where adequate orders were not available, to that extent that much
capacity in the budget itself was Jeft out. Asked whether they 
made an allowance for under-utilization of capacity at the time 01 
preparation of budget the CMD. BHEL stated that wherever ade
quate 'orders were not available the under utilization of capacity 
was allowed and that budget targets for new units were not 
formulated on the basis of full utilisation of capacity . . --

• 10. It has been stated in a note furnished to the Committee thai 
owing to the customer preference for thermal sets of higher 
ratings vi~. 200/210 MW, 500 MW at Bhopal demand for lower 
'fnit ratings of 30 MW and 120 MW at Bhopal and 60 MW and 1.1" 
MW at Hyderabad has been graduaUy tapering off and that the 
capacities originally created are being utilised 'for the manufacture 
Of ,turbo sets of higher/different ratings and other products. &1-
quired if there was not still under-utilised capacity at Bhopal and 
Hyderabad the CMD, BHEL stated: ' 

"If I get' orders of 120 'MW, there is no underuti~ capacity.-
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11. 1n this context when the Committee enquired about the de
mand in under-developed countries for'lower unit ratings, it hu 
been informed that those countries had small -requirement and in 
their grid 120 MW was a big thing. Because of low utilization of 
manufacturing facilities all over the world there is stated to be stif! 
competition in the international market. The CMD, expressed the 
hope that with the adoption of modular concept BHEL would be 
favourably placed in the years to come. He, however, felt that the 
price at which, they enter the market may be a ptoblem initially. 

B. Production constraints 

12. The BHEL's products cover broadly 22 groups and 5 of these 
reportedly face production constraint and 7 face demand constraint. 
The production constraints are stated to be largely in the nature of 
JPOwer cuts, non-availability of wagons, special steel imported 
c:omponents and insulating materials and delay in receipt of sub-
4COntract items. 

Steel 

13. The Committee desired to know the quantity of steel imported 
.nd the quantity of steel purchased from the open market and the 
additional expenditure on account of inadequate availability of 
.l.P.C. category steels from indigenous sources and resorting to 
-Imt;?orts during the years 1976-81. Following figUres were furnisheli 
to the 'Committee by BHEL during evidence: 

Quantity of steel 

Imported Purchard Addi:-
&om tlonal. 
oprn expendi. 

market ture 
(in toMeI) (ia taDDeI) (Ra. IJl 

lakba) . 

119'16-77 • '9'&1 1800 "" ~977..,a . .8100 800 488 

'978-79 • J906a 1000 584 

·9»& . 5fI87o - ,I, 
.980-81 • 5"" 800 "51 
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14. Justifying the large quantity of ateel1mports a representative 
of BHEL stated that the required quality specifications l.S. 2062 anel 
the required quantity of steel was not available in the open market.. 
Regarding the supply of JPC category of steet it was stated that 
BHEL's frantic efforts in 1980-'81 to sort out hold up items could not: 
succeed. Steel is a canalised item and bulk imported through SAlL 
under back to back arrangement. BHEL informed the Committee 
that upto 1979·80 they were virtually not getting any buffer thougb 
they made a good deal of effort. The price difference is stated to 
be approximately Rs. 300 per M.T. if the supply is madeti-om the 
buffer stock. In the beginning of 1980, BHEL is said to have approach 
ed Ministry when the shortfall reached all~time high and for the Brst 
time in 1980-81 they got a buffer allocation of nearly 19,000 tonne. 
out of which 15,000 tonnes they actually got. 

15. Enquired about the extent of delay in getting notified of the 
allocation of buffer steel at present, BREI.. has ihformed in a written 
reply that the time lag is six months from the date of· submission; 
of BHEL's requirement to J.P.C. However, time lag between ihe
time J.P.C. has allocated steel to Department of Heavy Industry, 
after an overall allocation by Steel Priority Committee to various 
sectors of economy and the time lag for sub· allocation by the Minis
try to BHEL is stated to be of the order of 2-4 weeks. 

16. The Department of Heavy Industry had intimated to the Com
mittee in 1980 that "a system has also been devised to assist the 
public sector units on priority basis with regard to supply of steel 
in close association with the Department of Steel/SAIL/JPC.'· Asked 
since when the BHEL had been taking up with the Ministry the 
non-availability of steel and when was the system of getting priority' 
allocation of steel to BHEL introduced, the Secretary, Department of 
Heavy Industry stated during evidence that BHEL had been taking 
up with the Ministry continuously and "in that system during the 
current year the import of steel by BHEL directly is going to bit 
55-60 per ,cent of last year." He also stated "For 1979-80, BHEL 
imported 66,770 tonnes, in 19'80-81-57,740 tonnes. This year so far 
it has received 33,500 tonnes of imported steel. In these balance tw.,. 
months or so another. four or five thousand will be imported. It will 
be less than 40,000 against the order of 60,300." 

17. Stating that the significance of buffer steel system is losfn~ 
ground, the witness stated. Ie (when the system was introduced) the 
Indian steel was much cheaper. But today on the one hana prfce$ 
have gone up and there is steel glut outside." He has, however. 
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~larified that there is shortage andproduetion capacity within the 
country is . also much less in steel plates which BHEL is import4lg 
;predominantly. ' 

\Wagon, 

18. The Committee desired to.know whether there was any inter
ministerial coordination in regard to the wagon requirements. The 
CMD, BHEL stated: 

"Most of our problem relates to special type of wagons of 90 
tonnes orl80 tOMes capacity. We have to get even the 
sanction of the Railway Board for movement and get it 
. expedited. This is being continuously coordinated as we 
have a cell dealing with this wagon movement .... 

In regard to shortages of wagons, that is being continuously 
coordinated and if need be, I will personally intervene 

. and the response is very good." 

19. Asked how the wagon requirements shot up from 8148 In 
1979-80 to 11709 in 1980-81, it has been stated in a written reply 
furnished by ,13HEL after evidence that during 19'30-81, BHEL facod 
-difficulties as Railway Board strictly enforced the st:puation cf 
'moving box wagons in a rake of ten or twenty to a particular 
destination. In order to meet despatch targets, BHEL had to resort 
to underloading of the wagons or ask for more number ofKe wagons 

'Which are half the size of tax wagons. It is noted that both the 
:moves pushed up the requirement of number of wagons for the year. 

20. Asked about the suggestion regarding building special wagons 
·llt the cost of BHEL or specially for BHEL, a representative of BHEL 
'stated that as regards the special wagons the railways themselves 
llave got 8 nos. of 130--tonne wagons and 10 nos. of 9O-tonne wagons 
BHEL also own 3 nos. of lSO-tonne wagons and 2 nos. of 90-tonne 
wagons and have further ordered for 3 nos. of 150-tonne-wagons 
which is reported to cost over Rs. 50 lakhs. The delivery is expected 
in mid 1982. Informing the Committee that the Railways themselvf'tl 
'have ordered 'for some more wagons, the witness expressed the hope 
that BHEI.,'s requirements of wagons would be met if th~ wagons 
,from railways and their own wagons are taken into account. 

21. Asked what was government's reaction to the suggestion of 
'the BHEL fOT' (i) priority allotment of steel wagons and cement; 
(il) for assured power supply from Electricity Boards and (iii) for 
direct il;nport of steel, the CMD, BHEL deposed. 
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"The C overnment have, been responding to our request and to 
the extent they could allow, they have been allowing UI 
priorities. For the prior. ty allotment of steel, we .nave 
been continuously saying that we should get the same 
priority as for Defence. We have created sufficient 
sympathy to get that priority ... For cement also, we ne 
successful in convincing them that we sboiuld have the 
same priority as No.1 for any other sector." 

BHEL's complaint is stated to be against the suppliers who' are 
,'unable to make supply area making the commitment. 

- 22., On being enquired about the action taken by the Department 
,of Heavy Industry for the priority allocation of wagons, cement 
'etc. the Secretary of the Department informed the Committee tluit 
to finalise these systems the Department recently held meetings 
with the Chief Executives of the Public organisations under their 
control and that the Department had a session attended by the Minis
ter of Industry, members of Planning COmmission, Chairman ot 
Railway Board and the Secretaries of the Department Of Steel, Coal 
and Power. Pointing out that this type of meetings was something 
new, the Secretary stated: 

"If all' the organisations are put together in the Department 
of Heavy Industry, in the last 3-4 months our production 
has increased as compared to the earlier year; ,and we 
will be able to increase it by 23--24 per cent by the el'ld 
of the year. Then we decided in the meeting that next 
year none of our organisations will have production tar
get of less than 2S per cent over and above that of current 
year." 

C. Demand constraints 

23. As regards the demand constraint the products such as oU 
rigs, compressor, switch-gears, billets and blooms, seambless, tubes, 
meters and capacitors have been mentioned. Asked whether it was 
not possible to diversify the manufacture of rigs to cater to the 
Mineral Exploration Corporation and Geological Survey of India etc. 
BHEL replied in negative and stated in a written reply that "it is 
not possible, since the type of rigs made by BHEL would not be 
technically suitable for applications other than on-shore aU eXplora-
tion." ' 



Compreuor, 

24. The Committee desired to mow in how many cases at the· 
instance of the foreign consultants Compressors of f!lreign make had 
been imported into the country during the 5 years. In a written 
replyiurnished to the Committee BHEI:. indi(:ated the following 
items and reasons therefore for import: 

Project Year 

I. ReF THAL Project 2x13~o 
TPD AmmDDia Plant. 

IgSl 

•• KRIBHCO Ha.zcrra 2xI3So--
TPD Ammonia Plant. 

1981 

I. GNFC goo TPD Ammonia 1977 
Plant. 

Item 

1 No. SyntIlC~si5 
Gas compl't'!IOr 
with w'ive 
turbin ... 

aNus. Synthesis 
Ga, Comprcnon 
with drive tur-
bines •. 

<a) J No. Air 
compressor with 
drive turbine. 

Reasons for import 

Conlultant 1"Ccom
mendations. 

& per coruultant 
BHEL did not bave 
acicquate experience 
and hence diJ. 
qualified from 
bidding. 

On the advice of 
the consultantl! 
cu~tomer wanted 
IIXial com-
pressor which it 
not in the scope 
of BHEL. 

(b) I No. Ammonia On tIle advilr. of 
compressor with the consultant 
drive turbine. customer wank:d 

in jectionlextractiOD
compres.'IOr for 
whkh BHEL do 
not have r~fercnce. 

It. has been stated that in all these cases, BHEL's compressor. 
would have served the purpose equally well. 

25. Explaining the reason for allowing import of these items, the 
CMD, BHEL stated "Fo'r the performance of the total plant, the 
consultant is required to guarantee the performance and this they 
are reluctant for every compresSor varies :trom the other. In some 
cases, we have met their requirements and in some other cases there . 
may be some minor variations. They say 'where is your compressor 
running'? That we are unable to give though we have very good 
collaboration. So we allow them to import." 

26. The Committee wanted to know whether the Ministry was 
aware of the import ·cit these compressors and if so whether it was 
abn up with the Ministry concerned and satisfied that the import 
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w.as inevitable. The Secretary, Department of Heavy Industry ad-, 
uiitted: '~l agree that precaution has not been taken from the verJ, 
beginning" and assured: "I am personally going to take up with. 
the Department of Fertiliser as to why their specification was not. 
taken care of." stating that the real precaution has to be taken much
earlier, he assured: "We will see to it that it is done." 

27. In a written reply regarding import of compressors {urnished' 
to the Committee subsequently, the Department of Heavy Industry 
have stated that on further discussions, the customers in the case of 
Thal Project have agreed to give a letter of intent for the subse .. 
quent sets. It .has also been stated thst in the case of Hazeera Pro-. 
ject, the customer has now assured BHEL that they will extend all 
possible help in obtaining the orqer for other machines i.e. ammonia, 
carbon dioxide compressor. 

28. In the opinion of CMD, BHEL the solution to the problem 
of compressors lies in going in for standardisation. He stated in this 
context- liAt one time our design institute were very well advanced 
but somehow or other they have deteriorated. If that design 
institute can come up, it will go a long way in meeting this problem. 
Some of the best peCQle have left it. Wherever we are the only, 
consultants it ~ very simple for us to standardise," 
Switch gea.r 

29. It has been stated that in recent years SF6 technology for 
Circuit Breakers have developed very rapidly and these Circuit 
Breakers are becoming increasingly competitive and are being 
preferred by the costomers to the Air-blast and minimum oil brea
kers. Asked who were the main competitors for the switch-gear 
and who would be the collaborator for updating the technology 
of the BHEL, the Committee have been informed that Transformers 
and Electricals Kerala Ltd. (TEIK) , Aluminium Industries Ltd.,. 
Hindustan Brown Boveri Ltd., Tata 'Merlin Gerin, NGEF and Cromp.. 
ton are the main competitors to BHEL. The Committee have also 
been informed that BHEL has entered into a technical collaboration 
with Mis. Siemens, West Germany for manufacture <:f SF6 Circuit 
Breaker who are considered to be leader in SF6 technology and is 
confident that with this collaboration their supply position will 
substantially improve. 

30. According to the Department of Heavy Industry the installed 
capacity for H.T. clrcult breakers in 17,954 Nos. per annum and 
1984-85 demand has been estimated at 12052 Nos. It has been stated 
that thta is an area where tecbnology upgradation has been keenly 
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:'felt because of the rapid changing technology and the emphasfa. 
'therefore, is to allow the industry to have better technology base 
by importing the new development. The demand Sa also stated. to 
be on the increase for products conforming to . latest international 
.tandards. 

Larger Size Forged Bloom, 

31. The demand for the larger size forged blooms is stated to be 
not sufticient for fUll utilisation of the installed capacity. The Com. 
mittee wondered how then the capacity was created and asked how 
it was proposed to utilise the excess capacity. BHEL has stated in 
a written reply that at the time of preparation of DPR, it was en· 

.• visaged that 40 per cent of this capacity will be utilised by other 
sister units of BHEL and balance would be sold to outside market. 
The other sectors, which could have consumed these sophisticated 
billets and blooms, however, reportedly have not grown that fast 
to utilise the capacity. Besides commercial types of billets and 
blooms available at cheaper rates are being used by small forging 
units, and they are available at cheaper rate- because of being pro
duced by concast process. It is also stated that the change in the 
present profile of BHEL also had an impact on the demand pattern 
of blooms/billets by bringing down the demand from 1600T to 
BOOT. 

32. BHEL has stated that in order to utilise the above capacity, 
they had approached Integrated Steel Plants, Defence and Nuclear, 
Fuel Complex. As a result of these efforts BHEL is stated to have 
got trial orders from some of them on a very limited scale. Besides 
a trial order of 100 MT. of spade-slabs has been booked frdm 'MIl 
SAIL, Rourkela. On successfull completion of this order it is stated 
that a load of around 3000 MT of slabs is expected per year. 

Meters 

33. The demand for energy meters was stated to be satisfactory 
upto 1980-81 but when there has reportedly been a sudden slump 
during the current year 1981-82 due to non-metering policies by 
some state Electricity Boards for agricultural use. The order book 
position for water meters is also not satisfactory, Enquired about 
the remedy for the lack of demand of meters, BHEL has stated in a 
written reply that the following steps can be taken:-

-Explore export market 

-Explore markets for systems which will use energy meters 
as sub-system. ; 



-Convince SEBs to reconsider the question of meterin, 
agricultural connections. 

1t has also been stated that the point about the low demand of 
Energy Meters was raised by BHEL durIng the last Power Ministers 
Conferenc<! and it was impressed upon the v.:lr:ous SEDs to recon
sitter their approach about metering of agricu~tural conr.ectiom. 

Capacitor. 

34. The Committee have been informed that "capacitors" 'are 
used for power factor correction in electrical transmission and 
distribu'tion networks and systems. and for better voltage regulation, 
thereby reducing power loss~s to the minimum. 

The order book position is poor for both LT and HT capacitors 
because of poor demand and stiff competit'oll from a large number 
of small and medium manufacturers, Enquired whether· it would 
be feasible to make the use of the capaci tor'S compulsory and it 
would then result in fuller utilisation of the clpacity of the BHEL. 
CMD stated during evidence:-

"There is no enforcement in the use of capacitors but the 
Indian Electricity Act and Rules ~tipulate· that the meters 
and other industrial devices should not perform at power 
factors below a specified value,In C:lse system power 
factors are lower than stipulated it will become obl i r{atory 
for the user to improve the power factor of operation by 
installing statjc capacitors. However, in practice these 
are not strictly ·enforced. In case .. these practices are 
enforced it will result in a fuller utilisation of the sub
transmission networks and also in a larger order book 
tor capacitor manufacturers." 

35. The Committee enquired as to who was the authority to 
enforce relevant provision of the Indian Electricity Act and Rules 
&nd why it was not bein~ strictly enforced. Informing that this 
is enforced by the State Government, a representative of the Deptt. 
of Power stated "There is an incentive to maintain power factor in 
the tarIff itself. The industrial consumers perhaps may utilize this. 
But in the case of rural consumers, there is no such incentive. More 
States are moving in the direction of flat rate tariff." St;1tin.i1; that 
"from the Central Government we have heet1 tryin!1, to encourage 
the use of! the capacitors in the rural are:"Js" tl1e witness felt that in 
the rural areas definitely the capacitor shoulj be instal1e1 in greater 
numbers. The prices of the c'lpacitor reportedly vary from Rs. 135 
to 480 depending on their -capacitors rating. 
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D. Licensing policy CORItraint 

88. On, being enquired whether BHEL has any suggestion fD.. 
regard to the licensing policy ~ the government. On the basis of 
their experience with products facing demand constraint, the follow
ing suggestions were made by CMD during evidence: 

"In some areas over-eapacity has been licensed for certain 
range and types. In general, licence for sophisticated 
technology and higher rating products should only be 
given to those manufacturers who have demonstrated! 
absorbed the technology for lower ranges and who have 
a sustained interest in these products and related R " D 
works. This, would avoid proliferation o:t! manufactures 
in high technology areas, ensure better ,utilisation of 
scarce resources and discourage entering of not so serfout 
businessmen in these areas. In areas like transformen. 
switch gears, capacitors insulators, meters, motors ete.. 
further licensing has to be very carefully regulated. 

2. In technology field also, in sophisticated ranges, not more 
than two to three streams of technology' should be per-
mitted in the country. . 

3. There is a ban on further licensing in urban areas. We 
hope this would not hamper our working in Hydernbad, 
Bangalore etc. where BHEL should be allowed to expand 
production within the given premises especially for 
straight technology products in core sectors. 

4. The licences to BHEL should not be tied to a location. This 
will help BHEL in better utilisation of total resourCe5 
available in various manufacturing locations also. When
ever a system is supplied by BHEL difTerent components 
may be manufactured at different locations. Locational 
Independence will help in this process. 

5. When BHEL has licence for products like steam turbines. 
boilers etc. a separate licence is not necessary for these 
assemblies and auxiliary systems like controls. excitation 
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systems etc. The control systems are becoming increu
ingly electronic based and micro-processor based systems 
are utilised. In order that BHEL is able to supply con
temporary complete systems, the main enquipment, the 
licence could cover components such as process com
puters, programmable logic controllers, special controls, 
micro-processor system etc. . 

6. The need for products of importance to more than one 
PSE is being felt increasingly, e.g. controls for micro
tools. In such cases, the manufacturing licence could be 
given for a new unit, under a joint ownership of the con
cerned public sector." 

37. Some of these problems are stated to have been taken 1.!P 
-with the Government and others are in the process or being taken 
up. BHEL has stated in a written note furnished after evidence 
that their views regarding regulation of the number of unit of high 
technology items and of thestreoams of technology have been 
recorded, and form part of the recommendations of the "Working 
group on Electrical equipment" ~ubl!Shed by Government. 

38. On the question of capacity creation in high technology areas 
(transformers, switch-gears and capacitors) and. diverSity of tech
nology, the Department of Heavy Industry have stated in a 
written reply that while granting fresh licenses for these and 
other items, the Government have to consider not only the internal 
demand as "rojected but also the possibility of ~xport that c"ist for 
·these products and make necessary provision tor this in the capa
,city that is created. The installed capaCities, according to them, 
'should not just be viewed vis-a-VIis the internal demand alone to 
decic"le whether demand constraint exists. The Government Is stated 

-to be of the opinion that adequate capacity (in fact a little over 
"the projected demand) as also valid technologies should be avaU .. 
. able so that competitive edge of the Indian manufacturer is main· 
ltained both 1n the domestic as well as international market. 

E. Compettticm 

39. Till April, 1978, thermal seta, Hydro sets and 1'raetion Equip
ment were reportedly in the monopolistic range of BHEr; 
1lnd their prices were fixed by BICP, BPE and Chief Colts Aeeountl 
Oftlcer of the Govemment of India reepeetively. SlDce the libera
liladon Of bnport polley m April, Ifn8, the power ,...tfca 
equipment is.tated to have been fncluded in the JIlt of tw. 
.allowed tar flobal tenderlng. Theretore, at preeent tbeIe procluetl 
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are also stated to be not in the monopolistic range of BHEL. Though ~ 
in a note furnished to the Committee, BHEL had indicated Seam
less Steel Tube as one of the items facing competition within the 
eo,untry the Committee have been informed during evidence that. 
as fer as the basic product is concerned they are the sole manu
facturers and its price is to be fixed by the BICP. 

40. Asked how many contracts BHEL had lost on account o.f 
global tendering and what was the value of these contracts BHEL 
in a post evidence rep:y, indicated two proj~cts viz. (i) Rama
gundam, NTPC (3 X 200 MW TG sets/boilers) and (ii) Trombay 
power station (Electrostatic' precipitators and feed heating plant 
for 500 MW) an1 informed that the total value of these contracts 
was Rs. 127 crores. 

41. Enquired to what extent the underutilisation of BHEL's 
capacity for product'on of power generation enquipment was the
result of the global tendering permitted by government, the CMD. 
BHEL stated: "The qrders whlch we have lost now will get 
reflected in the ut;lisat'on of plant capacity from 1984-85." He, 
however, admitte1 that due t':> loss of contracts on account of 
global tendering BHEL already sufferei in capacity utilisation in 
the areas of hydro or thcrml1 sets of a smaller range. The Secre
tary, Department. of Hewy Industry has, however, stated in evi
dence that there h!l,) not been rC111y any adve:-se effect on the 
BHEL on account of global tendering permitted by government 
and said: 

"Firstly, 1984·85 orde~ b')ok po:;ition, I would not say is being 
nffecte:i very badly. I thi.nk it should be all right. But 
evefl if it gets a ffectei, I would not say that it is on 
account of imports. That we will not allow." 

42. Informing the Committee tha:: BHEL is at a disadvantageous 
position while quoting nga;nst non-IDA g10bal tenders compared 
to foreign suppl;ers on account of various types of duties and taxes 
that have to be paiti by them, BHEL has suggested that since BHEL 
is importin~ items for use at' various projects import licences 

"'should be endorsed for project import and only. preferential rate 
of duty should be levied against stIch import. In this connection, 
the Secr.~tary, Department of Heavy Industry has made out ~ 
ieco~en~ation that duties on import of such materia'I$ which 
ar~ not available in the cOl.lntry shoul.d not be more than th~ price 
ofa ~ll'lponent 'which is man~factured abroad and stated. that thi~: 
mafipr has been taken up with the Ministry of Finance .. 

... , .. " .. " .: ' 
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43. Department of Heavy Industry have informed the ·Commt-·· 
ttee in a written note furnished after evidence that according tc.-. 
the customstarift, imports of components and raw materials, etc. 
tor specific power or industrial projects are eligible for flat rate of 
duty of 50 per cent aei va.larem whereas, if assessed separately, 
not as project import, they attract varying rates of duty from 50 per 
cent to 130 per cent. This is, however, subject to the conditions laid 
down in this regard. These regulations require that the details of 
all items to be imported have to be recommended by DGTD and 
attested by the Licensing Authorities. This procedure has to be 
completed before the imports arrive which in practice is stated to . 
have been found very difficult. 

44. The Department of Heavy Industry have infonned that the· 
question of amending Project Import Regulations so that the BHEL 
can avail of this concession ba<;ed on the certificate issued by the 
concerned General Manager of BHEL has been taken up with the· 
Ministry of Finance by the Department of Heavy Industry and a· 
final decision is yet to be arrived at. 

45. The problems relating to import of equipment for power 
plants, fertilizer, plants, capitive power plants for steel mills etc. and 
their impact on order book o~ BHEL 'are stated to have been refer· 
red to the Department of Heavy Industry for taking up with the 
concerned Ministries. When the Committee enquired about the 
action taken by that Department in this regard, the Secretary of 
the Department stated "It was a collective decision of Govern
ment as such that certain items should be put on OGL, Bui to 

. protect the indigenous industry the Government at the same time 
formed a committee called the Empowered Committee and in fact 
the Secretary. Heavy Industry is the Chairman of that Committee. 
The Department itself is involved in the procurement of equip
ment. If there are individual reasons for allowing the import and 
if that does not hamper the indigenous capacity then it is a diffe
rent thing. Otherwise the clearance of this Committee iii not 
given," 

46. It has been informed that there is stiff competition en
countered in IDA tenders in India from foreign firms which has 
affected theperfomlance Of the BHEL adversely. The Committee. 
however, noted from the information furnished to them that during 
the last 5 years only one IDA contract was lost to the BHEL anel 
enquired whether in order to win the contract the BHEL delibe
rately quotes below cost against the commercial interest. Replying 
that in international tenders BHEL quote prices considering campa--
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'tition and benefits which will accrue to BBEL in World Bank 
-Contract the CMD, BHEL submitted that BHEL never· quote below 
. covering their direct costs and variables which are reported to be 
.nearly 33 to 40 per cent. In a written reply furnished to the Com
,mittee BHEL claimerl. that of the 4 IDA contracts secured by BHEL 
in the power generating equipment sector except for in the first 
contract viz. Singrauli, in other 3 contracts BHEL quoted &~plying 
.normal estimation method with 'a reduced profit margin. These 
·contracts are stated to be at various stages of execution and the 
. final cost returns are yet to come in. In the case of Singrauli, it 
.has been stated that being the first contract, the estima~ were 
made on the basis of marginal cost and the loss of this contract 

7Vis-a·vis the total cost is expected to be Rs. 25.0 crores. 
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48. The total annual purchases of raw materials and components 
and stores and spares of the BHEL ranged from 380 erores to 
Rs. 490 crores during 1978-81. Asked whether it would not be 
advantageous to have a centralisect system of purchases to obtain 
competitive price on account of the bulking advantage, a represen
tative 'Of BHEL stated: "For 80 per cent of our purchases, specifica
tions differ from product to product and plant to plant. It is only 
possib1e to certain categories of steel, copper and a few mate~ials like 
cement etc." Apprehending that it would be more cumbersome to 
centralise all purchase, the CMD, BHEL assured the Committee: 

"Whether we should centralise those items, which should be 
. common to everybody or smaller amount can be centra

lised, that we will examine." 

49. Pointing out that more than 60 per cent of BHEL's purchase 
came from abroad, the Committee enquired whether in such a 
situation, the progress of indigenisation of production in BHEL 
could be said to be satisfa::tory. Claiming that the progress in that 
is satisfactory, BHEL in a written reply has stated that CFFP has 
been gradually ~bbilisinp, production of castings and forgings and 
this effort may yield a saving of foreign exchange of Rs. 10 crores 
in 1961-82. Similarly SSTP is also stated to have been stabilised 
manufacture of 30 sizes of carbon steel tubes. 

50. It has been stated that in case of bought out items imports 
have to be resorted to when specific make is insisted by the customer 
e.g. gravimetric feeders required by NTPC even though volumetric 
feeders have been developed by Trichy, Turbovisory services of 
foreign make by ,some Electricity Boards even thcllIgh the same 
have been developed by ECIL. 

51. It has beer. stated that import substitution effort within 
BHEL units have identified high value of items amounting to Rs. 36 
crores on which they are concentrating these efforts for import 
substitution. 

52. Asked what was the anticipation in DPR in regard to hidige
nisation of raw ma~rials/coIl'lQonents the Committee have been 
informed that there was no specific programme of indigenisation 
mentioned in earlier DPRs for plants established at Hardwar, 
Bhopal and Trtchy. However, for recent investments like CFFP, 
SSTP an!\ LSTG it has been stated that tndlgenisation programme 
is adopted formally. 



53. As regards the steps taken by the BHEL to develop indi-
genous production of raw maten.ills/components the following have 
been mentioned: 

--Taking up initiative in setting up of plants within BHEL. 

-Enterin.g into new collaborations for starting maufacture 
within BHEL: . 

-Liaison with other organisations for setting .up facilities. 

-Gear up production within BHEL. 

However the following environmental factors are stated to mill
tate against these efforts: 

-Electricity Boards asking BHEL to get spares for imported 
equipment. 

-Product to system sales trend. 

-Necessity of updating technology so as to re~ain in the 
market and produ~e more reliable equipment. 

-Short deliveries demanded in. I.D.A. or export contract. 

54. On the question of coordination with Department of Indus-
ftrial Development and DGTD in regard to the steps taken by BHEL 
to deve10p indigenous production, the Committee have been inform
ed that DGTD clears BHEL's every proposal for import only after 
it is satisfied that the items are either outside manufacturing capa
. hility of BHEL or any other party in the country. Whenever the 
items pertain to areas where investments have already b~en men
tioned f.or BUEL, DGTD examine indigenisation development prog-
ramme. At times, DGTD is also stated to help BHEL in locating 

!potf:ntial sources for: development. 



IV. CONSUMER SATISFACTION 

A. Delivery of Equipment 

From the details of user-wise sale of plant and equipment bY' 
the Bhopal and Hyderabad units of BHEL costing Rs. 3 crores and 
above in each. case the Committee noted that in a number of cases; 
there were long delays in delivery and serious complaints regard
ing quality. For instance, delivery of thermal sets to Gandhi
nagar-II (GEB) expected in December, 1975, thermal sets for 
Santaldih-IV (WBSEB) e»:;>ected to be delivered in September-
1976JMarch 1977 by the Bhopal Unit, supply of plant and equip-
ment to PSEB Guru Nanak III expected 00 be delivered in March, 
1975. for Guru Nanak-IV in September, 1975, for NFL, Bhatinda 
in June 1977. for NFL, Panipat in October 1977, for FCI. Sindri ill' 
October, 1977 for GNFC-Bharuch in August/November 1979 by the 
Hyderabad Unit hydro sets for Lower Sileru-II (APSEB) expected 
to be delivered in May 1976, for Loktak-II and Loktak-III NHPC' 
expected to be delivered in September 1978 (Unit III) by the Hard
war unit were all delayed by more than a year. Observing that 
such long delays reflected bandy on the performance of the BHEL,. 
the Committee enquired to what extent these were totally un
avoidable. In a written reply furnished to the Committee, BHEL 
has stated that even though there were delays in completing the
supplies from BHEL, compared to the contractual date, the units
were commissioned much later after the receipt of equipment at. 
site. Major reasons for delay in timely supply from BHEL are 
stated to be as follows:-

(i) Delay in receipt of bought out items~' 

(if) Delay in supply of materials and equipment for critical 
piping, power cycle piping, instrumentation and control: 
turbovisory and other auxiliary systems. 

(iii) Power cuts. 

(iv) Delay in the availability of special wagons. 

(v) Delay in identification and re-ordering components· 
callnalised for operating units. 

(vi) Delay in the supply of components for fans, valves and' 
~o."npont'nts of electrostatic precipitators due to capacity-
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.constrnint in the manufacturing units of boiler equip
ment. 

BHEL has informed the Committee that most of these reasons 
.1for delay were beyond the control of BHEL. 

2. As alreadY mentioned in Chapter I, the Ministry of Energy 
(Deptt. of Power) have not agreed with the contention that BHEL 

'was not rE'sponsible for delaying commissioning of power projects 
·during the period 1978-81. They indicated 22 units in respect of 
'which major delays occured in project completion and the specific 
,de:lays in the supply of equipment supplied by BHEL that contri
buted to the project slippages. 

3. The Committee have been informed by BHEL in a note 
-that BHE!. has been able to supply the main turbine and generator 
-equipment in time. But delays have occurred in respect of pur-
chased items and certain boiler house auxiliaries like valves, fans, 
-piping etc. where there has been a capacity constraints. Asked .. 
when was this capacity constraint noticed and what action was 
taken since then to augment the capacity, the Committee were in
formed in a written reply that the capacity to manufacture boilers 
and auxiliaries was analysed in 1977. The load projections of VI 
'plan revealeci that the capacity should be increased to an equivlent 
of 4000 MW per annum in a period of 6 years from 1978-79. It has 
-been stated that action to augment this capacity was taken in the 
'year 1977 in the form of preparation of investment reports. The 
project reports were, however, completed in March, 1978 and were 

'approved by Government in June 1979/July 1980. 

4. To meet the additional requirements of steam generating 
-equipment comprising of boilers and auxiliaries on account of in
adequate capacity with BHEL, it has been stated that imports of 
-Rs. 59 crores were resorted to during the period 1978-81. 

5. Asked how soon would it be possible to standardise the equip
-ment specification and lay-outs for improving delivery of equip
'ment at sites, BHEL has informed in a written reply that delibera
tions have been held by the Standarmsation Committee formed by 

-CEA with participation from leading Electricity Boards, Consul
tants, NTPC and BHEL on boiler and TG packages for 210 MW sets. 
It has .been further informed that final lay-out for TG package has 

-been issued by BHEL to CEA on 26th November, 1981 and standard 
'lay-out for boiler packa.ge was finalised in November, 1981. 
'Schemes including instrumentation and control are stated to have 
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been finalised in December, 1981. Based on these BWEL has stated 
that they would finalise the parameters and specifications for major 
auxiliaries for TG ~ackage and would issue to CEA in April, 1982_ 
As regards boiler auxiliaries standardisation is stated to be not 
possible due to wide variationS in coal quality available for different 
projects. However, the possible alternatives are reported to have 
been circulated by BHEL to the Committee members. 

6. The Department of power have informed the Committee in a 
written note 'furnished after evidence that the manual on "Standard 
Design of Thermal Power Stations with 200/210 MW Units having: 
KWU turbine" is under compilation and is expected to be released 
within a few months. 

B. Performance Of Eqwipment 

7. The Committee were informed by the Ministry of ¥-nergy 
(Department of Power) in a written note that the all-Irtd.ia average· 

.. plant load factor for the thermal (including nuclear power system) 
ranged from 4.7 per cent to 48.4 per cent during the years 1978-81. 
From the details of the plant load factor of BHEL make units fur
nished by the Ministry, the Committee noted that during the year 
1980-81 as many as 4 units of 200/210 MW group, namely, Koradi-5, 
Ukai-4, Satpura-7 and Parli-3 and 8 units of 110/120 MW group, 
namelY Chandrapura-4, Chandrapura-5, Ukai (TI-2, Kothagudem 
(B) 1 (5), Patratu-7, Kothagudam C-I, Harduaganj Extn-I and 
Bhatinda-4 attained load factor less than 25 per cent. Asked 
whether this did not primarily indicate the poot performanc~ of the
BHEL equipment, the CMD, BHEL said 'No', and stated that "the 
plant load factor of a unit depends upon continous loading of the 
unit, load demand pattern of the system like the .system load factor, 
availability of the hydro and thermal generator capacity-type, qua
lity and quantity of coal availability at the power station, proper 
~ommissioning and functioning of control systems such as cooling 
water system, coal handling and ash handling system nnd electrical 
traction system, expertise, skill and eXl'erience of operational staff 
and maintenance practices adopted and management of spares and 
other factors, plant and routine maintenance of equipment system 
and availability of trained staff and anequate spares for doing the
maintenance". In this view, if all these factors were correct the 
plan load factor would be ideal. 

The witness' explained in this context: 

"Our equipment w.as designed for.8 certain type of coal. That 
.coal is not available. We. have introduced modifications 
to match and respond to the ayailability of coal also. 



The f4'st set of 200 MW was tested on 3-12-1973 and 
commissioned in 1978. We were in the dark about its 
operation for a number of years. Any manufacturer in 
the world would make such a set run it, gain experience 
and apply correctives. We 'could not do that. In Oc
tober, 1980, there were 13 sets operating. All of them 
have been manufactured even without testing the first 
set. We have now identified what are the modifications 
required and we have made those modifications. After 
that the sets have started functioning." 

On the question of qu'ality of coal, the CMD stated: 

"The basic thing is that if coal contains silica so have a'dverse 
effect to the same parts which are meant to run for longer 
period . . . But when they gave us specification 'Of coal, 
it was not intended for use of the coal now being. sup
pUed. They gave us huge ash ,content which means 
bigger volume; that is everything has got to be bigger. 
Similarly, Milling system will not be adequate. The 
worst of it is that several times there are reports that 
metal pieces get into the coal." 

According to him the solution to that problem lies in installing 
washeries or putting large number of people to do the picking. 
About wash eries, he felt that it is a question of inestment and said: 
"There are two things. One, whether the coal can be transported 
by slurry. This has been tried in America. 'rhat idea will take 
quite some time to develop. We proceed selectivelY in this matter." 
Enquired whether it is physically possible to have washeries in 
plants, he stated that "there is no difficulty if money is there." 

8. Submitting that it is true that plant load factor taken in isola
tion will not give an absolute indication regaraing tht: performance 
of the equipments and that to a limited extent, it depends on sys-
tems design, quality of coal, quality of maintenance and other 
m.anagement factors, a representative of the Department of Power 
felt that the (Jlan loar! factor on two plans working under similar 
conditions, in respect of these items, would give an indication of the 
performance of equipments. 

9. Asked whether it. was not desirable to make it obligatory for 
the B~ to prove the performance of its generating ,sets upto the 
marked capacity, the witness said j'lt is desirable to make it obliga
tory". Informing ill this connection that the contractual management 
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was one of the weak areas, he said that there were no detailed con. 
tractual obligation laid down between the BHEL and the Electricity 
Boards. Stating that they have learnt from many of the mistakes 
that has occurred in the past, the witness said that in the NTPC con
tract they had made it clear that the BHEL wouin show 72 hours 
duration of operation and then only the customer would take it. This 
obligation is stated to have been laid down in . contracts from 
February. 1978. 

\ 

10. Enquired whether this obligation is in force now, the Secretary, 
Department of Heavy Industry has stated in evidence (February 
1982) th:at the first unit is expected to be commissioned· in six months 
and that when the commissioning of other equipments are complete, 
the test would be insisted upon. In this context, the Committee have 
been informed by the Secretary, Department of Heavy Industry that 
they are trying to get the State Electricity Boards to insist on this 
obligation in future for which a model contract has been prepared 
by them. This contnlct is reportedly being finalised after the discus
sion of Central Electricity Authority with BHEL and other suppliers. 

11. Suggesting that there should be.a high-powered Committee for 
ensuring quality coal for power production, the CMD. BHEL stated· 
during evidence: 

"Sir, there are several Committees. The!'e isa Committee 
for infra-structure even at th~ Cabinet level. But in 
relation to 'Power sector its~lf there -should be a highpower
ed Committee where representatives of all those who can 
specifically point out the generation deficiencies and how to 
make it up as far as coal is concerned should be associated. 
That, I think, is a positive st'3t, by which we can ensure 
that what is promised to the plan is ensured ann even 
when there is some difficulty we can cut-off a plant which 
is un-important. Now, what happens is that a plant which 
is giving good results is cut-off." 

In this view that Committee should consist of Chairmen of Central 
Electricity Board,BHEL, Railways, Instrumentation Ltd., Kota, 
Coal India etc. and "should periodically meet and then identify the 
problems and apply correctives." 

12. Informing that in 1964 when BHEL ~ol)k first collaborations 
for boiler, they could not get any country to give them collaboration 
~ce:pt Czechoslovakia, the CMD, staten that the Czechoslovak 
design of boilers was not suited to Indian conditions and that thf!. 
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bqUers which have been directly imported from Czechoslovakia 
performed far worse than BHEL boilers. Stating that BHEL's 200 
MW boilers are designed to combustion engineering design, he said: 

"We and our customers are of the opinion that they are of 
much better design boilers and they are ca;;>able of work
ing with little regulation of coal maintenance 9ractices 
giving full rated capacity." 

13. Informing that Kothagudem No.6 is not performing well, the 
CMD has staten that it ran for a very sr.urt period and is not run
ning now. The Committee were also informed that Koradi-5 was 
shut down for maintenance 'during the ,current year. 

14. On the question of coordination in the construction of new 
plants the witness said: 

"I am keeping a watch. In Badarpur, there will be a lot of 
improvement. But basic' im,rovements rannot be done. 
l! all the dust goes on to motor becau~e of design, nothing 
can be done." 

The Committee pointed out that whatever be the reasons, poor 
performance of Power plants brought bad name to BHEL, the wit-
ness stated: "1 agree, because of that, we are going to every station 
nnd trying to ensure that it gives a very good performance." 

15. Enquired if hey cannot adopt the same system of sending 
their experts to all BHEL units and t;lrove the maximum load 
-capacity, the CMD said: 

ult is a very ,correct thing, the right system is that when we 
sell the right equipment abroad then it is all right. Here 
the conditions are totally different and here they want 
to commission it even when there is no arrang~ment 

made for it. Then how can you prove anything under 
these circumstances?" 

16. The Committee have been informed In a written reply that 
the average generation per day improved from 21 million Units 
in September, 1980 to 36 million units in May 1981. This 
irnJ;lrovement is stated to be the result of the modifications carried 
~ut in the equipments of the first thirteen 200/2]0 MW units COUl

missioned by BHEL. In regarrt to 120/110 MW units, it has been 
iltated that the problems arising dUe to use of coal and other 
.environments were analysed and action plants have been prepared 
for carrying out these improvements. 
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17. Enquired whether all the thermal 'Plants 'manufactured by 
BHEL are improving the CMD, BHEL said "They are very rnuch' 
improving. It is reftected in the overall improvement. We worked 
out the figures. I will not say it becaus9 cf BHEL'II contribution; 
but I would say that in respect of day·to-day improvement, the quota 
of BHEL's contribution is above 7Q per cent." 

He continued further and said. 

"But comparatively, I can say that only from the original 
Czech designs of. 110 MW, we will get trouble .... Except 
for these sets, all others are capable of giving full output. 
We are in a position to demonstrate each one of them." 

18. Enquired about the performance of units not using BHEL 
equipment, the CMD explained: 

-' 

"The IP unit in Delhi-imported units -are: one of 35 MW, and 
three units of 61.5 MW. There is oniy one BHEL unit. 
In 1979--80, operating availability of imported units was 
81, and that of BHEL 85. In 1980-81, the imported unit 
availability was 71, and BHEL's 94. The plant load factor 
in 1979-80 of imported unit was 71 and BHEL's 72. In 
1980-81, that of importer\ units was 79 and DHEL's 72 ... 
At Harduaganj there were items of im?orteri equipment, 
2X50 Magawatt and BHEL had 2X60 and 1X60, that is· 
three units. In 1979-80 the operating availability of the 
imported units was 46, ours was 62; in 1980-31 it was 
36 for the imported units and 68 fat' our units. In 1980-81 
their plant load factor was 26 and onn; was 45. Thus at 
Obra for the five units of 5(} MW each jm?orted from 
Soviet Union we had correspondingly three units of 100. 
megawatts of BHEL. The operating availability in 1979-
80 was 52 for the imported units and 86 for our units; 
in 198(}-81 it was 63 for the im()ort~d units and 70 for 
BHEL's units. Their plant load factor in 1979-80 for the 
imported units was 44 and for ours was 60; in 1980-81 for 
the importecl units, it was 45 and for ours it was 4O-of 
course, this need to be examiner." 

He informed that by and large BHEL units, by all accounts were 

better. 
, , 

19 The Committee' re~rred to the perfO'rma'nCe of generating 
sets ~rought out in .Chapter IV of their sixteenth Report (1980-81} 
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on Damodar Valley Corporation where the perforl'nllN!e of BHEL. 
Ull.i~s were reported to be poor compared to other units as fo11ow8:--

"The performance_of various generating sets installed by the, 
DVC in terms of gen&ation of power in KWH per KW of 
instaRed ~apacity against the nJrms of 5000 KWH of 
power per KW of capacity during the years 1976-'77 to. 
1979-80 as furnished by the DVC is shown below:-

-_ ..... --------------------
Name or the Unit's 1976-77 1977-76 1!l76-79 1979·(10 
----+------.l-----~----~,----....... ,--------
GE UnilM _ 

----_ .. _---_. --_.,,_ ... _---

537 1 

4996 
1100 ~8a8 

Commenting on the information the CMD stated. "Regarding DVC; 
the s."ts are ilI1l?orted and at Channrapur for the boiler we supplied 
the turbo-generator. The trouble is, it is not s~ecified whether the 
defect is with the boiler or the turbo-gen·?l·ator. Boiler is being 
supplied by AVB. Nowhere have we heard about AVB. They are' 
not our supplies at all." 

20. The Committee also referred to the tollowing paragraphs 
from Chapter VI of the thirteenth ReQort of Estimates Committee 
(1980-81) on "power generation-Central ElectriCity Authortiy"-

"6.3. An expert on Power has stated in his Memorandum that 
the sets supplied by BHEL. have many design/manuia(!
turing defects· with the result that the availability· as well 
as the output of these sets is very poor. A State Electricity 
Board has identified 32 design/manufacturing defects in 
the sets sup:>lien and these defects, it is stated, have been 
accepted by BHEL as well as their foreign collaborators. 

6.4. A State Electricity Board has stated that 94.38 per cent 
of the operational hours lost in a power unit were attri
butable to equipment failure, desigxl defects and 
deficiencies. The percentage in re$pecf at' two o.ther units 
was 85.23 I;;)er .cent and 87.28 per cent." 

Regarding the 32 design/manufacturing defects referred to in this 
report, the CMD admitted 'that·ftthat is true" arid said "But the-
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Hirst design was a Czech design. At that tjm~ no collaborator ac
cepted the Czech design. We had no choice." 

21. The Committee were informed during evidence that BHEL 
h1ld taken up a turn key project in India. It was in Parli It has 
been informed that it was completed in the recorel time of 42 'months 
and was synchronised in October, tOO(}. However, performance 
te&t is reported to have been not undertaken in this oroject. A 

:representative of BHEL stated in this context. "According to the 
contract trial run is conducted on every set before handing over. 
The set, must run 14 days continuously with 72 hrs. at full load . 
. After that the performance test should be done within three months. 
'But it can also be done within one year with correctlon curves. But 
we would not unc\ertake this test for lack of facilities, e.g. coal 

. supply, cooling water, instrumentation etc." Enquired' about exten
Fion of guarantee period, the Committee have been informed that 
it is automatic till the trial test is given. The set is reported to have 
touched full load of 210 MW for 4 days in ,July, 7 days in August, 

1981 and 7 days in September, 1981. 

22 In a note furnished to the Committee it has been submitted 
that ?roject renovation' was launched in September, 1977 and it 
'included 31 thermal units at 14 thermal power stations anc\ 8 hydro 
units at 3 hydro "ower stations. An amount of Rs, 2.48 crores was 
spent in 1917-78, Rs. 7.72 crores in 1978-79; Rs. ,1.50 crores in 197f,·80 
and Rs. 1.76 crores in the year 198(}-81. During evidence a repre
sentative of BHEL pleaded that "This word 'renovation' is a little 
'bit unfortunately used" and said "The correct word is 'modification 
or improvement.' " 

. '23. In regard to 200/210 MW sets it has been stated that there 
were 13 sets operating in October 1980 'lnd all these sets were 
manufactured before even one set was running. MoeUfications in 
these sets had to be carried out as a result of actual experience of 
the coal availability and of the conditions available. R<:!gard;ng the 
question of eXJ;lenses involved in modification the CMD submitted 
'that "where the amount is not so much and where the modificatio!'l 
will improve our future design, we thought it prudent to bear it 
ourselves." A representative of BHEL stat.ed in this context that 

'.'In our estimates we keep a certain percentage t'eserved for such 
things and when complaints are there which are g~nuine where 
modlftcation or improvement has to be done, we accept it as a sort 
-of commercial obligation and do it free of charge." 



24. Enquired about the technological tmprovements made in th.~ 
products of BHEL as a result of the renovation programme. The: 
following were mentionea in a post evidence reply:-

(i) Platen binder coil modification. 

(ii) Link mechanism for ID and FD Fan. 

(iii) Leak-proof Dampers in PA Fans. 

(iv) Economiser modification. 

(v) Super heater (convection) modification. 

(vi) Steam Atomisation in Oil Burners. 

(vii) Air Heater modification. 

(viii) Water level Gauge Glass problem. 

(ix) Passing of valves. 

(x) BFP circulation valve problem. 

25. The Committee desired to know whether there was any' 
review at the government level of the, position of power generation 
after the project renovation undertaken by the BHEL and if so, 
whether it could be said that the position in regard to the perfor
mance of the BHEL generating sets has become satisfactory. The· 
Secretary, Department of Heavy Industry replied during evidence
that the reviews had been done by the Ministry of Energy in all 
those cases and that, to his knowledge, the renovation operation had 
been carried out in Unit 2 of Badarpur power station where there 
was a positive improvement. 

26, Expressing the difficulties involved in project renovation. the· 
Secretary, has submitted that "In order to carry out· renovation, 
they are basically manufactured according to the old designs in" 
which old boilers have. been built. There a long period of shut. 
down is required. But the customer does not want it." 

27. Regarding the performance of units in which renovation has
been carried out, a representative of the Department of power has 
stated that of the 11 units which have been renovated 6 units have
shown some improvement and in 5 units there is a little uncertainty. 
In the case of 110 megawatt units, he has stated that BHEL is still 
facing Some problems. There are some basic problems with the· 
milling plants. He has added that there are also two imported: 
units which have not improved. 
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28. From tP.e post evidence ~ation furnished to the Com-
:.mittee by the Department of Power:, it is observed that the plant 
load factor has actually deteriorated frOm 59 per cent in 1979-80 
to 27 per cent in 1980-81 and 23 per cent in 1981-82 (upto Oct. '81) 
in Obra-3 which cost BHEL Rs. 149 lakhs for renovation. The plant 
load factor has also gone down <Juring 1979-31. in Santaldih-2 from 
36 per cent to 28 I,?er cent, in Chandrapura-l from 42 per cent to 
16 per cent, and in Chandrapura-2 from 35 per cent to· 15 per cenl 
The PLF in all the four units in Ennore has also declined during 

,this period. .. 

29. Informing in a post evidence note that equipment defects are 
'one of the contributory factors for the unsatisfactory performance of 
the thermal plants, the Department of Power feel that while renova
tion of the equipment is necessary for improving the performance of 
the units, it would also be necessary t~ improve the oV0rall ():;>era
tiona! management of the units for enhancing their availability ancl 
Plan Load Factor. In respect of the units which have not shown 
improvemen.t after r,enovation, the Department have stated that it 
WQuid be necessary to identify the factors that are responsil::le for 
the low availability and low capacity utilisation. 

30. The Department of Power have informed that Central Electri
city Authority has constituted inter-disciplinary teams to go into 
these aspects in detail and initiate necessary remedial action. 

C. After Sales SerVice 

31. In order to render an effective after sales service, BHEL has 
'Set up in 1976 a separate cUvision viz. power projects and Services 
Division which provides after sales service both during the 

, guarantee period as well as the post guarantee period. 

32. Regional repair,-groups with specialists from products and 
systems areas have been located at Regional centres and these 
groups would facilitate prompt attention to technical problems aris
ing out of operation and maintenance of eqUipment. Asked how 
soon the regional repair shops would be set up the Committee have 
been intimated that the repair shops will be established within two 
years after the scheme is approved and finances are made available. 

33. In a note furnished to the Committee BHELhas il'lformed 
that as on end March, 1981 the total value of overdue orders for 
spares was about Rs. 8.5 crores. This is expected to be liquidated 
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by the end of the current financial year. The orders due for deli
very during 1981..82 is planned to be liquidated by June 1982. The 
value Of spares supplied by BH~ durin.g tbe last three years has 
risen from Rs. 25 crores in 1978-79 to Rs. 65 crores in 1980-81. 

34. Asked what was the d~mana for B;lares for each of the last 
five years and to what extent was this demand met, the Committee 
have been informed in a written reply that in the past there was no 
planning by the power station authorities for spare parts. Orders 
were placed on BHEL sporadically. As a result BHEL could not 
plan the manufacture of spares on a systematic basis. By end 1980 
spare parts catalogue were prepared by BHEL giving price and 
delivery period and was made available to the customers. It has 
been stated that the customers have now started placing orders on 

an annual basis which will help BHEL to ~lan the production 
activities. ... 



V. WORKING RESULTS 

A. Overall Profitability 

1. The division wise profit/loss of BHEL for each of the last ftVe 
years is reported to be as below:-

(Ra. crores.) 

Division 1976-77 '977-78 1978-79 1979-80 1980-61 
(Provisional) 

Bhopal ,8'7 2'9 4'0 "29 7' I 

}harui (1·6) (1,4) (2' 9) (5. 8) (!II' 7) 

Hard war 10'3 16· I 5. 6 20'0 10·8 

CFFP (3,6) (2'4) (I' 3) (3,8) (4, I) 

Hyderabad 6·8 8,4 12'7 13,8 13'0 

Ttichy 23'S 33'1 26'1 22,8 18'3 

SSTP (0·4) (2·6) (6,7) (8'2) (8·6) 

PPD 2'5 3'2 3'9 5,6 2'7 

OPD (7' 7) (0' 7) (5' 7) (0,4) 
-- ------

BHEL after corporat(" adjustments 6\1'9 57'42 50'5 43-3 36 '0 

-.-------
2. The Committee observed that the overall profits of BHEL had -

come down gradually from Rs. 62.9 crores in 1976-77 to Rs. 36 crores 
in 1980-81. The Jhansi, CFFP, SSTP and OPD divisions were incur
ring losses throughout the period 1976-81. Bhopal division has 
mown considerable deterioration in regard to profitability. Asked 
what would be BHEL's corporate strategy to 'arrest this deteriorat
ing trend in profitability and stabilise the profits at a reasonable 
level in order to create sufficient internal resources for future needs, 
the CMD submitt~d before the Committee: 

"We have studied this question very carefully. Firstly, our 
new units are making determined efforts that at the 
earliest they break~ven and contribute and make profits. 
The focus is on increasing the capacity utilisation, plugging 
the snags and improving the marketing poSition. Second-

-ly, our inventory is higher than what it should be. These 

56 
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several factors playa part and we are" finally of the-· 
opinion that our efforts should now be to standardise the 
sets and' improve the order book position. That will enable 
us to do far better planning of materials well in time. If 
the orders are not sufficient with us, the advantage of 
scale are not available at the time of planning. But now, 
we have succeeded in our efforts to get orrlers. In the first 
nine months of 1981-82, we have already received orders 
for 20 sets of 200 MW. That would enable us to stan
dardise and plan better. We should be able to reduce the 
cost also." 

.3. When the Committee pointed out that in many areas the posi
tion has actually deteriorated during 1980-81, the witness said that 
"I can talk of the situation very clearly from September, 1980, I 
can say the position is improVing continuously very fast. In Septem
ber 1980 the situation was that my stocks were lying in the customs 
house and I did not have the money to release the stocks and pro
duction was suffering because material was not available." 

4. Regarding the deteriorating trend in profitability the Secretary 
of the Department of Heavy Industry said that Uthe trend is being' 
reversed, This year we expect that the profit would be much higher 
than last year," 

5. According to the Review of Accounts for the year ended March 
1981 by the Indian Audit 'and Accounts Department published in the 
Annual Report of the BHEL the position of gross and net profit 
after past period adjustments and tax provision for the years 
1978-81 were as follows:-
---_ .. _--_ .•. _-----.. ---_._-----_.- -_._--_ .. _-

(RI. in crores ) 

1978-79 1979-80 1980-81 

Profit for the year 5°·49 42'18 37'52 

L('!u past period adjustments -0'34 -4'55 -10·88 

Profit before tax 50 '15 :31·63 26·64 

Tax provision 25'00 5'00 Nil 

Profit after tax 125'15 32'63 26·64 

------_. __ .H'.' ___ 

6, The Committee referred to the extraordinary past period 
adjustments made in the accounts of 1980-81 and pointed out that 
this indicated that the accounts for the previous years were not 

£62 LS-5. 

. 
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drawn up correctly. A repreSentative of BHEL stated in evidence 
that the estimates which they made on various accounts were not 
cent-per-cent COrTect and admitted. that "there is need for streamlin
ing this area." He, however, added that sometimes such adjustments 
became unavoidable. 

7. According to the Annual Report (1980-81), no tax provision 
was necessary in that year on account of tax benefits availed on the 
past losses of the subsidiaries. The profit and loss account showed 
that the profit before and after tax was Rs. 37.52 crores. During 
examination of the representatives of the BHEL, the Committee 
asked whether there. was no tax liability at all. The Committee were 
infonned that the tax liability for the year 1980·81 after taking into 
account the losses was Rs. 4.25 crores. In a note furnished subse
quently, the BHEL indicated that the taxable income for the year 
was Rs. 7.13 crores. 

8. The Committee enquired whether profit after tax should not 
have been shown less by the tax liability, a representative of the 
BHEL stated: "I agree with you, Sir. It does not give the correct 
position, since the tax liability has not been shown in the current 
year's accounts." He, however, clarified: "Since the provision al-
ready available in the accounts was adequate to cover current year's 
tax liability, no fresh provision was made and the profit before and 
after tax was shown as Rs. 37.52 crores." 

9. The reduced tax liability for the year 1980-81 was partly on 
account of losses of erstwhile subsidiaries taken over by BHEL. A 
loss of Rs. 10.11 crores was adjusted in the Qrofit ann loss account of 
the BHEL for the year ended 31 March 1981. The Committee pointed 
out that when the actual net profit was reckoned all the losses 
should have been taken into account. A - representative of the 
Department of Heavy Industry stated: "We could have done it. The 
tax advice given to us was like this. I will go into it further." 

10. There were a number of comments on the accounts of the 
BHEL for the year 1980-81 by the Comptroller and Auditor General 
of India under Section 19 (4) of the Companies Act, 1956. The 
effect of the comments was that the profit was overstated in 
the accounts to the extent of Rs. 20 crores though the comments were 
not summed up. During the examination of the representatives of 
the BHEL, the Committee desired to know the reaction of the C&AG 
to the replies of the company to his comments on th~ accounts as 
published in the Annual Report and suggested that the replif':; of the 
company taking into account such further developments as may have 
occurred might be got vetted by the C&AG and furnished to them. 
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On six such replies received by the Committee subsequently it was 
seen that the C&AG dic1. not agree with the management views on 
any of them. These related to the follows: 

1. Comment No. I (B)-Excess reckoning of income from 
engineering services (Rs. 256.71 lakhs). 

2. Comment No. I (C)-Accountal of claims by/against the 
company-overstatement of profit Rs: 755.22 lakhs. 

3. Comment No. II (a) (iii)-Valuation of the 5 MW sf>t meant 
for South India Viscos Ltd. Overstatement of' profit 

• (Rs. 46.06 Lakhs). 

4. Comment No. II(d) (2)-Short provision of interest liabi
lity-Rs. 239.78 lakhs. 

5. Comment No. II (d) (3)-Bank guarantee for Tripoli West 
Contract Lack of- provision of accrued liability Rs. 4.17 
crores. 

6. Comment No: III (a) (I)-HPLP By-pass system-over-state
ment of profit-Rs. 1124.86 lakhs during 1979-80 and 1980-
81 (Rs. 580.28 lakhs in 198~81). 

11. When the Committee observed that it appeared that according 
to CAG, BHEL's accounting policies have been defective in some 
respects a representative of the Department of Heavy Industry said 
during evidence that "this is the matter which is under discussion 
with the CAG." 

12. Department of Heavy Industry have assured in a post evidence 
note that the provisions falling under prior period adjustments, 
export incentives, taxation etc. as also accounting policies would be 
gone into further while closing the accounts for 1981-82. 

13. Expenditure during the years 1980-81 included .cash discount 
of Rs. 9.32 crores as against Rs. 0.19 crore in 1979-8O-vide schedule 
16 of the Accounts for the year 1980-81. Enquired about the details 
r~garding cash c\iscount, the Committe have been informed in evi
dence by a representative of BHEL that thOSe who a;>ened LC against 
BBEL supplies ~ere given cash discount of 10 per cent. .rustifying 
this discount another representative said: 

"The other alternative was to reduce the price. Everybody 
was pressing us to r~duce the price, because we got 
profttability. The Electricity Boards were saying We are 
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no~ making profits, but the manufacturers are making 
profits'. We said that we will give a discount if cash 
payment is made." 

14. The question of giving cash discount was reported to have 
been decide<l at the Ministerial level. Asked about the commercial 
justification for giving 10 per cent cash discount, the Secretary Deptt. 
of Heavy Industry admitted that there was no justification and said: 

"There was no formal advice as such from the Ministry. I have 
not been able to find any paper. I agree it is a large 
amount. Firstly, it should not have been given. Normally, 
it has to be the other way roundj there should be a 
penalty for late payment." 

In this context when the Committee referred to the announcement 
made by the Union Minister of Industry in the Power Minister's 
Conference in July 1976 regarding cash discount, the Secretary 
said, "that is more from the records of the Ministry Of Energy. There 
was no discussion within the Ministry of Industry." Referring to 
the cash discount he said "the, practice is not there now." 

B. Losses on Exports 

15. There were 6 major turn-key projects abroad costing Rs. 3 
crores and above each completed during the last 5 years by the 
BHEL. There were losses on all these projects except one. The 
details are as follows:-

S. No. Project ------.. 
I. Tuanku la' after power Station Stage II, in Malaysia 

12. TJPS-STAGE III, Malaysia 

3. Morogoro Transformen, Tanzania 

4. Prai Power Station, Malaysia 

5. Wadi Jizan Electrification Project, Saudi Arabia 

6. Tripoli West Powt"r Station, Libya. 

(Rs. in lakh.) 

Profit/LoSS 

16. The total value of physical exports (earnings) amounted to 
Rs. 210 crores approximately during the last 5 years. The Commit~ 
tee have been informed during evidence that the total loss after 
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taking into account the export incentives on these exports is appro.' 
ximately Rs. 20 crores. Informing that this loss was not anticipated, 
the CMD BHEI.. stated. "In all contracts where we were making 
the first entry, we anticipated that there will be no profit and no 
loss except the Wadi Jizan contract where we anticipated a profit 
of Rs. 3.5 crares or so but actually the profit was much higher than 
that". Regarding the contracts which ended in a loss, the witness 
said:-

"There were some overruns in executing the whole thing and 
in some cases we came across conditions which we did not 
anticipate. Actually our civil construction works in 
Tripoli did not turn out the way that we had anticipated. 
Soil conditions and other things did not come as per our 
anticipations." 

17. Stating that all these export projects have been reviewed 
critically, the Secretary, Department of Heavy Industry felt that 
the loss on exports might be less than Rs. 20 crores. He stated in 
this connection: 

" ..... BHEL is making certain claims for certain things. There 
were certain delays which are not attributable to the 
BHEL's performance but are due to certain failures on 
the part of the customers. There is our claims are accep
ted the loss will definitely come down." 

18. Asked about the prospects for increasing the exports and at 
the same time ensuring that there is no loss on export, the Secretary 
said that "There are good prospects" and continued: 

UFor very large projects discussions are going on. We take 
extra care to see that we do not get into the same kind 
of situation once again." 

C. Capital Structure 

19. The paid up capital of the BREL at the end of March 19'81 
was Rs. 150 crores. Outstanding Govt. loans were of the order of 
Rs. 222.91 crores and Public Deposits were Rs. 14.42 crores. As the 
government policy is to have debt equity ratio of 1: 1 the Commit
tee enquired whether the BHEL took up with the government for 
more of equity in order to restore debt equity ratio to 1: l. The 
Committee have been informed in a written reply that the matter 
lVas taken up with the Government and that they have agreed to 
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release part of the blJdgetary support in the form of equity. The 
release of funcls in 1980-81 and 1981-82 is stated to be on the follow
ing basis: 

(Rs. in crores) ---_._-._--_._----_ .. _- ----. 

Equity 23 

-----------------------_._. 
20. The working capital at the close of the three years ending 

31 March, 1981 amounted to Re. 253.51 crores, Rs. 345.91 crores and 
Rs. 390.31 crores respectively and represented 4.97, 5.86 and 5.82 
months value of production at cost. The working, capital was 
financed partly through case credit and loans from banks, partly 
through loans from Government of India and partly from internal 
resources. Bank borrowings which ranged from Rs. 29 crores to 
Rs. 86 crores during 1976-79 suddenly jumped to Rs. 167.59· crores 
in 1979-80. Asked what was the reason for this extraordinary bor
rowing from banks during 1979-80, BHEL has informed in a written 
reply that the increase in borrowings is due primarily to shortfall 
in collection from customers and consequent increase in receivables 
from Rs. 170 crores in 1978-79 to Rs. 223 crores in 1979-80 and Rs. 295 
crores in 1980-81. The bank borrowing at the end of the year 
1980-81 is Rs. 172.8'" crores. 

21. The Committee noted that the working capital had been 
looked up in inventories and trade credihs. The inventory holding 
as at the end of March 1981 was of the order of .Rs. 670.09 crores. 
The volume of book debts as at the end of March 1981 was Rs. 305.61 
crores rep~esenting 38.24 per cent of the sales during the year 19'80-
81. In reply to Committee's query as to whether the present level 
of inventory is justified and whether it is possible to reduce it by 
better material and inventory management, BHEL has admitted in 
a written reply that the present level of inventory is somewhat on 
a higher side and has informed that the measures have already been 
initiated to bring it down. 

22. In'forming that receivables are mounting because of the failure 
of the customers to pay BHEL's bills promptly, a representative of 
BHEL has stated that "As far as customer outstandings and our bills 

.At the time of factual verification. BHEL indicated that the bank o .... erdran for the 
years 1979.80 and 1980-81 was Re. 90 crores and Rs. 119 crores respectively. 
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against various customers are concerned, the position is still not 
very much bright. It is almost at the same leve1. Even to-day, I 
have an outstanding of about Rs. 300 crores." The witne&j tllrther 
stated that as far as receivable were concerned the period from 1979 
to 1980 had been bad. Asked why interest should not be charged 
on delayed payment, the witness said that their contract provided 
for interest payment after 30 days. Another representative of BHEL 
said further: "Till four years back in our contract the interest clause 
was not there. For the last four years We are insisting it. That is 
one of the reasons why customers are not signing contracts, inform
ing that BHEL is making a model contract with the Ministry of 
Energy the witness has said that the model contract has been sub
mitted to the State Electricity Boards. The question of receivables 
is reported to have been taken up at the level of the Finance Minister. 

23. In a post evidence reply furnished to the Committee, BHEL 
has made the following suggestions regarding recovery procedures: 

(i) The customer should be persuaded to revise the payment 
- terms providing for progress payments against items 

under manufacture at the shop floor. 

(ii) In the case of projects included in the 5-year plans the 
Government may consider direct allocation of funds to 
BHEL against outstanding bills as accepted. by the cus
tomers i.e. State Electricity Boards, for supply of equIp
ment. _ 

D. Net Foreign Exchange Outgo 

2{ The Foreign exchange outgo and the foreign exchange inflow 
in respect of the BHEL during the years from 19'77-'1'8 to 1980-81 as 
furnished by them are as given below: 

Outgo 

Value of Imports (CIF) 

Raw Materials 

Componenta 

Capital Good! 

Other Expeneee 

TOTAL 

4g 

64 

~I 

25 -----159 

(RI. CZ'OI'eI) 

6g ?~ 57 

94 106 120 

II 14 110 

S8 311 110 ----
1106 U? 1117 



l'lflow 

Export or goods 15 7a 32 a8 

Intcrelt lZ 

Erection Charges II 32 ~O 9 

Mile. Income 3 0 

---- ----- ---- -----.. 
TOTAL 30 105 ·54 40 

25. There has been net foreign exchange outgo of the order of 
Rs. 129 crores in 1977-78, Rs. 101 crores in 1978-79, Rs. 178 crores in 
1979-80 ami. Rs. 177 crores in 1980-81. In view of increase in net 
foreign exchange outgo, the Committee enquired whether it is not 
necessary to put through schemes for faster indigenisation of raw 
materials and components, augment exports of goods and services. 
Admitting that it is necessary the BHEL in a post evidence reply 
has stated that there is need for faster indigenisation and augmen
tation of export of 'goods and services. 

26. Justifying the large imports BHEL has however, submitted 
that during 1980-81 they imported a total of Rs. 291 crores of which 
Rs. 114 crores as customs paid. Of the remaining Rs. 177 crores, 
imports of raw materials and components worth of Rs. 141 crores 
(about 80 per cent of total imports) was stated to be absolutely 
unavoidable. 

27. Pointing out that about 60 per cent of the cost of production 
of BHEL is accounted for by consumption of material and about 
60 per cent of the purchases of raw materials and components are 
accounted for by imports. The Committee enquired, in such a 
situation, whether jt could be said that the progress of indigenisation 
of production in BHEL is satisfactory. Clarifying that 60 per cent 
value of foreign purchases also includes customs duty and incidentals, 
the Department of Heavy Industry have informed that if one takes 
out the element of customs duty and incidentals, foreign exchange 
component is of the order of about 22 per cent of cost of production. 

28. The Department considers that the progress of indigenisation 
of production, in BHEL has been satisfactory over the years. Illus
trating this point, the Department have stated that in products like 
hydro turbines, hydro generators, turbo-generators boilers, steam 
turbine of USSR design, AC Motors, DC Motors, air pre-heaters, 
transformers, switch-gears, they have already achieved significant 
progress so far as possibilities within BHEL are concerned 



65 

29. On the question of net foreign exchange outgo, the Secretary, 
De,artment of Heavy Industry subrilitted before the Committee:-

"The out-llow is not only on such items which were indigenised 
by BHEL. Quite a major portion is imported ~teel. The 
indigenisation process is important. But in some cases 
even finisheci products can be justified. If there is cons
traint the solution available to the country is either to 
import the total boiler, or import certain components, 
which could not be manufactured. They can not be indi
genised. They have been indigenised for ~ecial reasons 
in certain areas." 

30. Then the Committee pointed out that import of the components 
by BHEL is on the high side and that the matter should be examined 
by the Government, the Secretary said:-

"Yes, Sir. The purchase of components is also mainly half the 
percentage of the total production value. The purchase of comopo
nents total will always go up if production is to go up." 
He assured that the question of indigenisation can certainly be 
examined. 

31. Some of the steps taken to speeci UQ the rate ofindigenisation 
are:-

-creation of special cells at Unit and Corporate levels. 

-stabilising operations of CEFP and SSTP. 

-progressive indigenisation of components and bought out 
items. 

-C&I Qackages under development at CEO, Banga]ore. 

BHEL has stated that simultaneously, greater emphasis is also 
being placed on augmentation of exports of goods and services. 
Deliberate steps have already been taken to draw up a clear plan 
for increasing exports, to established markets, exploring new market 
possibilities and stepping up export of services to developing coun
tries. 

E. Performa.nce Revie~ 

32. Although the Ministries are required to take performance 
review meetings once a quarter, the Committee have been informeci 
by the Department of Heavy Industry that during the 4 year period, 
1977-81, there were only 4 performance review meetings as against 
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the required number of 16 meetings. There appeared to have been 
no such meeting during the year 1980-81. Asked to explain the 
absence of systematic and regular reviews of performance of the 
BHEL, the Secretary', DC'partment of Heavy Industry argued. that 
he would not personally support holding four meetings a year. In 
support of his argument he said:-

"Unless the base information is there, the review is not really 
effective. Secondly there are 19 large public sector organi
sations in this Department. Some of these organisations 
like BHEL, HMT have a number of units. We think there 
will be 30 reviews required and if we do four times, it will 
be 120 reviews a year. The Ministry with the present way 
we are organiserl, it would be literally im,ossible even if 
We are doing only that work. It would probably not 
possible." 

33. He,however, felt that with the data bank system which they 
are trying to organise, the reporting system twice a year should be 
aimed for. mustrating his point that there are reviews in the Minis
try, he has stated that before the annual plan is submitted to the 
Planning Commission, for each organisation they conduct a very 
detailed review. He has also claimed that Planning Commission 
conducts at least 5 reviews a year. 

34. The Department in a written note submitted after evidence 
have informed in this connection that recently they have finalised 
and circulate", new formats for management reporting with a view 
to further streamlining the review and monitoring of the performance 
of Public Sector Undertakings under the administrative control of 
that DElI;)artment. The Department have expressed the hope that with 
the introduction of this, the review perfonnance of undertakingc; will 
become more effective. 

35. Asked what was the system of monitoring and appraisal of the 
performance of the BHEL by the Board of Management, the BHEL 
has informed in a written. reply that the Board of Directors of BHEL 
review and monitor the performance of the Company from time to 
time vis-a-t'is the targetG set up for different areas of operations in 
the annual budgets approved by them. The Board of Directors have 
also ddopted a number of policy papers like purchase policy,. works 
~olicy sales polky etc. and have delegated a'dequate powers to the 
heads of various operating units for fulfilling the targets under the 
board framework of these policy decisions, thereby giving them coo-
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siderable operational autonomy. Under such a system the 
performance review and monitoring by the BHEL Board of Manage
ment is stated to have become a very meaningful anci effective 
exercise. A comprehensive management information and re;;>orting 
system have also reportedly been devised in the company. 

36. On being asked of specific directions given by the Board to 
the Management for iIlll?roving the performance in the last 5 years, 
the Committee have been informed in a post evidence reply that the 
specific directions given by the Board are generally in the areas of 
inventory management i.e. keeping the inventory pOSition close to 
Tandon Committee's norms, cash management, indigenisation 
through increased R&D efforts, absorption of technology from the 
collaborators, linkage between product development anci design and 
eXQort strategy. In addition to that the Board also directed that. 
every effort should be made to achieve a target of 7 or 8 per cent 
every month to the annual target besides improving the performance 
of new projects such as CFFP, Seamless Steel Tube Plant and 
Jhansi Plant. All these directives have reporteri1y been imple
mented to a large extent for the improvement of the performance. 

37. The Committ~ observed from the agenda of the Board's meet
ings furnished to them that the Board of the BHEL did not appear 
to specifically monitor and review such important areas' of perfor
ance as export performance, I;)roject implementation and perform
ance, progress of supply of equipments for core project etc., although 
the Ministry obtains a number of returns at periodic intervals from 
the undertaking. The Committee asked what was the assessment 
of the Department of Heavy Industry about the role played by the 
Board of the BHEL in regard to the monitoring and alPpraisal of the 
performance of .the Company and enquired whether it could b~ said 
that all returns that go before the Ministry were also reviewed by 
the Board at periodic intervals. Tlie Department of Heavy Industry 
have intimated that depending upon the date of the Board meetings, 
critical returns like the annual budgets generally come up before 
the Board before they are sent to the Ministry. At every Board 
meeting, the, latest available performance are tabled and discussed. 

38. The Department of Heavy Industry have further stated that 
they are satisfied that the Board of the BHEL is monitoring the ap
praisal of the performance of the di1!erent units from time to time . 

.:J 
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This view, accor~ to the Department, is based, upon the agenda 
papers and copies of the minutes of the Board meetings which are 
avafiable to the Ministry. 

39. From the management ratio reports furnished to the Com
mittee, the Committee noted that no data on the labour and machi. 
nery utilisation were available. The Committe,e desired to know 
how it is ensured that the factors of production are put to optimum 
use in the absence of the system of ascertaining theexte.nt of and 
reasons for the under-utilisation of manpOWer and machine capacity. 
It has been stated by BHEL in a written reply that in an Engineer. 
ing Organisation like BHEL labour ana machine hour utilisation 
alone do not reflect performance ann has submitted that thefo}lo'N
ing important ratios covering' tAe areas of production, finance, 
mate~al etc. are used as key indicators of productivity: 

(i) Growth in turnover 

(ii) Growth in outturn 

(iii) Outturn per employee 

(iv) ValUe added per employee 

(v) Profit c;>er employee 

(vi) Direct material cost to total cost of production 

(vii) Total inventories to outturn. 

BHEL has stated further that at the shop level, in each plant the, 
optimu~ utilisation of various factors of production is ensured by 
timely delivery of products, shop output, material consumption, 
quality of products and actual hours of production against standard/ 
norms hours for both machine and manpower. Each unit also re
gularly monitor actual utilisation of critical and unIque machines 
as well as direct labour. 

40. The Committee wanted to know whether the BHEL had made 
any inter·divisional comparison especially in regard to productivity 
and financial management. Replying 'Yes', tBe BHEL has informed 
that they do make regular comparisons between the various divisions. 
These comparisons are masie in respect of outturn per emplo~, 
valUe add~d per employee, raHos of I;)rofit before tax to outturn, 
. ratio of profit before tax to capital employee etc. making due allow-
ances for such factors as nature of products, market and environ-
mental conditions. . 
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41. Asked whether BHEL has made any inter-firm. comparison in 
order to improve the performance of the BItEL, CMD staten during 
evidence:. . :l :. ! AI ,.b,,-:'_ 

"Inter-firm comparisons we have made only in parts not at 
a regular study because whatever we get through should 
be examined and comtlared with those from the other 
competitors." , 

Referring to the huge loss on the seamless steel tubes factory of 
BHEL at Tric,hy, the Committee desired to know the performance of 
its competitor in the field namely ·Indian Tube Co., Jamshedpur. 
The Committee were informed that the Seamless Mill of Indian 
Tube Company having been established in 1959, made a profit of 
Rs. 2.16 crores in 1978-79. Its production was 26,000 tonnes against 
its capacity of 52,000 tonnes. In 1979-8(), its production wa~ 24,000 
tonnes and profit Rs. 3.13 crores. 

F. Restructuring of BHEL 

42. When the Committee enquired of the representatives of BHEL 
as to whether they didn't think that the BHEL has become some
what too unwieldy to have an effective management control, the 
BHEL has conceded in a written reply that it is a fact that BHEL 
has grown over the years and its operations have also become more 
complex and diverse in nature. The BHEL has, however, argued 
that more growth in size or complexity does not necessarily make 
an organisation unwieldy or unmanageable. It has been submitted 
that with proper organisation structure to take care of changing re
quirements, clarity of roles and responsibilities, proper delegation 
of authority commensurate with reEtlonsibility, anequate systems 
for planning, monitoring and control etc., side and complexity do 
not really pose a constraint for effective management. On the other 
hand, inteiration of similar operations is stated to lead to more 
effective utilisation of available resources. 

43. Stating, in this context, that Government has not taken a view 
on this question at the m:lment, the Secretary, Departm~nt of Heavy 
Industry has viewed that the size of an organisation is not a con
straint for better management. Informing that there are organisa
tions in the world which are very large, he opined that in certain 
things, they have to be large. He referred to Siemens in.this con
text. From the competition angle, the Secretary, however,""lelt that 
"there Is an argument that for every type of item we should have 
more organisations-whether it is a small item. in terms of small 
organl.lt.tion or large item in terms of large organisation." 
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44.. The Se~etary, submitted that for the sake, of competition, 
there could be at least two organisations. He, however, said: 

"At the moment, I do not think, it is very right, if we stra';' 
ightaway at one stroke, break it." 

He submitted further in this context:-
-

"We are awaiting for a detailed study which the Ministry of 
Energy is engaged on developing a 15 year power plan. 
Once that comes out, it will indicate what type of future 
projections are there and what type of additional facilities 
are needed and whether those should be set up by .expand
ing the prese.nt capacity or should be done by, creating 
new companies. On these questions, the Government can 
then decide." 



PART n 
CONCLUSIONS/RECOMMENDATIONS OF THE COMMITTEE 

1. The Bharat Heavy Electricals Ltd. occupies a crucial position 
. h • In t e energy sector of our economy. The company has been making 
profit. But 'the profit is not the only index of its efficiency. However, 
the profit has declined steadily during the period 1976-81. Almost 
all the major projects conunissioned during the period 1974-81 have 
fared badly, The capacity utilisation is poor in respect of a number 
of products. The company is reportedly facing demand constraints 
as well as production constraints, The exports saLes have on the 
whole resulted in losses. There have been heavy slippages. in deli
very of equipments for power plants The performance of a number 
of power plants installed with BBEL equipments is not satisfactory. 
There is 4:onsid,erable net foreign exchange outro as a result of opera
tion of the company. TllICIre is S4:ope for better indlgenisation of 
produc'tion and augmenting exports to minimise the foreign exchan,8 
outgo. The Committee's conclusions and recommendations arising 
out of the examination of these issues are set out in the following 
paragraphs. 

2. The Company draws up its annual budget fixing targets for 
Ilroduction, value added and generation of internal resources. Even 
though the plan document does not indicate these targets, the Com
mittee feel thllt the plan targets for (a) production in. physkaI tern,s 
of equipment to match the projected additional capacity for power 
generation; (b) value added correla'ted to the sectoral rate of growth 
indicated in the plan and (c) intemal resources derived from the 
resources forecast of ftie plan should be fixed by the administrative 
Ministry in consultation with the Planning Commis. .. ion. In future, 
the plan target for capital investment and targets as derived from 
the plans for production, value added and generation of internal 
resources as well as the achievements should be brought out in the 
Annual Reports and Performance Budgets of the Administrative 
Ministry and the BHEL . 

. 3. Durhlg the years 197~1 there was a shortfall of Rs. 20 crores 
in capital investment and in generation of internal resources. ftc 
shortfall In capital investment was attributed to a variety of factors 
including delay in ordering of machine tools and equipment and 
procedural delays. The shortfall in generation of internal resources 
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has been. attributed to reduction of profits which was caused, among 
other thlllg5, by import of steel at high cost and accumulation of 
outstanding dues from customers. In the opinion of the Committee 
the shortfall could have heen avoided to some extent with better 
carc. Incidentally the price formula of the DICP is stated to be 
unrelated to imported steel price. The <;ommitte~ feel that the 
DICP ought to take, into account the higher cos't of import of inputs 
wherever import becomes necessary . 

. 4. ~ Ministry of Energy is reported to have fixed targets for 
the commissioning of additional ins'talled capacity for power genera. 
tion from year to year assigning the share of the DHEL therein. 
The nation:... target and the DUEL's share have been progressi:vely 
scaled down during the period 1978-81 and even then the achieve· 
ment of the BUEL was poor in asmuch as it was only about 2/3rd 
of the share- assigned to it. The Committee have, however, been in
fo.rmed by DUEL that the commisshming figures would not reflect 
its achievement and that there was hardly any case where the com
missioning was heM up solely on account of non.supply of equipment 
by the DHEL as per schedule. According to the DUEL there were 
only 4 cases where the delayed supply could be one of the factors 
contribu'ting to delay in commissioning. The Ministry of Energy dia 
not, however, agree with the ,contention of the DHEL. According to· 
that Ministry, while there were delays 011 the pat't of 'the power 
plant authorities there were also delays on the part of the equipment 
suppliers, including BUEL which delayed the commissioning of 
several proj,ects. The thermal projects which could not be commis· 
sioned during the last 5 years due to delayed supply of DHEL equip
ments were stated to be 2 scheduled to be commissioned in 1976-77, 
3 in: 1977-78, 8 in 1978-79, 7 in 1979-80 and 2 in 1980-S1. 

5. Tb,e. Committee received an impression 'that in the past there 
was no efl-edive coo'rdinatioll among all concerned to see that the 
national nlans in regard to c~eation of additional cap:\city fOT power 
generation were translated into reality. They have been informe~l 
that recently at the instance of the Planning Commission harmono
grams have heen drawn up with the participation of CEA. customers 
and the DHEL and a system of monitoring production hllsed on these 
introduced for bringing about effective coordination in implementa
tion of power projects. The Committe~ hope that DUEL woult take 
care to sec that it fulfils its commitments in futur.:) taking note of 
its past failures. 

6. The DHEL has contended that the present system of reviewing 
ito; performance on the basis of figurC!; of commissioning of power 
projects was not just. In support of this contention figures of mega
wat-wise ~production of power equipments during 1978-81 were 
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given to the Committee and the.6e figures looked impressive. The 
Committee desire that a satisfactory method of assessing the per
formance of the BHEL in regard to production, of power ~uipmenta 
should be evolved in consultation with th,e CEA and the Planning 
Commission. 

7. There were 5 projects costing as. 5 crores or more each commis
sioned during the period 1974-81. There was considerabl,(!I cost 
overrun in the case of 3 projects. There was, however, no time 
overrun. Despite significant cost overrun the projects were expected 
'to be viable. However, there were heavy losses on 3 of these pro
jects during 1978-81, namely, (i) Transformer factory, Jhansi (Io",s 
of Rs. 11.43 cror.oo against anticipated profit of Rs. 4 crores); (Ii) 
CFFP, Hardwar (loss of Rs. 9.28 crores against anth:ipated profit 01 
Rs. 20.06 crores); and (iii) SSTP, Trichy (loss of Rs. 23.51 crores 
against anticipated loss of Rs. 2.17 crores). The profits on Boiler 
Plant, Phase-II project, Trichy were not as good as anticipated. The 
Committee expect the DHEL to improve UB, projects formulation, 
implementation and operation. 

8. The poor performance of the transformer factory, Jhansi is 
primarily 011 account of under-utilisa'tion of capacity, which is caused 
by stiff competition, higher cost of production and lower price ob
tpined than anticipated. The demand pattern is also not in accord
ance with what was an.ticipated. Further, the technology obtained 
from AEI, U.K. in 1956 has become outdated and the competitors 
have gone in for bet'ter technology. The Committee- suggest that 
updating of technology should be attended to with a sense of urgency 
and attempts should be made to break...e<ven on this project soon. 

9. In the CFFP, Hardwar also production is much below DPR 
anticipations and it is also less than what was budgeted for annually. 
Here again the change in demand pattern is stated to be one of the 
reasons. The tapering of the demand for generation sets like 110 
MW and 120 MW is stated to be faster than expected. There is also 
reportedly difficulty in technology absorption in the field of intricate 
alloy steel casting and forging for thermal and hydro .ets. On account 
of the poor performance of this project, DHEL had to nurchase 
locally and import castings and forgings to the extent of Rs. 43 
crores in one year alone (1980-81). The Committee desire that the 
problems should be overcome early and the project made viable by 
also explori:ng the possibilities of marketing the products outside 
DUEL. N ., 

10. The production in SSTP, Trichy also is much below target. 
Further, the capacity for production of 40,000 tonnes is yet to be 
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fully established. The cost of in,puts seems to have been under
estimated in the DPR projections and there appeared to have been 
De reliable market survey before' the project was taken up. 'nIe 
technological absorption ~ also reported to be taking longer time 
than anticipated. However, 'the Committee have been assured that 
the losses were expected to come down, and that the BHEL have 
started intensifying demand study since April 1981. The Committee 
trust that the project will tura the corner early. Surprisingly per
formance testing of'tb,eo plant had not been done within the period 
of guarantee due to non-availability of power. It should be ensured 
that there is no defect in the plant. On two occasions during the 
year 1980 power interruption had causCld damages to the rotary 
hearth of the phnt. The Committee suggest that the desirability of 
installing a generator should be examined and suitable action takf'R 
.early to avoid recurrence of this phel."lomenon. 

11. Incidentally, the Committee noticed that in 5 cases the project 
approval by government took more than one year. These are (1) 
Hydro sets expansion, Bhopal; (2) SSTP, Triehy; (3) Boiler auxiliary 
plant, Kanipet; (4) R&D Project, Hyderabad and (5) Bowl MillS, 
l(yderabad. The Committee are of the view that normally it should 
not take more than six months to clear a projed proposal even allow
ing for time for the various scrutinising agencies. They hope that 
delays in project approval would be avoided in future. 

12. The, val~ of production of BHEL as a whole ranged from 
Ks. 474 crores to Rs. 816 crores during 1976-81. The targets for pro
duction are set by the company on the basis of the expected demand 
and not on the basis of available production capacity. There is con
siderable under-utilisation of the capacity. This is in the area of ther
mal sets of lower rating, hydro sets, nuclear stearn generation equip
ment, industrial e1ectrkal machines, compressors, capacitors, energy 
meters etc. LliCk of demand, technological problems and difficulty in 
matching the pattern of demand with the production capability are 
stated to be the main reasons for the underutilisation. The Commit. 
tee have, however, been informed that In regard to thermal sets, 
with the adoption of modular concept, BHEL would be favourably 
placed in the years to come. The Committee desire that the possi
bility of exporting the products facing domestic demand constraints 
should be explored and optimal utilisation of the capacity ensured. 

13. The DUEL's producm cover broadly 22 groups and 5 of th.-e 
rt!fM)rtedly face production constraints and 7 face demand cons
traints. Production constra'ini$ are stated to be largely in the nature 
of power cuts, non availability of wagons, special stJecl, imported 
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eolUponents and insulating materials and dBlay in rece~i!t of sub
eoatract items. Some of these factors are controllabl,e. In this con
'Hetion the Committee note that the wagon position as well as the 
indigenous availability of steel have shown improvement lately. The 
Committee recommend that capacity for indigenous production of 
insulating materials should be established as early as possible. 

14. As regards demand constraints the products such as oil riJ8, 
compressors, switch-gears, billets & blooms, seamless tubes, meters 
and capacitors have been mentioned to the Committee. According to 
the BHEL,imporis of compressors haVe been allowed for 'fertiliser 
projects on the advice of consultants although BHEL compressors 
would have served the purpose. The Secretary, Heavy Industry, 
was of the view that precaution to ensure better utilisation of in
digenous capability has not been taken from th .. Very beginning. The 
Committee desire that the matter should be taken up with the cOIl-
cerned departments like Department of Fertilizer to Ilvoid at least 
in future import of eqt1lnments which rould be supplied by BHEL. 
In this eonnection the Committee would urge that as far as pos
sible multiplicity of designs shou1d not be inducted into the coun
try pnd that there should be a nten!iure of standardisation. ~ 

15. Demand' constraints in l'F.Jgard to switch-gear are on account 
of outdated technology of BHEL and the competition it faces. How
ever, the Committee note that the BHEL is goin2' ill for f'ollahoration 
with Mis. Siemens of Wed Germany for SF"' circuit breakers, 
which is an area where technological upgradation htls been keenly 
felt. The Committ~ hope that the BUEI.. product would becGDl8 
competitive soon. 

16. A!thouwrh it was expected that 60 per cent production of the 
large-sbe forged blooms would be sold outside, it did not materi
alile. Further, price-wise the produd does not seem to be competi
tive. The intem.l use of the blooms produced is also less on account 
of the change in the product profile of BHEL. The Committee, how
ever. note the attempts being made to eocplore sale to steel plants, 
defence department etc. Optimal capacity utilisation should be 
acbieved early. 

17. The capacitors are used for power factor correction in electrical 
tra1lS1Dission and distribution networks and systems alld for 'better 
voltage regulation thereby rE'ducing power loss to the minimum. 
However, the demand does not match thf'! capacitv for production 
available in the country. In this connection, the Committee desire 
tluJt the State Government shOUld be penuaded to enforce the 
Indian Eledricity Act and Rules making it obligatory for the users 
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to improve the power factor by installing capacitors. This would be 
in the national interest of avoiding power losses and incidentally 
this would also make for better utilisation of the capacity for pro
duction of capacitors. 

18. According to the BHEL, th·e licensing policy of the govern
ment has also to some extent caused demand constraints for its pro· 
ducts. The company has given various suggestions in order to avoid 
unhealthy competition and make for coordinated efforts to meet the 
needs of the country. The Committee hope that these suggestions 
wou!d be taken note of and such corrections to the licensing poUcy 
made QS would make for optimum utilisation of resources. 

19. Till 1977~78 thoeormal sets, hydro sets and traction equipments 
were in the monopolistic range of BHEI.. products. However, after 
liberalisation of import policy in April, 1978, the power generation 
equipments are stated to have been included in the list of items 
allowed for global tendering. As a result, BHEL has lost some busi· 
ness. Further, in non-IDA global tenders, the BHEI... is reported to 
have suffered on account of customs levies on imported raw mate· 
rials and components which made its products uncompetitive com
pared to its foreign competitors. However, according to the cUstoms 
tariff, imports of components and raw materials for specifi~ projects 
are eligible for lower flat rate of duty of 50 per cent ad valorem sub. 
iect to the condition that the imports are recommended by the 
DGTD and attested by the licensing authorities. The difficulties in 
ensuring this are stated to have been taken up witb th,e- Ministry of 
Finance. . The Committee recommend tbat the question of amending 
Project Import Regulations should be considered early. 

20. The total purcbases of raw materials and components, stores & 
spares of tbe BREL ranged from Ks. 380 crores to Ks. 490 croreli 
during 1978.81. The Committee feel that to the extent possible the 
purchases should be centralised in order to derive the bulkinJ! ad
vantage. 

21. About 60 per cent of the total purcbases of raw material and 
components came from abroad. In such a situation it cannot be 
claimed that satisfactory progress bas been made in indigenising 
production. However, the Department of Heavy Industry have in· 
formed the Committee that in terms of cost of production the im
port content is only 22 per cent. Nevert.heless the Committee find that 
the annup) net foreign ~xch~nge outgo 3'1 a result of the operation 
of the BHEL ranged from Rs. 129 crore'! to Rs. 177 crores, during 
1977-81. In view of the increasing foreign exc11ange g[lIP it is neces
sary to put through schemer! for faster indigen'i .. ation of raw m?te
rails and compo!,ent!)l ~nct augment exports of goods and·· services. 
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Since there was no specific programme of indigenisation mentioned 
in the earlier DPRs, systematic plans should be drawn up in respect 
of all the old projects and implemented under a time-bound pro
gramme. It should arso be ensured that the anticipations of the later 
DPRs in respect of CFFP, SSTP etc. are realio;ed according to the 
programme jndicated . 

. 22. The efficiency of an enterprise like BREL cannot be assessed 
properly without regard to the degree of user satisfaction that it 
has given. The Committee, therefore, went into the performaoce of 
the BREL in regard to timcly delivery of equipment and the qua
lity of the equipments installed in the various power plants. Though 
there are sign's of improvement, the performance cannot be regarded 
as satisfactory yet. 

23. From the details of user-wi'!ic !'lale of plant and equipment by 
Bhopal and Ryderahad units of BUEL costing &. 3 crores and above 
in each case, the Committee have noted that in a numher of cas..,s 
there were long delays in delivery and serious complaints regarding 
Quality. The delays were more than one year in 10 cases. Not all the 
reasons attributed by the BUEL for the delay were unavoidable. 
Tbe Committee desire that such delays should be avoided in future. 
Any capacity constraint in fulfilling this objective shou~d be remov
ed soon .. Further, stnndardisation of the equipment specification and 
layouts for improving delivery of equipment at sitcs should be com
p.J:eted without further loss of time. The Committee have already 
mentioned about the delay in commissioning of projects for which 
the DUEL was also responsiblc in as many as 22 cases during the 
'as~ 5 years. 

24. The BUEL has come in for criticism mostly in regard to the 
'unctionin~ of its boilers pnd gcne\'ating sets. The Committee have 
been idormed by the Ministrv of Energy that against the all-India 
averl\~e plant load ftlctor for the thermal pOw(,r svdem ronging from 
44.7 per cent to 48.4 per cent during the yeal'S 1978-81 the Jl,lant load 
factor of BURL make unit's wall less than 25 pcr ce~t in 1980-81 in 
the ~aSe of 4 units of 200/210 MW groun and 8 units of 110/120 MW 
group. Though according to the CMD, BUEL this did not indicate 
poor performance of the BHEL equipments and the plant load 
factor of a unit depended on a variety of factors besides the BHEI. 
equipment, the fact remains that admittedly the old C7.ech desigt1 of 
un MW sets gave troubJe and there were also d~ciel1cies in 200/%10 
MW sets, 13 of whlch were manufactured without field trial A pro
ject rpnovation prOgl'amme wac; taken up is September 1977 nnd tbls 
covered 31 thermal units at 14 statil)ns and 8 bydro units at :I sta
tions. A sum of Rs. 16.46 crores have been spent on this programme 
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during 1977-81. A number of units alread'y renovated have not showa 
improvement. The problems relating to 110 MW sets have Dot been 
fully overcome yet. The Committee recommend that BREL should 
keep continuous watch on the performance of its units by lending 
expert teams regularly in order to make such improvements as may 
be necessary thereby preserving its image better. 

25. The Committee agree to some extent that th~ performance of 
power plants depended on systems design, quality of coal, quality of 
maintenance and other management factors. This calls for an iniw 
tiative from the Central Electritity Authority for a review in order 
to identify the 'factors that are responsible ror poor performance of 
the various power pmnts in the country. In this connection the 
Committee note that the CEA has constituoO:I inter-disciplinary 
teams to go into these aspects in detail and initiate necessary reme
dial action. This should be completed early. Further there shOUld 
be a standing high !evel committee consisting of Chairmen of CEA, 
BREL, Railways, IL, Kota, Coal India etc. to periodically meet and 
identify problems in regard to coal for time~y corrective steps. Fur
ther in the opinion of the Committee it should be the responsibUity 
of the BHEL to prove the performance of power plants and for this 
purpose the clients should be encouraged to entrust power plant 
construction on a turn-key basis to the BHEL. 

26. The after-sale-service seems to have been a neglected area of 
the BHEL's operations until recently. The Committee would urge 
that the repair sho1Js should be set up in all regions without delay. 
The provisioning for spares should receive better attention. The 
overdue orders for spares should be liquidated without de!ay. In 
future demands for spares should be ltscertained systematically and 
manufacture planned for time-ly delivery. 

27. The overall profit of the BHEL (excludin~ prior period ad
justment and ta..~ pro'Vision) carne down gradually from Rs. 112.9 
crores in 1976-77 to Rs. 37.5 crores in 1980-S1. Four out of 9 divisions 
of the company were incurri,,~ huge losses tiu'oughout the period 
1976-81. The losses on thef,:::' divisions (Jhansi. CFFP, SSTP and OPD) 
aggregated Rs. 70.6 crores. The Bhopal DiviSion has shown consi
derable deterioration in reg-ard to pl'ofitability and the profits camf! 
down from Ks. 18.7 crores in 1976-77 to Rs. 1.29 croreS in 1979-80 (In
creased to Rs. 7.1 crores in 1980-81). Taking note of the observations 
contained inth,i .. Renort. BlIEl.. should evolve suitable strategy to 
arr~t the deterioratin~ trend in profl.tability and stabi1i!'!e the pro
flh at ,. rea'lOl1nble le,'c1 to ~reate sufficient in.,.,trnal ~ources for 
future needs. For tbi~ purpose it is necessary that the new units at'8 
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made viable, capacity utilisation improved and better marketing 01 
the products ensured. The Committee would await the steps taken 
in this regard. 

28. There wer~ 6 major turn.key projects taken up by BHEL 
abr~ad costing as. 3 crores and above each completed during the last 
5 years. There was aggregate loss of Rs. 22.84 crores in these project" 
all except one of which having incurred losse.i. The COnmlittee would 
await the outcome of the efforts of BHEL to pursue its claims with 
their clients. In futur~ care should be taken to see that at least no 
los5e!o are incurred on exports. 

29. The net profit of Rs. 37.52 crores for the year 1980-81 shown 
in the accounts did not depict the correct picture. This did not in
clude an extraordinarily high prior period expenditure adjustment 
of Its. 10.88 crores. It did not also include losses of the order of 
Its. 10.11 crores on the erstwhile subsidiaries of the BHEL. Further, 
though according to the Annual Report (1980-81) no tax provision 
was necessary in that year on account of tax benefit availed on the 
past losses of the subsidiaries, the Committee were informed that 
the tax liability was there to the extent of Rs. 4.25 crores on a tax
able proftt of £S. 7.13 crores and that no provision was made as the 
provision already available was adequate to cover this tax liability. 
There were a number of comments on the accounts for the year 
1980-81 by the Comptroller and Auditor General of India under Sec
tion 619(4) of the Companies Act, 1956. The effect of the comments 
was that the profit was overstated to the extent of Rs. 20 crores. It 
appeared from the comments that the C&AG was not satisfied with 
the accounting policies of the company in some respect. In view of 
all these, the Committee desire that the accounting policies, prior 
period adjustments, provi,sion for taxation etc. shocl;d be gone into 
in consultation with the C&AG so that a uniform pattern of bring· 
ing out the annual accounts could be adopted in a manner that a 
correct comparative picture of the operation of the company wo\dd 
emerge from year to year. 

30. The working capital of BHEL which was Rs. 253.51 crores .t 
the end of March 1979 had increased to Rs. 390.31 crores at the end 
of March 1981. The working capital was locked up in inventories and 
book debts. The inventory holdings as at th.& end of March 1981 was 
of the order of Rs. 670.09 crores and he volume of book debts wa.o; 
Rs. 305.61 crores. The inventory holding is admittedly higher than 
what it should be. The years 1978-81 were stated to be bad years in 
respect of receivables. The Committee would urge that steps should 
be taken to avoid accumulation of inventory and book debts in 
future. 



~1. The Committee are of the view that the performance . of the 
BHEL would have been better had it been kept under close review 
by the Board as wet as the administrative Department. In this con
nedion. the Committee note that there were only 4 meetings taken 
by the Department of Heavy Industry to review the performance 
during the 4·year period 1977-81. However, they have been assured 
that there will be effective monitoring and appraisal in future on the 
basis of tho new format for management reporting evolved recently. 
The Committee suggest that the reviews by the Board and the ad
ministrative Department should cover reliable inter·firm comparison 
with a view to identifying the areas where improvement is possible. 
Incidentally, the Committee,. suggest that the question of re
structuring of the BUEL in order to make it efficient and competitive 
should also be kept under constant review. 

NEW DELm; 
April 26, 1982 

Vaisakha 6, 1904 (Saka) 

DANSI LAL, 
Chairman 

Committee On· Public Undertakings. 
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