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INTRODUCTION 

I" the Chairman, Committee on Public Undertakings having 
~ been autborised by the Committee to present the ,Report on their 
,behalf, present this Sixty-Eighth Report on Scooters India Ltd. 

2. The C<>mmittee's examination of the working of the Company 
'was mainly based on the Report of the Comptroller and Auditor 
IGeneral of India, 1~82. Union Government (Commercial) Part III • 

• 
3. The Committee took evidence of the representatiw8 of 

~Scooters India, Ltd. on 6, 7, 24 and 25 January, 1983 and of Ministry 
,of'Industry (Department of Heavy Industry) on 2 and 3 February. 
:1983. . . ' 

4. The Committee considered and adopted the Report at their 
'sitting held on 13 April, 1983. 

5. The Committee 'wish to express their thanks to the Ministry 
'of Industry (Department of Heavy Industry) and Scooters India 
Ltd. 'for placing before them the mated'al and information they 

'wanted in connection with examination of the Company. They also 
. wish to thank in particular the representatives of the Department 
,of Heavy Industry. and the Company who gave evicrence and placed 
'their considered views before the Committee. 

6. The Committee also place' on recox:d their appreciation of the 
assistance rendered by the Comptroller and Auditor General of 

:lndia. . ... 

NEW DELHI; 
'21st April, 1983. 
:1 Vaisakha, 1905 (Saka). 

'11" .. 
',I 

MADHUSUDAN VAIRALE, 
Chairman, 

Committee of Public Undertakings. 

vii . ...... .., 



CHAPTER I 

PROJECT PLANNING 

A. Introduction 
, 

With a view to filling up the gap between demand and supply 
of scooters in the country, Government decided, in principle, in 
October 1969 to set up a public sector unit for manufacture of 
scooters with indigenous know-how and without involving any 
for~ign collaboration. However, owing to non-availability of indi-
genously developed design and mass production technology for the 
planned level of production of one lakh scooters annually, tenders 
were invited in 197~ from foreign parties for collaboration in the' 
proposed project. Out of the two offers received, the offer of Mis. 
Piaggio of Italy was considered serious and worthwhile. 

1.2 In the meantime, while considering the applications of Mis. 
Automobile Products of India Limited (API) for expansion of their ;;,r . 
undertaking with an additional capacity of 1,00,000 Lambretta two 
wheeler scooters by importing the manufacturing facilities of Mis. 
Innocenti S. G. Milano, Italy (Innocenti), their erstwhile collabo-
rators, and fur rilanufasiure of 24,000 Lambretta three wheelers, the 
Government of India cl'ecided in July 1971 to accelerate the setting 
up of a public sector unit. Accordingly, discussions were held with 
API and Innocenti to explore the possibility of jointly implement-
ing the scheme submitted by API. It was agreed in September 1971 
to set up a joint S1!ctor undertaking for manufacture of 1,00,000 two 
wheelers, with Government of India holding I)l per cent and API 
and Innocenti 49 per cent shares in the equity capital of the new 
company. 

1.3 The agreement for collaboration on the above lines was final-
ly signed on 16th June, 1972 between Government of India, API, 
Innocenti' and Innocenti Lambretta SPA who had since taken over 
the scooters operations of Innocenti. To give effect to this agree-
ment, Scooters India Limited was incorporated on 7th September, 
1972 as a' Company under the Companies Act, 1956. The contemp-· 
lated participation in the equity capital of the Company by API 
and Innocenti ultimately did not materialise as discussed insubse-
quent Ilaragraphs. 
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B. Capital Investment Decisions 
PurCM:se of Plant and Equipmen.t 

.(i) Two Wheeler Project 

1.4 As a &equel to negotiations with API and Innocenti, an 
jnspecting team of technical and financial experts of GOV'ernment 
···of India and API was deputed to Italy in October 1971 to 
·.evaluate the life and condition of, the plant offered by Innocenti and 
.to determine the reasonable price of the equipment and also the 
additional machinery that may be needed for replacement, adjust-
ment and balancing facilities to achieve the level of production of 
1,00,000 scooters annually. 

1.5 The services of an appraiser in London were also availed of 
for the purpose. The report of the inspecting team and the indepen-
dent appraiser submitted (October 1971) to Government indicated 
the following: - . '.::r 

-The equipment offered was in reasonably good condition and 
on an average the economic life of the plant and machin~ry 
offered would extend to the production of5 lakh scooters 
equivalent to around 7-8 years of production. 

-While life of the special purpose machines was over 8 years, 
the life of the general purpose machines was 4 years and 
above. 

The total price $ 2.00 million demanded by InnoceItti was rea-
sonable. 

-The production capacity of the individual eqUipment and 
tooling for particular operations (classified under good 
condition) was suitable for production of more than 1,00,000 
scooters per annum; ho~ver, the direct production shop 
would require balanCing equIpment of Rs. 95.50 lakhs. 
Besides, various supporting facilities of Rs. 126 lakhs con-
sidered essential for the commencement of production 
were not included in the offer . 

. -Considering the technological involvement, ultima~e cost of 
production and the aspect of quaUty product, a provision 
was required to be made for shell moulding foundry along~ 
with forge and heat treatment shop estimated to cost 
about Rs. 66 lakhs. 
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-Shifting of the equipment to India would cost about US 
$ 0.5 million upto the port of embarkation and Rs. 9 
million thereafter. 

1.6 In view of the positive report of the experts, Government 
.approved the pUl'cha~e of the plant including auxiliaries at a cost of 
$ 2 million and incurring expenditure of $ 0.5 million and Rs. 9 
million on dismantling packing, transport etc., on the following 

·considerations: 

(i) Lower total fixed investment, foreign exchange element 
and production cost as compared to the procurement of 
new. plant and machinery as per details given below:-

------.---
Item Plant Plant 

\Vith "n- off, rf'd 
lirdy new by Inno-
e'_luip" ccn1i 
ment ( 1 ,00,000 
(1,00,000 two 
two WhCr:it'H w: ,~l"lt f' p( r . 
p'r annum) 
allllUm} 

.-.-------------.-... -,~-.------.. -
(a) Tv\Alli"ed jnve.lment ,,' 
(I) lo') ',~ign ('''C'la'1((''('\I!Ill''nt (inclu(l~rl in total fbtecl investmf'nt) 

(c) W""'k:ng c":",il:\1 requ'remcllt 

(d) Pro luctjl)lI C.HI \I'~" 'cHoler CR",) • 

(e) F.,;:-faclory price at aq~umed level of 12' 5 per cent gross return on 
to)tal liKed im'cstment (1i.S.). 

(R.., in 
<;:,a:'es.) 

15'9' 

6'56 

5'00 

2,022 

(R', in 
oor('~) 

10'90 

!I'9° 

5'00 

l,gr,9 

(ii) Generation of additional resources of about Rs. 4.80 aores 
on the sale of 5,00,000 scooters at Rs. 2,321 ina period 'of 
7-B years, when the equipment offered by Innocenti would, 
on an average, have reached ~he level of its economic life. 
This would enable greater flexibility in replacement pro-
gramme, phased ,modernisation, 'faster expansion and 
diversification. 

(iii) Profit of about R& 2.00 crores due to commencement of 
production earlier by about 2 years' with the old plant 
of Innocenti. ~ .... 
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(iv) Saving in foreign exchange as payment was to be made 
by adjnstment of RI. 0.40 million towards the equity of 
the Company and the balance of $ 1.60 million was pay-
able out of the export earnings over a period of 7 years. 
the first payment starting after a period of 2 years. 

(ii) Three Wheeler Project 

1.7 A proposal was made by Innocenti in January 1973 for sale of 
the world rights to manufacture three wheeler Lambros, technical 
documentations and the plant and equ.ipment having a capacity to-
manufa~ture 30,000 Lambrou per annum. Accordingly, the Com-
pany approached (January 1973) Government of India for approval 
to extend its manufacturing activities to cover the production of 
30,000 three wheelers per annum and for purchase from Innoceriti 
technical documentation, equipment, toolings etc., at a cost nQt ex-
ce-eding 185 million lire (RS. 25 lakhs) on the following considera-
tions: '., ! !.! 

(a) Likely popularity of the three wheeler as a light transport 
vehicle with a pay load of 600 kgs. 

(b) Greater export potential in the developed countries in 
Europe. 

(c) Considerable economies in the initial investment and the 
cost of production by integrating the three ,wheeler and 
the two wheeler production. 

(d) Attractive price of the technical documentation and 
equipment. 

(e) Minimum additional investment for the three wheeler by 
resorting to ~ore intensive use of the plant and equipment 
availabJe for the two wheeler production. 

(f) The additional investment of Rs. 47.00 lakhs would result 
in the Plant being able to add on a product line valued at 
about Rs. 16.50 crores and additio,nal profit of about Rs, 1.50 
crores per annum. 

1.8 The above proposal was agreed to (9th March 1973) by Gov-
ernment of India subject to the following conditions:-

(a) The cost of the plant and machinery including technical 
documentation and world rights not to exceed Rs. 25 lakhs 

. ""') (185 million lire) 
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(b) Total capital cost for setting up the plant would be appro-
ximately Rs. 72 lakhs including foreign exchange element 
of Rs. 35 lakhs. 

(c) Profitability of the integrated scooter project to be re-
calculated and the Detailed Project Report already pre-
pared to be suitably modified and submitted to Govern-
ment for approval. 

1.9 The acceptance of the offer was conveyed to Innocenti in 
April 1973 by the Company. In regard to re-calculationof profita-
bility of the int.egrated project and modification of the Detailed Pro-
ject Report, the Ministry of Heavy Industry informed Audit 
(November 19B2) as follows:-

"SIL has stated that a project report (capital investment plan) 
for the integrated scooter project with profitability a~lysis 
was prepared and approved by the Board of Directors in 
March 1973 and submitted to Government of Ind1a. Based 
on this, an inv~stment of Rs. 1,190 lakhs was approved by 
Government." 

E. Project Estimates 

1.10 The estimates of Rs. 1190 lakhs as approved by Government 
in March 1974 was further revised to RB. 1,270 lakhs by the Company 
in Novcmb€'r 1974. which was approved by Government in Septem-
ber 1975. A further sum of Rs. 75.00 lakhs was sanctioned by Gov-
ernment in April 1976 for the Foundry Project thereby increasing the 
estimate to Rs. 1,345.00 lakhs. As against it the actual expenditure 
upto 31st March. 1982 was Rs. 1409 lakhs. In addition Rs. 582.39 
laIth'S were spent on repla~ement and renewals and Rs. 195.58 lakhs 
on various supporting and enabling facilities for which no provision 
was made in the estimates. 

1.11 The Committee pointed out that one of the factors 
which had weighed with Government for establishment of the pro-
ject with the plant offered by Innocenti vis-a-vis a new plant, was 
lesser fixed capital investment. However, the actual investment 
(Rs 21.87 crores till March, 1982) was far in excess of the antidpated 
cost of Rs. 15.91 crores for two-wheeler pl'lnt with entirely rew 
equ:pment. The Committee enquired about the basis on which it 
was estimated that the plant to produce 1 lakh scooters per annum 
with entirely new equipment would cost Rs. 15.91 crores. It was 
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stated in a note furnished by the Ministry that· the offer of Mis. 
Piaggio was discussed in the Ministry and the representatives of 
the Company had indicated that the capital cost of the projeci may 
be around Rs. 13.00 crores inclusive of an investment of Rs. 10.50-
crores on plant, equipment, tools, dies, jigs, fixtures etc. In addition, 
they ~d asked for a technical fee of Rs. 96 lakhs. The content of 
break up of facilities for the amount of Rs. 15.91 crores quoted by 
prAGGIO was not availahle. The scope of manufacture under 
Piaggio's proposals had riot ¥en indicated with reference to what 
was to be produced in house and what was to be bought out. It 
was, therefore, not possible to compare the cost of Innocenti's plaht 
with that of Piaggio and to assume that the capacitIes were similar. 
An assessment had to be made facility by facility, machine by 
machine. Also, the range of production of Piaggio's plant was 
different. 

1.12 The Committee enquired about the main consideration for 
going in for an old plant and importing machinery costing Rs. 402.80 
lakhs. The Secretary, Department of Heavy Industry, during evi-
dence stated: 

"The studies showed that the second-hand plant was available 
~t a price which was reasonable and it should be made use 
of. In most of the cases, especially in the outomativ~ sector, 
you import the components initially. In the first year, 
there may be 'YO per cent or 80 per cent dependence. 
Slowly, you come down and start manufacturing on your 
own. Ultimately reaching a level of 5 PCI' cent or 10 per 
cent dependence. rn the _ caSe of Innocenti, the advantage 
in the second-hand plant was that since it was a plant 
being transplanted straight-away, it was possible to 
manufacture everything yourself. It means that there 
will not be any foreign exchange out-flow for import of 
components. This was one of the main considerations." 

1.13 The Committee enquired whether the Cabine~ was informed 
of the ~t that the cost of project in caSe of old plant from Mis. 
Innocenti would be more than that of a plant with new equipment 
because of manufacture of more components in the factory itself. 
The witness stated: 

"I have not come acr-oss any thing like that .... The knowledge 
was available that there was an offer. But the proposal 



for secoRd hand plant as was approved by the Cabinet\,,' 
was. justified on the basis of its own merits that this will 
cost so .much and it will be able tl> produce so much." 

1.14 The Commlttee enquired about the percentage of components 
for two-wheelers, value-wise, produced in plant and those procured 
from outside soorces. The Company furnished the following 
infQ~tion: . 

pnwcr V("c1,jr.l~. 
Pack, 

(i) C()lnpJnents produced ill planl 37% 33%· 

(ii) COml),lnents procured ()lIl~ide snuI'C~S: 

(a) Bought out flni~hell 54°-'v (;1% 

(b) n.,Ulht out Semifilli.hcu _ • !).~~ 6'" 10 

1.15 The Committee enquired about the reasons for large increase' 
in expenditure over the estimates, the Company informed in a' 
written reply that upto March, 1982, an expenditure of Rs. 582,39 
lakhs had been incurred on replacement and renewals of some of 
the tools, dies and fixtures and some of the items of plant and' 
machinery. This included Rs. 313.99 lakhs on replacement of tools, 
dies and fixtUres as these were received from Mis. Innocenti in very' 
bad condition and required replacement. Similarly, even though it 
was known that some of the Innocenti machin~s were in bad condi-
tion no provIsion was made in the original estimates for replace-· 
ment and renewals. The machinery which were in bad condition' 
were likely to hold up the production, because of their undepend-
able. Out of 670 equipments received from Mis. Innocenti, 
44 machines were replaced upto March, 1982 involving an expendi-· 
ture of Rs. 268.46 lakhs; 

1.16 As regards the expend'iture incurred on supporting facilities t 

the Ma~ging Director stated in evidence: . 

''We had to provide certai'n supportive and' enabling facilities 
as for example, tool regrinding. which is not contemplated' 
in the project, inspection facilities and setting up of anciI-
J,ary units on which We had to incur some expenditure. 
Then we had to incur some expenditure on painting facili-
ties. with a view to bring down the cost of painting. Then 
we had to incur some expenditure on our marketing and: 

for the various outlets we haVe set' up.'" 
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1.17 Asked as 'to why no provision was IIljade for supporting fadli-
. ties in the· Capital Investment Plan, the Managing Director replied: 

" .... We were guided by the API. They had been advising us; 
they did prepare a report lilnd we would have been guided 
by their suggestion. Their location is at Bom.bay where 
many facilities are available in the nearby areas. At 
Lucknow these facilities were not available and therefore, 
perhaps with experience it becomes neces~ry to provide 
these facili ties." ' 

1.18 The Committee enquired as to why no provision was made 
for replacement and renewals in the Ca~tal Investment Plan. The 
Ministry stated in a note that it was within the knowledge of Gov-
ernment that some of the machines of the Second Hand Plant pro-
posed to be imported from Mis. Innocenti of Italy would require 
replacement. 'l'his aspect was kept in view \vhile working out the 
financial rate of return. Scooters India Limited expected to earn 
profits from the 2nd year of commencement of production. It was 
expected that the annual profit would be about B.s. 5 crores before 
taxation from J 977-78. The company worked out the rate of return 
on investment taking into account the life of the 2nd hand plant at 

. 9 years (with Rs. 12 crores investment) and 20 years by adding 
another Rs. 8 crores worth machinery at the end. of the 9 year 
period. The r.:ltes. worked out to 44 per cent and 32.6 per cent res-
pectively. Planning Commission (PAD) had assessed the rate of 
return of 37.8 per cent assuming that the additional. investment of 
Rs. 8 crores would be made in the 7th year and taking the total life 
of the project would be 16 years. 

1.19 The replacement cost (as assessed by the company was ex-
pected to be between Rs. 1 to 1.5 crores every year from the 2nd.. .. or 

-3rd. year of operation. This amount could be cORvenien tly met from 
the internal generation of funds of the company. In view of this 
no provision towards expenditure on renewals/replacements was 
made at the time the capital estimates of the project were worked 

'out. 

D. Condition of Plant and Machinery 

1.20 It was estimated at the tim_e of purchase of old plant and 
~chinery that the equipm~nt offered was in reasonably good condi'-
von and on an average economic life of the plant would extend to 
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-the production of 5 lakh scooters equiVj8lent to 7~8 years of produc-
tion. The total production of the scooters up to 1981-82 has been 
2 lakh scooters only. 

1.21 The Committee pointed out that large expenditure had been 
incurred on renewals and replacement of plant land machinery much 
ahead of the economic life of the plant assessed at the time of its 
purchase. Asked) whether it did not indicate that originally no 
woper assessment of the condition of plant and machinery had been 

. made, the Managing Director SIL stated, during evidence: 

"The study which has been done by the consultants, by the 
technical team, was to look into the general condition of 
the machines and to see whether the cost which has 
been recommended is ~ir or not. When you evaluate the 
macHine, it is not detailed inspection machine by 
machine. They will look to the condition of the machine. 
They do not, therefore, say what is g~ng to be the life 
of the machine. They say 'these machines are good' or 
'these machines are b,ad'. It was a general study. They 
have not said that the life of the machine is 5 years or 10 
years. That kind of study wa.q not made. It is a broad 
lassessment that these machines have a life of 8 years." 

1.22 The Committee wanted to know whether the replacements 
and renewals were taken in accordance with the programme of 
sched1,lle envisaged at the time of the purchase of old plant and 
machinery. The Managing Director stated:-

"There is no schedule as to which machines have tQ, be replac-
ed when, we consult some organisations and confirm 
whether these machines require replacement. The other 
machinery is repaired. Over the next five years we will 
replace 85 Innocenti machines." 

1.23 During the courSe of examination, of the Ministry, the Com-
mittee enquired as to why the plant and machine\)" purchased was 
not subjected to a detailed examination to see tqat the machinery 
was capable of running and giving a reasonably adequate service 
for ,a periOd of 8 years. The Secretary stated:~ 

"The ~Expert). Committee had been asked to go into every-
thmg. The Committee tn its report says broadly and 
briefly that all Special Purpose machines in this Plant 

193LS-2 
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are in good condition because naturality when one goes 
for a Plant of this type, the most important thing i$ the 
Special Purpose machines which are very speclftc to this 
industry . 

. . . . The second part of the question is the General Purpose 
machines. A foreign consultant who was also engaged 
to go into this, ~d that some of them are not in good 
condition. 

The third part is die~ and other things like press, tools etc. 
Iln any case, they have a very limited life generally. In a 
large· number of plants whether it is the body of a car 
or a scooter, if you manufacture one lakh press parts out 
of a die, then the die needs replacement. So it is for a 
plant of one lakhscooter. It has adopte~ an account~ng 
practice of charging the cost to c;apital expenditure. r 
know there are factories which put expenditure on dies 
on the revenue account, not even on the capital accouht. 
It looks the capital' cost of project has gone up after pro-
ducing over one lakh. They have to be changed. It is those 
dies which were junk." 

1.24 From a statement furnished to the Committee it was noted 
that 38 machines were replaced in 1975-76, 3 in 1976-77, 2 in 1979--80 
and .1 in 1980-81. The Committee pointed out that the machines had 
been replaced long before the expiry of 8 years, the' Secretary 
stated:-

"The assessment ~as that it will have to be replaced because 
they are not in good condition. The assessment brought 
out this fact .... l do not think that every machine has got 
a minimum. life of 8 years. Eve~y machine. in the project 
does not have the life of 8 years." 

1.25 The Committee enquired whether there was any machinery 
which has not been utilised. They were infonned that out of 670 
machines 143 machines were not in llse. Out of these, 34 machines 
had not even been installed. SIL also stated in a note after evidence 
that these machines were not being utilised mainly bee.ause:--

(i) Certain models (such as Lambreta TV-175 for the US' 
market, three-wheeler with handle bar, etc.) produced by 

Innocenti are not being manufactured by SIL; 

(it) process;and design changes have rendered some equipment 
. surplus; 
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(iii) certain itemS. produced inplant by Innocenti are being pro-
cured· by ·SlLtmm outside sources. 

E. Det-ermination .of Capacities 

1.26 The capacity of the plant and mttemnery purchased from 
Innocenti w;as originally assessed as 1,00,000 two wheelers and 
30,000 three wheelers per annum subject· to addition of certain 
balancing facilities. The expenditure incurred upto 31,.3.-82 on in-
stalling the balanCing facilities amounted to RI. 4.02 crores as 
against of provision of Rs .. 3.5 crores in the original estimates. In 
addition, an expenditure of ·Re. 195.58 lakhs had been incurred on 
supperting facilities. in tool room, tool regrinding and inspection 
areas. The Company has, however, been varying its installed capa-
city from time to time. 

1.27 The capital investment plan approved by Government in 
March, 1974 envisaged production of one ~h two-wheelers and 
30,000 three wheelers by 1977-78. In November, 1977~ the Company 
intimated Government that since many of the machines were of 
1952-54 vintage, the capacity of the plant could be taken iRS 80,000 
two-wheelers and· three· wheelers. Again, in July 1978, it was 
clarified to Government that "while the capacity for powerpacks is 
one lakh per year, the capacity for ·the complete two-wheeler vehicle 
is 60,000 based on two shift production and the capacity of three 
wheelers is 6,000 per year." 

1.28 In the Annual Reports of the company for the'years 1976-77 
and 1977~78 to 198'1-82, the installed capacity of the two- wheelers 
had been indicated as 6O,OOO~nd 80,000 respectively. Similarly, in 
the Annual Report of the Company for the years 1977-78 to 1981-82, 
the installed capacity of three wheelers had been indicated as 6,000 
per annum. 

J 

1.29 Later in February, 1982, the Company informed Government 
that according to a detailed machine by maehine study made by 
the Company (August, 1981) and approved by the Board in 
December, 1981, the following capacities were ,achievable in the exist-
ing _plant, with mat'ginal balancingfac1lities involving an invest-
ment of Rs. 1.75 crores. 

Two wheeler scooters 

Two wheeler power pacU 

Three wheelers 

60,000 

an,GOO 



1.30 Further, during the meeting with the Audit Board on 27th 
November 1982 the representatives of the Ministry informed that 
a further d~iled study of the plant capacity has been carried out 
after February, 1982* and based on the existing manufacturing pro-
gramme of components, the installed capacity has been· assessed as 
follows:-

Two wheelers . 

Two wheelers power Packs l!~,ooo 

Three wheelers . . . . . . . . . • . !z,ooo 
1.31 During the course of evidence, the Committee enquired whe-

ther there was failure to assess correctly the capacities at the time 
of purchase of the old p~t and machinery or there were some sub-
sequent developments necessitating deration of original capaci ties, 
the Managing Director, SIlL stated: 

"As far as the capacity of one Lakh is concerned, this was the 
capacity assessed for special purpose machines and even 
today what we find is that out of the production machines 
which we have for the two wheelers more than 50 per 
cent machines have one lakh capacity. About 50 per cent 
(machines) have less than one lakh capacity. There are 
machines which have a capacity of 1.4 and 1.5 lakhs. 
There are machines which have a capacity of 35,000 to 
45,000. What has happened was that we have not really 

. taken action for balancing this capacity because at no time 
were we in a position to substantially increase our pro-
duction because of marketing constraints." 

1.3~ Asked about the reasons for variations in the capacity from 
time to time the Managing Director replied, "I do not think We dld 
a detailed machine by machine capacity study. We made such a 
study in 1981. We did not do so prior to it." To a question whether 
the company never bothered to determine the capacity, the Manag-
ing Director stated, " The need was not felt." Asked whether the 
Company got approval of Government for the derated capacity, the 
Managing Director stated: 

''We have approached the Government. We prepared a paper 
and our Board has approved. We have gone to the Gov-
ernment. Any reduction in the capacity req~es Govern-
ment approval. We have not heard anything." 

eAt the time of. factual verification, tbe SL intimated that onlyonecapa~ 
city study was done in Augu&tISeptem- ber, 1981. This study had revealed 
that the existinj{ capacity was 45.000- two wheelers,15.000 two .heeler 
power packs and 2.000 three wheelers. The capacity could go uJ)to 6.0000 two 
wheelers. 20,000 two wheelers power packs and . 2.500 three wheelers by 
providing marginal balancing facilities involving an expenditure of Rs. 1.75 
crorcs. 
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1.33 The Committee enquired whether the Ministry accepted the 
oIiginal assessment of capacity. The Secretary Department of 
Heavy Industry stated, "Assessment was that of the Committee of 
Specialists, not of the Company. That assessment was accepted. And 
it was a result of accepting that assessment that a decision was taken 
to take over the whole project and set up ,a factory there." 

1.34 The Committee were also informed by the Ministry in ,a 
writt~, reply after the evidence that while acquiring this second 
hand plant,' it was not as if a specific and ~alanced installed capacity 
to totally manufacture 1,00,000 two wheelers and 30,000 three 
wheelers was acquired. This is borne out by the very fact that 
although the plant was reported to be having a capacity of manu-
facturing 1 lakh scooters per annum, the actual production of the 
plant in the works of MIs. Innocenti in 1967, 1968, 1969 and 1970 was 
only 83,885, 82121, 62209 and 53948 respectiyeJy. The concept of 
capacity has therefore to be linked to the capacity of each and every 
component line of the plant. its state of repai:t:, machine availability, 
machining time and the make and buy policy. A study of the capa-
city of the specific items acquired from Innocenti on this basis was 
not available. What was mentioned as capacity was, only an indi-
cative figure relevant only in the context of Innocenti's operations 
at a certain pOint of time. 

1.85 MIs. Ingersoll Engineers Ltd. who were appointed as teclmi-
cal consultants also estimated that an investment of Rs. 15.60 crores 
would be needed to achieve a production of 1,00,000 vehicles and 
20,000 power packs per annum. This also supports the view that 
the capacity of the plant as acquired from MIs. Innocenti was not 
1,00,000 scooters per annum. 

1.36 In reply to a question whether Government have approved 
the present capacity as determined by the Company, the Secretary 
stated in evidence: 

"Definitely it is more than what they are doing. There is a 
possibility of increase without new investment That 
being the situation, what actually is the ultimate optimal 
capacity and what type of matching investments are re-
quired, I think that is a bigger issue on which We have 
not finally decided. t, 
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F. Non-use oithe Brand IllUDe Lambretta 

1.37 The agreements with Innocenti for the sale of old 'equip-
ment for two wheeler and three wheeler projects conferredan 
exclusive ,,:orld right on the Company for using . the brand names 
of "Lambretta" and "Lambro". However, the Company, has ,net 
used these brand names for the domestic market. 

1;38 The Management informed Audit (July 1982) that the name 
"Lambretta" was not used because the product marketed earlier by 
API under this name had a bad image and adoption of an Indian 
Dame was in line with the tPi,nking of the Government at that time. 

1.39 On the other band immed.iatelyafter fiDalisation of the 
deal With Innocenti, API, who were using.the name "Lambretta" 
named their product ·as "Lamby" which bears a close similarity 
to . the 'name "Lambretta". Thus, althou:gh the right of usinS the 
name "Lembretta" vested with the Company, thebeneftt thereof is 
belngderived by API by using the word 'Lamby' which gives an 
impression that they are successors to "Lambretta". 

1.40 The Management informed Audit (July 1882) that the Com-
pany had taken action .. against API's using the brand name of 
'Lamby' by filin.g cancellation proceedings in early 1979 and that the 
matter was pending with the Trade Mark Tribunal. 

1.41 During the . evidence of the Company, the Committee en-
quired about the reasons for purchasing the old plant and 'equip-
ment and technical documentation from Innocenti if the product 
manufactured by MIs. API with their collaboration had a bad 
image. Managing Director, SIL stated as follows:-

"Lambretta has always been a highly reputed verncle inter-
nationally. The API was making an old model. What 
we were making was' the new model. There was already 
a firm selling Lambretta and if we had come in the 

market with the same name as the competitor, there 
would have been a lot of confusion. We were partly 

responsible for saying, "Lambretta is an old model; it is 
not a good model." We came out with a new name. The 
name '~bretta" is not used in the country now from 
1976 onwards. Initially, when we came out in the market, 
there was Lambretta in the market. In Punjab and other 
places. we had to decry Lambretta vehicle and we 
were saving, cRere is Vijay Super'. This is the latest 
vehicle." 
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He further added; 

"Even today in the South, we have done a market study. We 
are finding that ~ ~ pockets~ particularly in the 
South, people still prefer the name "Lambretta" and we 
are thinking of selling 'Vijay Super" under the name of 
Lambretta. The. name choice, the' colour choice, every-
thill"g differs from one part of the country to another. We 
want to put darker colours and call it "Lambretta" in the 
South." 

1.42 The Committee pointed out that at the initial stage the Com-
pany did not prefer the brand name "Lambretta". However, .after 
a gap of about 7 years, the Company has introduced a new model 
"Lambretta Cento" .. Asked about the reasons for it, the Managing 
Director stated as follows:-

"This isa point that we examined in depth last year. We 
consulted our dealers. There was a view "Don't call it 
Lambretta". Call it "Vijay Samrat" or some other name. 
But then when we went out and checked with 
various people, the consenSus was .. Let us call 
it Lambretta". It will give a feeling that it is an 

imported vehicle. This 'vehicle we have developed in the 
last three years. We are saying that it has an Italian 

technology, it has the basic technology. We have done 
lot of work. To catch the fancy of the people, we are 
giving it the name "Lambretta". 

1.43 Scooters Jadia Ltd. was laeorporated in September 117! 
with the 'maiD obJeet of ft11jng up the gap 'between th6 demaad aDd 
supply of Seooters in the C011Dtry. The COftlpany set up itl prejeet 
at Luelmow for the manufaeture of one lakb two-wheelers pel' 
8DDum with ,the old plant and maehlnery pllrehaled from MIs. Inno-
untt of Italy ihough earlier tenders W~e Invttetl by Government 
in 1970 from fom.... parties for eonahoratlon in a !leW plant and 
offer of Mis. Pillftio of Italy (mllllufaeturel'l of VespaScoofersl" 
was conRfdered serious and worthwhUe. In 1113. the ComlMlny also 
8Cqllfred to old plant ana machine" of MIs. InnMenti for '01'0-
duction of 30,000 three-wbeele1'S 'Per anum. The Committee's 
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examination has reve.aled sereval diquieting features -in regard to-
the manner in which the proposal to purchase the old plant and 
machinery was processed and investment decision taken. 

1.44 One of the factors on which the purchase of old plant and 
machinery for two·wheelers was sought to be justified was' lower 
initial fixed investment of as. 10.90 crores as against Rs. 15.91 crores 
in the case of new plant and machinery. Capital investment on the 
project with old plant w. grossly under·estimated. The actual 
expcnditure upto the end of 1981.s2 (Rs. 21.87 crores) was almost 
double of that assessed at the time of taking investment decision 
(Rs. 11.90 (rores inclusive of tbree wh~ler plant). Increase in 
investment has been mainly on supporting facilities (Rs. 1.96 crores) 
and renewal and replacement of machines (Rs. 5.82 crores). The 
expert Committee which had evaluated the life and condition of the 
old plant had considered provision of supporting facilities to the 
extent of Rs. 1.2b crores as essential for the commencement of 
production. No provision for it was, however, made in tbe capital 
cstimates. Similarly it was within tbe knowledge of Government 
at the time of taking investment decision that some of the machnes 
of the second hand plant would require replacement. The replace-
ment cost as assessed by the Company was expected to be between 
Rs. 1 crore to Rs. 1.25 crores every year from the 2nd or 3rd year 
of operation. However, no provision towards expenditure on re-
newals md rplacement was made in the capital estiptates of tbe 
project on the assumption that this amount could be met from 
internal resources. T~e expenditure on balancing machines 
had also gone upto Rs. 4.02 crores as against provision of Rs. 3.50 
crores in the investment plan. 

1.45 At the time of taking investment decision in 1974 the Com-
pany had worked out rate of retum as 44 per cent (Rs. 5 croles per 
annum) on capital investment of Rs. 12 crores, on the basis of the 
production capacity as originally assessed. While there was gross 
under estimation of capital cost, the production capacity was found 
to be mucb less than what was assumed by the Company, As 
pointed Qut subsequently in this Report, the Company has actually 
suffered a loss of as. 32.36 crores during 1974-82. The Committee 
feel that it i.~ most unfortunate that Govemment decided to instal 
an old plant purchased. from Italy to produce Scooters to fill up gap 
between demand and supply in the country without making any 
detailed comparative study and analysis of purchase of the old plnat 
vis.a-vis a new plant. It is amazing that the representatives of tbe 
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Ministry and the Company had tried to justify the decision. The" 
Committe desire that the failure of officials leadiag to the rroaa 
under-estimation of capital cost and over-estimation of capacity and 
profitability of the project should be gone into thoroughly. 

1.46 Even now the Company is not able to make a firm assess-
ment of its installed capacity. Capacity reassessed in 1977 was revUed 
in 1978 and 1981. The capacity as the plant as reassessed is less than 
half of that origtnaJJy estimated i.e. 80,000 (including power packs) 
for two-wheelers and 2000 for three-wheelers as against the originally 
assessed capacity of 1 lakh and 30,000 respectively, in spite of the 
fact that cmIy 33 per cent components fol' vehicles are produced in 
the factory. However, according to the Ministry the capacity could 
be more. The Committee expect the Ministry and the Company to 
make a realistic review of its production 'capacity , and financial 
requirements to sustain production ata level that would make the 
unit viable. 



C8APTEB n 
PROJECT IMPLEMENTATION 

A. Detailed Project' Report 

In 1972 Government requested Mis. API to prepare a Detailed 
Project Report (DPR) for two wheeler project. The terms and con-
ditions were not· settled in advance. '!be 'DP'R was preplred in 12 
volumes but only ·2 voluine& were submitted to Government. While. 
forwarding the DPR,' API -claimed a fee of RI. 40 lakhs which was 
subse4luently reduced to Rs. 3O-lakhs. Government, however, inform-
ed API that the cost of preparing' the DPR was smatter for SIL to 
decide. The. Company felt that: the information .and data contained 
in DPR though useful for setting up the manufacture of scooters 
could not be considered complete owing to non-inclusion of informa-
tion on certain aspects e.g. 

(i) the manufacture of J-Series Scooters; 
(ii) detailed layout of machine tools in the main plant, and 

the layout of services; and 
(iii) the ordering specifications for the various \:Salancing equip-

ment and machine tools. 

API agreed to carry out the modifications etc. in the DPR. It was 
also agreed that a sum of Rs. 15 lakhs would be paid to API for this 
work in three instalments. While two instalments were paid, the 
last instalment was not released as certain items of work were not 
completed by API. The latter field a suit in August, 1978 for non-
payment of this amount. The case was still pending before the 
Court. 

2.2 During the course of evidence of the representatives of the 
Company, the Committee enquired whether the volumes of DPR 
were modified by API and submitted to the Company. The Manag-
ing Director stated that '~e had received .two volumes. I must 
confess that J am not able to lay my hands on the copi~s of DPR.". 

2.3 To a query whether these DPRs should not be in possession 
of the Company, the Managing Director stated lilt should be. Even 
now I am hoping that I can get them." 

18 



19 

2.4 The Committee enquired ·whether the Mmtstryrecelved all 
the 12 volumes ofDPR. The Secretary of tbeMinistry stated "not 

·'SS a formal documents. It has not been submitted." He added that 
the Company did not get the DPR in its entirety from API. It tried 
to work out internally the details to the extent that API did not 
give. 

2.5 The Committee enquired whether DPR was finalised· and 
.approved by Government, the M.D. replied: 

c'DPR as such has not been considered. We have not received 
any approval on the basis of the DPR..... . .. My under-
standing is that the DPR volume I which' had been pre--
pared by them had contained the broad picture of viabi-
lity. It was virtu8Ily a feasibility study and based on that 

capital investment plan was prepared.'· 

2.6 When pointed out that the performance of the 'Company 
·suffered in the absence of the DPR, the Secretary replied "I also 
· agree. . . . . . .. DPR must be prepared.'· 

B. Technical Collaboration 

2.7 In terms of the agreement With Innocenti, the payment of $2 
million for the purchase of pl'IDt and equipment was to be made by 
adjustment of $ O~40 million towards the equity of the Company and 
the balance of $ 1.60 milllon was payable out of the export earnings 
over a period of 7 years. In respect of the payments to be spread 

· over a period of 7 years, . the ·vendors inslstedU'pOl'l a guarantee which 
could be discounted in Italy. AB no bank in Italy was wi11iDg to 
discount a guarantee payable over a period of 7 years, the vendors 
agreed to accept a cash payment of $ 115 million in Ueu of the 
payment of $1.703 million ($ ~.6 Inillion increased to $1.703 million 
due to devaluation of dollar). The cash payment of $ 1.45 million 
was approved by Government on 15th March, 1972. In the meantime, 
"Innocenti went into voluntary liquidation. No shares, therefore, 
· could be issq,ed to the vendors. The vendors, however, agreed. for 
cash payment of $ 0.4 milUon in order to compen'Sate the Company 
for delay on their part in supplying certain technical and other 
documents. 

2.8 Similarly, when APr, on being asked in January 1973 for sub-
scription to the share capital, 'declined (July 1973) to do So on the 
.grolrnds that the Company had: 

'(i) net accepted API as technical collaborators; and 
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(ii) decided to take over the three wheeler project which WU' 
to be taken up by API in terms of an understanding 
between API and the Government of India. 

2.9 The Ministry, however, informed the Audit in November 
1982 that the Company did not envisage any technical collaboration 
with API. 

2.10 Asked about the rea'Sons for not engaging API as technical 
collaborator, the Managing Director stated: 

"API had been having certain disCUssions with the Govern-
ment where they had proposed that they should be en-
trusted with the task of preparation of the DPR and should 
also become technical consultants to Scooters India Ltd. 
The Government mentioned. to them that this was a matter 
to be decided by the Company. . . . . . .. The Company felt 
that thi'S technical consultancy was not essential benuse 
the type of consultancy which they were prepared to give 
as was on general aspects of the Company and not on the 
technical details of that component and other things. l'bis 
was too high a price for us to pay. We told them that 
we did not require this technical consultancy. API had 
planned that the money they would get on technical 
consultancy from Scooters India Ltd. they will invest back 
in equity. Since they were not getting this' money from 
the Scooters India Ltd., they refused to participate in the' 
equity." 

2.11 In this connection, Secretary, Department of Heavy Industry, 
stated: 

"The API could not be engaged as a consultant because it is 
not that anybody who is manufacturing something is 
knowledgeable enough. about the products. The most im-
portant thing which the collaborators will provide is. the 
know-why of the product and not know-how. This know-
why was not available with API.n 

2.12 The Committee enquired whether there was any understand-
Ing between Government and API in regard to the take over of the 
thn!e-wheeler project by MIs. API from ~is. Innocenti. . The Secre-
tary stated: 

"There was no such agreement. .Some sort of an understand-
ing, it seems, as I judge it, was there that Innocenti and 
API will become joint venture partners-in the two-wheeler 
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pl8J?t In which the Government will have the majority 
share and in that situation API will purchase second. 
hand plant for three-wheeler project from Innocenti. But 
since the first thing did not happen, the Government decid-
ed that second-hand plant of three-wheelers also which 
was a smaller thing will be taken by the Government and 
put as a part of the main plant." 

2.18 Asked about the reasons for not having any technical consul-
tant at the time of setting up of the plant the Secretary 
At that time, what was needed was that in place of Innocenti which 
replied: 

"The drawings as they were available with Innocenti were 
coming and it was also tnought-that Innocenti would 
continue to give technical adviCe and that they would even 
be joint venture partners. But that joint venture partner-
ship did not take place because they went into liquidation. 
At that time, what was needed was that in place of Inno-
centi which would have worked as a partner as well as a 
consultant, somebody else should have been brought. That 
is one of the failures which was there in my view." 

2.14 Asked whether the absence of technical collaboration was 
largely responsible for the failure of the Company, the Secretary 
stated: 

"That is what made the product not acceptable in the market. 
It had drawbacks, which led to trouble for 3-4 years. The 
Company had to remove those defects one by one; the 
morale went down and the productivity went down." 

2.15 A number of ~uality problems were faced soon after the in-
troduction of two wheeler scooter in 1975-76 and complaints on 
quality had a depressing effect on market demand. The Company 
engaged a number of technical consultants from time to time 'Since 
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January, 1977 for various pUl'p08etJ. The purpose tor which 'various 
consultants were engaged and the. total expenditure incurred thereon 
are detailed below: - .. 

N&III~ or OODluItaDtl Purpose Puled Expendi-
ture ~~~. in I ) 

,..,. -----------------
I. J.Cr. Bianchi (former 

engineer of· Innocenti) 
and. Mr •. OauoJa of 
Italy 

!I. Japanele Experts 

Mr. Bianchi was ens.,cd to 110-1-1977 
adVi.e for increaam, pro- to 
duet ion and product market 118'11'197.7 
acceptability and Mr. Cu- and 
sola was enpged fA) review 11'11-1978 to 
implemcntatiOJ1 of Mr. Bia .. , 7-3-1978, 
nc:bi!'.uaeation and to fur-
ther impr01le the quality of 
lICooters. 

Deputed by the Internationalll.IG-1977 
Manasemcnt Corporation Co- to 
mmittee to ItUlly the techni· 6-111-1977 
cal probleJDI in the produa:-. 
tion area. 

s. Insersoll Maoufac:tur· To make an indepth study of 
illl O~u&taDtt of U.K. the difficulties faced in quali-

tati"e and quaptitative aspects 
of production and to achieve 
break·e~n. level. 

11-111'1978 
to 

N01leDlbcr IgSo 

4. ~mple· Wall Limited of Ajlpointed on the advice of Report" was 
U.K. Ingersoll Maufacturing Con- submitted by 

sultanta for effecting de.ip Temple Wall in 
5. Baslani Manufactur- improvement with regard to Way 1980 

hlg U.S.A. su.~pea~ion'Yltem and· ex-· \\,hereal no 
hallSt system to increase the report was 
performance and market acce- received from 
ptability of the product. Dassani Manu-

facturing, USA. 

66·8S 

1'54 
0·6811 

Total expenditure 70' 56 

2.16 During discussions with the :Ministry on·inadequate develop-
ment in India. of the expertise required to undertake detailed design 
and production engineering studies on two stroke engines, the 
Ministry introduced the Company to Ingersoll Mannfacturing Consul-
tants of U.K.. On the basis of details of works handled by Ingersoll, 
the Company considered them as experienced technical con-
sultants. The firm was appointed as consultant'S in July, 1978 to 
undertake an indepth study in regard to the difticulties faced by 
the Company both in regard to the qualltative and quantitative 
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asp~ts of. production and to achieve. break-even level. The firm was 
assigned the following specific tasks~--

1. Piston and cylinder wear. 
2. Vibration problems. 
3. Quality and reliability of production. 
4. Fin'aIlcial Planning 
5. Sales and Marketing. 

The consultants started the work in December, 1978 and sub-
mitted reports in parts in March 1979 and June 1980. 

According to Audit, the defects pointed out in March 1977 by 
Mfs· Bianchi foreign consultants wenl removed by the time an 
improved version of vehicle namely Vijay Super, was introduced in 
September 1977. By the time the Reports of Mis. Ingersoll were 
received between March 1979 and June 1980, the production of 'Vijay 
Super' had stabilised and it had also won market acceptability. as no 
complaints were received. Further the basis of selection of the con-
sultants and fixation of their fee could not be ascertained in audit. 

2.17 Asked about the basis of selection of Mis. Ingersoll as Con-
sultant, Secretary of the Ministry stated: 

''The starting point of a contract with the Ingersoll Engineers 
is that one of the Directors of that Company in December, 

·1977 approached the Department of Heavy Industry giving 
their credentials and suggesting that they might be able 
to help. This is a worldwide organisation specialising 
mainly in the production engineering. But their associa-
tion has been more with automative sector. Because of . 
that, although they deal with the management concept of 
production engineering, they have knowledge, if not them-
selve'S, in all cases how to do it by associating others in 
solving the design problems or the quality problems. In· 
fact, this Company has been used even in the recent years 
by some of our Government and private sector organisa-
. tlons also in the field of production engineering. There 
is no doubt about their credentials or the strength of thm 
Company as consultants allover the world. 

When the Scooters India Ltd. was struggling and the Company 
of this type on the scene offered their services, a dialogue 
started that it might be worthwhile that some identifica-
tions were done as to what were the problemlS with the 
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p~duct and tile productivity. Those things fonned part 
of their terms and conditions. They visited this country 
in February, 1978 and their appointment was done some-
time in 1978." 

2.18 When enquired whether the appointment was made with 
the approval of Government, the Secretary stated: 

"Certainly. In fact, we have a scheme in the Government of 
India' called the Technological Development Fund under 
which anybody, whether a public sector company or a 
private sector company import know-how and consultancy 
of capital goods, not for increa'Sing production capability 
but increasing productivity or improving the quality of 
the product modernisation. It was under this scheme, 
that clearance was given to Scooters India also to appoint 
Ingersoll Engineers as management conSUltants." 

2.19 To a question was it necessary to appoint MIs. Ingersoll, the 
'Secretary stated: 

"It was necessary. Consultancy was done at a very late stage." 
2.20 The Committee pointed out that after the appointment of 

Mis. Ingersoll, two other consultants viz. Temple Wall Ltd. of U.K. 
and Bassani Manufacturing, U.S.A. were' appointed on ~he recommen-
-dation of !ngersoll Engineers. Asked about the justification for that, 
the Secretary stated: 

''Those two cases were very specific. Some problems needed 
more specialised type of advice from a Body which has 
specialised on the research of that area. 

Those people gave that solution for that problem. One was 
vibration and the other was exhau'St. They said that there 
was no such consult1l.nt who can give you a panacea for aU 
problems." 

2.21 To a query whether Mis. Ingersoll were not competent to 
advise on vibration -and exhaust problems, Secretary replied in the 
negative. -

2.22 Asked about the recommendations/suggestions made by 
Mf!. Ingersoll for improvement in quality of the scooters which had 
been implemented, the Managing Director stated in evidnce: 

"There are large areas where they had suggested to us certain 
things. For example, they suggested that the Hex-honing 
operation should be carried out on the cylinder to improve 
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oil retention. We found it useful. Then they suggested 
that the cylinder should be coated with silicon carbide. 
We did not implement it because we did not find it suit-
able. Then they suggested that chrome-plated top piston 
ring should be introduced to reduce cylinderJpiston ring 
wear. This has been implemented and because of this, a 
definite reduction in the wear has been achieved. Another 
suggestion is that holes should be added in piston walls 
for improving lubrication. Like thi-s, they have made 
suggestions. Out of these, three or four were found useful 
and some of them were not found worthwhile." 

2.23 The Audit report also pointed out that the object of achieving 
the break-even level as contemplated by the Government while 
approving the appointment of consultants (Mis. Ingersoll) had not 
been realised. Asked about the reason for it, the Managing Director 
stated that according to the recovery plan which they had submitted 
to Government they would achieve break-even on production of 
about 65,000 ':lcooters by 1985. 

2.24 To a question that in spite of implementing all those recom-
mendations made by M J s. Ingersoll the Company have not been able 
to reach the break-even point, Secretary replied, "during 1977-78, 
production was 16,314. They gave the advice on productivity after 
appointment in 1978-79. That was the year in which 16,000 became 
23,027. Next year it reached 332M". 

,2.25 Asked further why the growth in production could not be 
ma,iJ1tained afterwards, the Secretary stated: 

"They have run into financial problems. Last year, some 
solutions have been found for that. Their inventories had 
become very high. These people have identified certain 
areas. Our own managerial competency was not adequate 
to remove all those constraints. 

C. Commencement of Production 

(i) Two-wheeler 

2.26 According to Audit, one of the factors that weighed in the 
ac~ptance of the offer of Innocenti was that the timerequ.ir.ed for 
commencement of production ' would be 24 months of taking the 
decision as against 42 months required for erection of a new plant. 
While the decision to purchase the old plant was taken in November 
1971 actual production commenced in February 1975. 
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2.27 During the course of evidence of the representatives of tIut 
Ministry, the Committee asked the reasons for the delay in COMmen-
cement of production. The Secretary of the Ministry stated: 

"Even in that case (new plant) it would not have been a 
months from the day We thought, it should be done. 

Till the Company had been incorporated and had signed an 
agreement with the new collaborator, it is only from that 
day it would have been 42 months. That day could not 
have been earlier than September 1972 when the Company 
was formed; whereas in this case, the 'Bctual position ia 
that instead of 42 months, the trial production 'Started :in 
25 months and the commercial production in 29 montha." 

(ii) Three-wheeler vehicles 
2.28 According to the project report prepared by the Management 

In February-April 1974 the production of three-wheelers wu to 
eommence from the year 1975-76. The production, however, actual-
lv started from November 1977. The following reasons were com-
municated by the Company to Audit for delay in commencement of 
proc1uetion:-

(i) Most of the machines were not having adequate spare 
parts and it took almost a year or so to arrange them. 

(ii) The production of three-wheel~rs was taken up in 1977-78 
after thoroughly checking the quality of the vehicle. 

2.29 The Company developed a prototype scooter-ISO cc (Vijai 
Deluxe) and sent it to Vehicle Research and Development EstabJ.isb,. 
ment (VRDE), Ahmednagar, in Novembe~ 1974 for technical trials. 
Certain technical defects were reported by VRDE to Govemm~nt 
(after trial run upto about 7,000 kms.) who in turn intimated these 

defects to the Company in February 1975 and simultaneously autho-
rised tbf Company to go ahead with commercial sale of the scooter 
after removing these defects. 

2.30 Subsequently, in October 1975, the VRDE reported on the 
basis of a trial run conducted in July 1975 as follows:-

(1) There were no major defects during trials and endurance 
test. 

(Ji) The scooter gave starting trouble and its piston rings were 
worn out after a run of 10,242 kms. 

(ill) The above defects were not rectified and the perfonnance 
of the scooter in this regard was unsatisfactory. 
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2.31 During the meeting with the Audit Board on 27th November 
1982, the representatives of the Ministry of Industry (Department of 
Heavy Industry) infonned the Audit Board that the defects men-
tioned ,above were removed by the time the new model 'Vijai Super' 
was introuced in September 1977. 

2.32 The Committee enquired about the reasons for not removing 
the defects before commencement of commercial production. The 
Kanagfng Directol', SIL stated in evidence:-

"We did remove the defects which were brought to our 
notice. In October 1975, after receipt of a ~t report on 
Vijay Scooter, we had contacted MIs. Escorts Ltd. for the 
modiftcations in piston and piston ring in consultation with 
their collaborator, Mis. Goetzewerke of West Ger· 
many. On the basis of suggestions received from MIa. 
Escorts, the following changes were made in the piston: 

1. The ringgroove diameter was reduced. 
2. The reduction in top land diameter was changed to eliml-

,n,ate the posSibility of seizure. 
All these chan'ges were implemented by the end of July 
19"16." 
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2.84 The table beloW also indiqates the Company's share in th&t 
country's total productio. of two-wheelers and tbree-wheelel'lf. 
during the years 1977 to 1981. 

(I) Two-Wheelers 

1977 1978 1979 IgSo IgSl 

Total production in the country 160295 168034 1 !)i06 I 211 586 Q01786 

OompaDy"s share in the total 
production (in peroentqe) 10'119 11'30 121'36 17'11 16·~ 

(ii) Thr,,-wht,"rs 

Total production in the country, 18317 19151 1?089 116519 SIts" 

Oompany's share in the total 
production (in perccntqe) 0'09 O'IIR R'RS 1'95 lI'flr 

2.35 The following reasons were advanced by the Company for 
under ptilisation of the capacity:-

~) Stock-outs of materials, from time to time owing to poor 
liquidity position; 

(b) Non-supply' of critical matertals in the required quantity 
., or in time by single source suppliers: 

(c) Frequent break-downs of critical machines; 

(d) Power cuts and interruption in power supply. 

2.36 During the course of evidence of the Company, the Manag-
ing Director elabon-ting further the reasons for poo.J' production 
performance, stated as follows:-

"The main point is that we have been short of funds more or 
less right from the begiDning. When we started produc-
tion, I would say that we got off on the wrong foot. We . ~\, 

.. 
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faced certain qlJi8l1ty problems. At that time our produc-
tion came down. It is only after 2-3 years that we could go 
again into the market with a better product and in the 
interregnum the set back we' received broke over back.' 

Right from 1976 we hav~ been facing financial prob-
lems ...... We have assured the Government that if the 
flanacial' constraints are overcome, we will show better 
results and in January 1982 we got some money from the 
Government and from April we started improving our 
production. " 

2.37 The Committee enquired whether Government did not meet 
Company's financial requirements. The Managing Director replied: 

"As far as the provision of funds is concerned, we had ap-
proached the Government for two types of funds one for 
the plan loans for meeting our capital expenditure and 
another for non-plan loans for Our working capital 
expendi ture. 

As far as the working capital is concerned, normally the Gov-
ernment's approach is that th,e wor,ldng capital should be 
met through the banks and the Government is not obliged 
to find the working capital required by a company. But 
even then, they have been giving us money. For inStance, 
10 19'17-78, We went to them for Rs. 100 lakhs and they l 

gave us Rs. 1001akhs . .Again, we asked for another Rs. 20 . 
!akhs. In 1978-79, We asked for B.S. 320 Lakhs and they 
gave us Rs. 300 lakhs. In 1979-80, we asked for Rs. 380 
lakhs and they gave us Rs. 380 lakhs. After 1979-80, there 
was break because the then Finance Minister h,ad said that 
no more money would be paid to Scooters India Ltd. 
After March, 1980, for a periQd·of Ii years we did not get 
any money from the Government towards working capital 
,and we got into trouble. Even prior to th!lt, as I see it, 
larger funds were required by us. But apparently We did 
not approach the Government for larger funds. Why we 
did not, r cannot say." . 

2.38 The Committee enquired whether considering the fact that 
the Company was getting required money from Government 
even for working capital except in 1980-81 did it not indi~atf> that 
the Company was not being managed efficiently. The Managing 
Director stated: 



·'1 accept that the Company has not been running efficiently. 
Because" of this, we have been needing funds and we 

have been running short of fuhds." 

2.39 With reference to frequent breakdowns of critical machines 
affecting production, the Committee enquir~ whether the Company 
had any system of planned preventive maintenance. The Managing 
Director stated:-

liThe planned preventive maintenance syStem for new 
"machines is that within such a period inspection will be 
don.e and minor repairs will be done. Forthe old 
machines, we have the condition based maintenance sys-
tem. Depending on the condition of the machine, action 
in regrd to preventive maintenance is taken." " 

2.40 To a question whether the low production could be attribut-' 
ed to management failure, the M. D. replied: 

"Partly, yes, Sir. The production was low and it could partly 
be attributed to managerial failure." . 

Investment in ancillaTies 
2.41 According to Audit Report, one of the reasons for shortfall 

in production WB!! non-avaiiabiUty of components. This has to be 
viewed in the light of the fact that "Company had "invested 
lls. .49 lakbs jn ancillartes for ensuring supply of components of 
approved quality at reasonable rates. 

'2.42' Asked why the ancillaries 'were not meeting the require-
merits of the Company. the Managing Director stated in avidence:-

" .. We have about 82 of them. The manufadturers tal 
us on what we 'are produclng. Suppose We produce 130 
&tOOters; then they will" p'toduce components only for 
those 130' seooters. We cali never ask for more of these 
components. This is one Of the reasons for th~ produc-
tion going down." 

2.43 In reply to a query the Managing Director stated that 
!nvestm~ht made for providing some of the facilities llke D. G. 
sets; a small tool room and other infrastructural facilities. He 
added: • 

"All these shou'd have been correctly done by the Stat.e 
Govt:rnment and it is their responsibility also. But the 
responsibility has fallen on them to provide the ne~e5-
sary facilities. . . W~ are fighting with them saying 
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that they should have provided these facilities under the 
terl1ls of agreement and they should bear a portion. 
Whether we .. will succeed or . not, I d01'l't know." 

2.44 Asked about the difficulties in getting components from 
ether sources, l\lanaging Director stated:-:-

"With a number of Buppliers we had difficulties in getting the 
components because of our inability to pay them. When 

• a firm defaults in payment, it becomes very difficult to 
.convince the party about the supplies. They would also 
like to supply us in bits and pieces because they are not 
sure '!Vhether they would get payment in time. For some 
of the items we had a single sourc~ supplier . . . i~ case 
of any default in supplies, our production invariably 
suffers. This combination of single source of supplier and 
lack ot prompt payments had affected our production." . 

Investment in the equity capital of State Undertakings 

2.45 The Company formed a new Company with the U.P. State 
Industrial Development Corporation Ltd. named U.P. Instrum"~s 
·Ltd. in 1975. The Company's total investment in lJTIL w~ 
Rs. 30.62 lakhs a~ on 31-3-82. Thefacilities available in the Mit 
were to be utilised for. the manufacture of speedometer and 
magentos required for 2 wheeler and 3 whe~ler vehicles. H~r." 
()ne of the reasons attributed to shortfall in production of 2 wheelers 
.and 3 wheelers during some years was stated to be non-availabitit1 
of inadequate suppJy of magnetos. 

2.46 Similarly SIL along with UPSIDe established a new 
eompany U.P. 'l'yres and Tubes Ltd. in 19'76 for manldacture of 5 
lakhs sets of 2 wheeJers and 3 wheelers tyres and tubes per annum 
and invested an amount of Rs. 48.19 lakhs up to 31-3-82 which were 
partly met by obtaining a loan of Rs. 17.90 lakhs from UPSIDC en-
tailing payment of interest @ 14 per cent. However. as against the 
Company's requirement of about 2 lakh tyres and tubes during 
1980-81 and 1981-82, the actual supply was to the extent of 43,780 
tubes and 35,201 tyres only. 

2.47 During the evidence, the- Committee enquired whether the 
investment in two State undertakings really, served the purpose for 



• which this investment was intended, the Managing Director, SIL 
stated: 

... . . Whatever we got from UPIL has been worth of it 
because in the initial s~ges they used to do a lot of job 
work for us. They made Inagnetos and they did a lot 
of add work for us. As far as UPTl' is concem-
ed, we could have met our requirements from.other 
sources, but at that time when we made this investment, 
the feeling was that there 'was a shortage of tyres and 
therefore a unit nearby would be helpful. Even today 

'1' on each tyre we are saving Rs. 2. Because this factory is 
in a nearby area, we save on freight and other things." 

2.48 AskeC!l about the financial return on investment made in 
these undertakings. tPe M.D. replied that financial return has not 
been except in case of UPTT, they saved money on transport 
charges. 

2.49 The Committee enquired about the measures tuen by the 
Company to increase productivity, J:emoval of production bottle-
necks, increase production volume to the optimum level and up-
grade the quality of product. The Company stated in a note fur-
nished after the evidence that they have taken the following 
JIleMUres:-

I. IftC7'eaBe Productivity 

(i) Improvement in material supply. 
(Ii) Better Plant Maintenance. 
(tU) Closer supervision and control. 
(iv) Modernisation of production methods. 
(v) Rejections control. 

n. Removal of P7'0duction. Bottlenecks 
(i) Identifieation and Removal of Capacity Bottlenecks. 
(ii) Improving Quality of Materials. 

(iii) Replacement and Overhaul of unreliable equipment. 

m. Increase productiDn Vol1L'rne up to Optimum Level 
(1) To improve material handling facilities and plant lay-out. 
(it) Inventory build up at adequate level. 

(Ui) Introduction of Management Information Service. 
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lV. UpgrAde the Quality of P7'0duct 

(i) To increase engine Hfe. 
(11) To reduce bearing noise. 

(Iii) To improve quality, of electrical items. 
(iv) To prevent leakage of oil into brake drum. 
"(v) To reduce vibration. 
(vi) To improve quality of shock absorbers. 
(vii) Improving matching of Transmission gears. 

2.50 The Committee enquired from the Ministry about the 
reasons for poor production performance of the Company. The 
Secretary, Department of Heavy Industry stated:-

"It is a cumulative effect which s~d with defects in the 
scooters where we took a long time to rectify things, in 
the absence of technical consultancy. In between 
that period, the fip,ancial position of the Company went 
down. When the defects got removed, a new struggle 
started with the suppl)" of cert$ components or raw 
materials. They lost confidence. They would not give in. 
Although Government gave a lot of assistance at various 
stages but, really speakng, that is not the final solution 
because, after all, an assistance is given at a point of time 
when something has already gone wrong. That .certainly 
is necessary and that was given but that is not the total 
This type of cumulative effects went on tl11 19'78." 

2.51 In reply to an another question, the Secretary also admitted 
that there has been mana"gerial failure in the Company. 

2.52 Asked about the steps taken by the Ministry or directions 
issued to the Company from time to time to Improve the produc-
tion performance~ the Secretary replied:-

"It was due to interaction Of Ministry,~ the company that 
even in 1978 a foreign finn was appointed as consultant. 
That was at the instance of the Ministry. From that year 
production jumped up. The other instance where the 
Department of Heavy Industry came to their rescue was 
in regard to financial assistance which was quite conside-
rable. Various discussions have been held in which the 
need for proper evaluation, develo~ment and implemen~ 
tation of management systems has been emphasised; we 
impressed upon them. to have better quality control, 
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better control of inventory, better checks and so on. 
Monitoring . was done in a review meeting,. We would 
like to point out that it is not so Uluch executive action 
but it is a type of review pointing out ,these things and 
bringing these to the notice of the Ulanagement ,for taking 
action." 

He further added:-

u • • During the last two or three years particularly this 
year, the performance· is improving ... This year we 
hope our production will be about 50,000 pieces-will be 
27 per cent higher than last year and if trend can be 

maintained and we have no reason that it should not be 
maintained, next year 60,000 is possible and with 60,000 
we will certainly break. even also." 

2.53 Asked whether for achieving the target of 60,000 vehicles, 
the Company require any additional investment the Secretary 
stated "No, Sir, with the same investment we should be ab~.e to 
Teach the .flgure of 60,000". 

E. Recovery Plan 

2.54 In order to increase the production Jind arrest the losses, 
the Compal'ly hll! submitted a RecOvery Plan to Government in 
September, 1t82.AecOl'ding to . this plan, the company need 
eapi'tal hwestment of :as. 1380 lakhs on renewal/replacement and 
Bi~ _ lakhs on bBlanetng facilities during the next ftve years fot' 
raiSing the pl'OcIuetion to' the 'level of 90,000 scooters per annum 
-out Of, this total mWiltment requitetnents of Rs. 23 crores, company 
has sough~ Rs. lUOlakbs from. Government for partially financing 
the investment . in capital facilities, and requiremeBts of It!!. HOO 
lakhs would be met from the Company's internal resources. 

2.55 The Company has also sought the following financial reliefs 
in the Recovery Plan:-

(i) Government to provide non-plan loan of Rs. 242 lakhs to 
cover cash losses suffered during the year 1981-82 after 
excluding the interest due on Govevrnrnent loans and 
waive the recovery of interest payable on this loan up to 
Mareh, 1985. 

Oi) The interest payable on the loans outstanding as on 31-3-
1'981. may be waived from 1-4-81 to 31-3-1985 (The finan-
cial implication of this concession will be Rs. 1183 lakhs)·. 
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(iii) The requirement of paying intel'e$t on arrears of interest 
should be waived upto 31-3-1985 from the beginning. (The 
financial implication of this relief will be Rs. 828 lakhs 
as on 31-3-1985). 

(iv) The penal interest should be waived upto 31-3-1985 from 
the beginning. (The financial implication of this relief 
will be Rs. 290 lakhs as on 31.3.1985). 

(v) The Governm.ent m.ay also formally allow moratorium on 
repayment of the outstanding loans upto 31.3.1985). 

(vi) The Financial Institutions viz. IDBI & IFCI should also 
favourable consider waiver of i~terest on arrears of 
inte~st and of penal interest upto 31·3·1985 from the 
beginning. 

(vii) During 1982·83 additional working capital of Rs. 600 lakhs 
should be provided-Banks to enb.ance the cash credit 
credit limit fRs. 290 lakhs) and the Govvernment of 
India to provide Non-Plan Loan (Rs. 310 lakhs). 

(viii) The cash credit iimit should be further enhanced by the 
Banks in subsequent years to meet the working capital 
requirement. 

2.56 With the above assistance, the Company proposes to achieve 
the growth rate of 14 per cent the production of two wheelers and 
J:4'ising the level of production of three wheelers upto 2500 as 
follows:-

_._--_._---------- ------
Year Vijai Lamhretta' Two-

Super Cento wheeler 
power 
pac:b 

~-----------------------------------~-------

198.-85 . 

l!ls-a6 
1!I~6-n7 

1987-88 
onwards 

40 ,000 

30 ,000, 

115>~ 

!Z5.ooo 
115 •. 000 

115.000 

5.000 15.000 

115,000 '5,000 

35,000 111,000 

15,000 5.000 

55.000 

65,000 

Thref' 
wheelers 

I,.at) 

I ,sao 
51,000 

11,500 

lI,SOO 

II,S«» 

2;57 According to the Recovery Plan with the required financial 
relief the Company will start earning profits from 1982-83 itself and 
it will be possible for SIL to clear its accumulated losses by 1987-88. 
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Return on capital employed will be 11 per cent in 1982-83 and 1985 .... 
and 19 ~r cent in 1987-88. The Company wil be in position to pay 
dividends on equity capital from 1988-89 onwards. 

2.58 It ha'S also been stated that if the financial reliefs were not 
given, the Company will continue to incur losses upto 1984-81> and 
there may he marginal profit of Rs. 181akhs in 1985-86. It will not be 
possible for SIL to clear the accumulated losses even by March, 199Z. 

2.59 During the course of evidence of the Ministry of the Com-
mittee enquired about Government reaction to the Recovery Plan . .. 
The Secretary, Department of Heavy Industry stated-

''Our view is that this recovery plan should not be gone into 
in isolation. It is connected with the stage of the scooter 
industry in this country, as it is evolved and as it is going 
to happen in this decade. It is going to reach '8 very 
highly competitive situation. The competition will be 
about price, the quality of the product and efficiency. For 
all this we have started dialogue. We want to enlarge 
the scope of recovery plan with that of the future tIIize of 
the company, the future improvement of the product etc. 
I personally took 'a meeting in which various Government 
agencies like the Planning Commission etc. are there. 
There We are trying to look into financial restructuring 
with the purpose of making the company viable next 
year. . . . . . .. we are trying to look at it in two parts. One 
is the immediate objective of making the company vl'able 
next year, But simultaneously they have to study all types 
of scooters which are going to be manufactured in the 
country. Whenever high investment is not commensu-
rate with the increase in productivity we should live with 
with the present equipment." 

2.60 To a qUE'ry as to how much time the Mimstry will take to 
come to a final decision in this regard, the Secretary stated that they . 
were having B di'alogue with Mis Suzuki for technical assistance. 
Based on the study of the questionnaire prepared by Suzuki a team 
would come' which would study the present facilities and the p~t 

. design in detail A more detailed meeting would be held there after 
within the next 4 to 6 months. 

Asked whether this process could be speeded up, the Secret.ary, 
repUed: . 

"I do not think so. We have discussed this matter at the 
highest level on their (Suzuki) side and the response has 
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ben. there.. They have come here for a difterent pUrpol!le. 
TheIr Chall'Illan has come here to sign the agreement for 
M'8l'Uti. The two or three specialists who were accom-
panying him visited Lucknow. Within three weeks after 
they returned to Japan, they sent the Questionnaire. 
Within two or three weeks after that we filled the Ques. 
tionnaire and sent it back to them. So, from our side we 
are trying to do as fast as ponible. But there has to be 
a certain minimum time for making a thorough study.' 

F. t.mbretta Cento 
2.61 It has been stated by the Company in a written note that 

the company has recently commenced production of a 100 cc sceOter, 
the lambretta cento. It was also stated to be most economical scooter 
in the Indian market having large demand and so far nearly 1 lakh 
booking were received. 

2.62 Asked about the total expenditure incurred on development 
of Lambretta Cento, the Company stated in a note furnished after 
the evidence that total estimated expenditure on this account w.' 
RI. 39.64 lakhs including Rsl 1.98 lakh incurred on manufaeturing 
of prototypes. 

• 
2.63 According to the Company's production schedule they will 

produce 5000 Lambretta Cento scooters in 1982-83 and will reach a 
level of 65,000 in 1987-88. 

2.64 The Committee enquired whether the new product will be 
able to compete with other products in the market. The Secretary of 
the Ministry stated: 

"I think, with the products which are being talked of at present 
for commercial production in the country, Cento shodtd 

be able to compete. But we have to be conscious of the new 
developments taking place somewhere else which also 'may 
come here. Of course, we have not been able to reach 
the stage of commercial agreement as yet, but the collabo-
rator whom we have appointed for ManItt factory happens 
to be one of the biggest or the second biggest manufacturer 
in the world of two-wheelers: Suzuki motM-cycle I. consi-
dered to be the best in the world; they are knowledgeable 
an,d they manufacture scooters also. We have had ~me 
dialogue with them informally on taking some assistance 
from them for two areas, one, to take both these design' 
and make certain charges which would render it more cost. 
ei!ective, lower-weight, higher efftclency; and the second 
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~rea is what type of facilities should be included if this: 
factory, is to be expanded. We have started that dialogue. 
we hope that we will get something out of it." 

1.8 Produetion pedol'DUUlce of the company presents a dimaal 
'Jie$we. Durin. the last tUee years, production of two wheelen 
('WeWc~es and power packs) was on an average j5 per cent of th.· 
&ricinally assessed capacity (1 Jakh). The production for 'two-
wheelers (including power packs) in 1981-82 (42047) was even low.r 
..... that achieved ill 1980-81 (48M2) and 1979-80 (45383). As regards. 
3 .. WJaeelers it was only 1.73 per cent of the capacity. (38,000) 
ariDgthe same period. The Committee feel that such a disappoint-
ing. performance was bound to be there as the project had been under-
taken without the basic essentials. The Detailed Project Report 
was not available to the Company in its entirety. No t~hnical 
ton~uJtants were appointed in the beginning and the Companv went 
l'\'ithout !'ufficient expertise in II highly competitive sector in estah-
'J.shing production capacity and stabilising production. Consultanc;v 
'~e)"vi"t's were>, however, obtained since 1977 when it was already too 
Jatt'. Its product (Vijai' Scooler had lost the market by then dama~
ing its image which resulted in low morale Rnd produ('tivity. The 
S~eretary of the Minist ry admitted in evidence that not to have con-
Bultants at the right stage was one of the failures. b ihis connection, 
the Committee note that Mis. Innocenti were expel-ted to be partners 
iii a joint ven'ture with Government and to give technical advice. It 
is unfortunate that Govemment did not promptly advise the Com-
:J8Dy to look for another consultant when it became clear soon that 
Mf!ll. Innocenti were Dot tikely to be partners of the veature ancI 
.. rJanical consultants to the Su... According to the Commlttee th. 
WM a serious lapse on the part of the 'Ministry which requires an 
explanation. 

·a:16 Belatedly from January, 1971 to November, 1980 five consul. 
"aD" ~re appoiD'ted, ODe alter the other, and. tatal 'expenditure of 
Rs" 70.56lakhs ,was Incurred on 't_ Benites rentl.rM by them. Mis. 
IngenoU Manlliaeturing ConsultaDts of U.K. approached the Minis-
u,in'December, 1177 a'Dd offered to help the Company. The 
Ministry introduced them 'to the CoJnPlll1Y. They were appointed Ie 
JUWi "1978 to mab an indepth study of the diftlculties faced in 
.... ntitatlve ud· qualitative upensof production 'to achieve break-
even level. They submitted ·their- Beport'between Mareh, 197' an' 
'uJtet 1980. An amount· ·01 Rs.: •.• laIdts was 'Spellt on this ac-
('ount. According to Audit the buls of selection of consultants and 
fixation of their fee could not be ascertained. Further by the 'time 
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Report of Mis. Ingersoll had become avanable production of the 
new product "VijaySuper" Scooter had stabilised and 'it had WOlJl 
market acceptability and there were no complaints'. The Committee 
regret that even after appointment of MIs. Ingersoll as Consultants 
at heavy cost the basic objective of achieving break even level of 
production has not been achieved. The Committee are not happy 
with the way Mis. Ingersoll were appointed as consultants. The 
method followed while appointing them and the basis on which 
their fees were fixed need explanation. 

2.17 One of the reasons for shortfall in production was non-avail-
ability of components. The Committee find that with • view to 
ensuring supply of components of approved quality at reasonable 
rates the company encouraged setting up of ancilliary units and in-
curred an expenditure of as. 40.49 lakhs upto March. 1982 on pro-
viding infrastructural facilities to these units. The Company had 
also invested as. 78.8 I.khs in two joint ventures with U.P. State 
Industrial Development Corporation Ltd. for meeting the require-
ments of speedometers, magnetes, tyres and tabes. Inspite of these 
units 'the Company faced the problem of non-availability, or inade-
quate supply, of components including magnetes, tyres and tubes. 
The Committee feel that it was expected of the Company to work 
out 'the economics of establishing ancillaries and making investment 
in State Government Undertakings with reference to its own ways 
and means position and availability of components from already 
established sources of supply. The Committee regret that the Com-
pany could not have a regular and assured arrangements for the 
supply of components required by it to meet its production require-
ments, in spite of having made an inves'tment of Rs. 119.29 Iakhs In 
ancilJiary units, etc. The Ministry should look into this aspect to 
find solution to the problem. 

2.68 To increase its production and arrest losses 'the Company has 
drawn up a Recovery Plan and submitted to Government in 
September, 1982. The Plan envisages a capital investment of as. 23 
crores on renewallreplacemebt and balancing facilities during the 
next five years. With the implementation of the plan the Company 
hopes to raise its produdion level to 90,000 scooters per annum by 
1987-88, which would enable it to earn an operating profit of RII. 18 
lakhs in 1985-86. The Secretary of the Ministry stated_ in evidence 
that the Recovery Plan has to be considered keepilt{( in view the 
stage of the Sc~ter Industry in the country-and future size of the 
Company. The Scooter fndastry is going to reach very highly com-
petitive stage and competition win be in regard to price, quality of 
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the produet aDd fuel emcienc),. Be -id for all these a dialope has 
.... tartect and· Qovernmeat wanted. to enlarte the scope of Be· 
eoveryPluhaving ,nprd 'to the future she of the CompllD)' _dthe 
improvement of the prodad ete. Be allo informed the Cbmmlttee 
tllat Govermnent .ashavlng a 41a1ogue with MIs. Suzuki for techni-
cal assJstaaee. The Committee hope that the Ministry wUI eDIIIlne 
Jd"OII and eons of the ReCOVery Plan in detaU and take dedliOD on 
additional investment after lully usuring itself that the eompauy 
could be made viable. , 

2M The Committee are hallPv to be aaured that with the 
introduf'tion of 'Lambretta Cento' Scooter, which is stated to be most 
economlea' IcOOt8t' in the Indian Market havin~ larce demand, the 
SIL s"nuld be ab'. to eompete In the market. The Committee, how-
enr. strelQl the need for aD alteressive manettng straten and for 
thk '"'1'ft0Re thp. 1IUiI'keting department Ihould be qualitatively 
st~crt'U~'fted. 

G. n;ve1'lIffteation-Produetion and Stmnly of Power Paeks 
2'70 On the t'P.OuP.st of various State Governmp.nt!:; to assist them 

iT! !,:ptt,i1"lq 11n of "la'lts for th,. manufActure of l50CC DL model two 
w'hp",1erq in their reRnective St::ltes. the Comnanv entered into Rllt'ee-
1'T'p.nt<l( cqllp.~ Ucenee Altt'eements) durin!! 197~-74 and Hl74-75 
~';t.h tllf> ~tA1:P. (lnvernment UndetraIrnIlS of An~hra Prq~esh, Bihar. 
'KerAla. We'lt Benstal. Puniab, Karnataka and Tamil Nadu. c~lled 

licpncee~ for sutlnlv of emdnes and ~ear boxes (commonly known 
8!'l nower naeks) and technical knowhow to them. The sUDDlv of 
l'owernacb bv the Comnanv WQ!'I much below tne quantity re-
quired bv the Licencees. Puniab Scnoters Ltd. rescinded the con-
tract in lP79-80 on the ~round that the suoplies made bv SIL were 
not found upto the mark and had resulted in heavy rejections. 

2.71 Asked ebout the iustifteatidh of havin!:( entered into acn-ee-
ment for sunnlv of nower pack~ and know-how to state under-
tqldnC!R durin!! 1973-711 when. even company'!'! own mAchinery was 
still in the procell!! of installation and it had not established its own 
production. the M.D. stated durin'g evidence:-

"We feel that it was premature' for the company to have 
entel'P.d into these a~eemen1ls for Power packs and we 
were not taken to have "the arran «ements. But State 
Goventmerits put a lot of p!'e'lsure on the Central Govern-
ment to intervene in these activiti'es." 

2.'2 As re~aTd!'! the less sllnDly of newer packs, the Ministry 
fnformp.d Audit (November 1982) as follows:-

" .... the Ucencees . !Could not estabU1h letters of credit for 
sunplies as per their t8r~ets. SunoUeswere made to 
them to the extent funds were made aV'lillllbl .. thl'Ol1t:!'h 
letter:c: of credit.". . . Rejections made by Mis Punjab 
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Scooters Limited were not acceptable.to ~ .1Am~ 
ted. . . They were, therefor.e. .... to 'PQlt their.aD 
Quality Standard. The lioenceeJ, bowever, .didnot ...s 
their representative to SIL" 

2.73 The Committee enquired as to what extent non-s\U)p1y of 
power packs by· the Cml'.pany contributed to the poor production 
and losses of State Undertakings. The M.D. replled-

"These licensee units face other probhnns apart..from non-
$upplyof power packs from us. Th~y fMed marketing 
. problems, they had financial problems and they found 
difficulty in arrang1~ supply of c~ponen"''' 

2.74 To a question whether the Company apeethat to some 
extent the poor quality of the power packawas respona1ble for the 
poor performance of the Sta~ Undertakings, M.D. stated:-

"I would say 'yes' quality was partly responsible but there 
were other factors also. There was lack Of ftnance and 
there was lack of marketing expertise, etc. 

2.75 The Company entered into 'Work and Labour' contf*cts 
with Bihar Scooters Limited, West Bengal Scooters Limited, 
Scooters Kerala Limit('<i and Jammu & Kashmir Inc:luatries Deve-
lopment Corporation Llmitf-d in December 1978. May 1979,.t\Pril. 
11'78 and April ~979 respectively. Under the "Worle ,al\dJ.,abcnar" 
cnntract licencees were to assemble the scooters from the C0lll91ttte 
knockoodown .sets (CKD) including power packs .suppliecl;tith~ 
Company on a payment of Rs. 400 per sc:ooter. 

2.76 The table. below indicates .the number. of CKD .units ,aupplied 
by the Company to the State licences:-

Year 

197')-79 

1979-80 

19')0·81 

19'11-92 

• 

Bihar 
SCQUten 
Limited 

Nil 

100 

Nil 

Nil 

West 
Herl 
Lt . 

Nil 

Nil 

251 

Nil 

Sc:aowra Jammu.·. 
&er" ~r 
Limited JndUl-

trial 
~tqp. 
meat 
.o.~ 
L~. := .. 
Ltd. 

575 Nil 

1,215 Nil 

750 150 

iJO sao 



2.77 The Committee enqwr~ about the justification for enter-
ing into 'Work and Labour' contracts with the licencees in the 
light of the fSlCt that the' capacity of the assembly shop of the Com-
pany remained underutilised. The M.D. stated: 

"Entering into the work and labour contracts was not justi. 
tied on any economic considerations. Primarily some of 
the licencee units had been set up. They could not pro-
ceed with the arrangements on their own. They had 
employed certain workers. What we thought as if we 
give them ,CKD, they can keep 'Some people employed. 
That was the primary consideration for which we went 
in for work and labour .contracts. This was not· economi-
cally in the interest of Scooters India." 

2.78 It also came out during the evidence that there were not 
adequate facilities for tE'sting the scooters assembled in cont1'8<;tors 
workshops. for loller testing fOI checking fuel consumption. 

2.79 The Company also prepared and submitted to GovernmC!nt 
in March 1976 a Detailed project Report for creating a additional 
capacity of 2 lakh pc·wer park!! per annum for supply tl State 
licenct'es. This was later revised to 1.65 lakh. power packs per 
annum after detailed discussion with State licences, IDBI's offirials 
aria, Government at an estimated cost of Rs. 9.25 cror~s. This was 
approved by the Board in November, 1976, and the CUD was advis-
ed to take necessary action to execute the project. As the Company 
had entered into certain advance commitments for supply of certain 
tool room and inspection equipment essential for manufacture of 
sophisticated diecasting dies and other fixtures provided for the 
project a sum of R'S. 94.36 lakhs was released by Government in 
1976-77 as loan to clear the suppliers bills for these equipment. In 
July, 1977 project was further revised for 0.65 lakh power packs 
per annum at an estimated cost of Rs. 6.41 crores. Government of 
India decided in January, 1978 that in view of a fall in demand for 
scooters manufactured by ~~le Company arising f·rom severlll facturs, 
including the techni~al performance of the vehicles, the propolled 
power pack project shC!uld be kept in abeynce; According to Audit. 

, even thQ1.1gh the prC'ject was not approved by the Government. the 
Company had placed orders upto 'July 1977 fot plant and machinery 
valued at Rs. 3.68 crores for this project. The equipment valued 
at Rs. 3.09 crores was received and installed till March. 1930. 

2.80 During the course of evidence of the Company, the Commit-
tee enquired about the reasons for placing orders for machinery 
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valued at Rs. 3.68 ICrores without the approval of the project by 
Governm~nt. The M.D~ stated as follows:-

. 'In 1976 the Company had envisaged to set up the power 
pack, prc.ject but latel in 1977 it was decided that this 
power pack project will be deferred. In November, 1977 
the C0mpany ha~ gone to the Government and the Board 
of Dire~tors and they were told that this power pa(k 
project had been deferred. It was also stated that 
there were certain investments which were essen-
tially fE'quired and on this project-I will not call.it a 
pruject-It was vArious individual activities which were 
even otherwise required by the company and on which 
we went on spending money with the approval of the 
competent authority. They were items like tool room. 
What we found is that the 'Support which we were ex-
pecting from the various tool room were not either avail-
able or where they had requisite facilities, they were only 
for captive use. So we decided to 'augment our facilities. 
Then tool regrinding facilities which were not originally 
envisaged and then some inspection facilities and replace-
ment facilities" etc. The Planning Commission alio 
provided the requisite fUnds and they agreed. to allocate 
funds to meet our requirements. Then we had non-plan 

_ expenditure of Rs. 7 lakhs, Rs. 15.5 lakhs and Rs; 84 lakhs 
and the bulk of the expenditure came in 1979-80. So this 
expenditure came after we told everyone concerned that 
this project was deferred but the expenditure 'Was an 
essential and inescapable item of expenditure. 

Asked "hether all these machines were utilised, the M.D. 
stated: "Since these facilities were provided for essential require-
ments, they were being used." 

2.81 The Committee enquired from the Ministry how the funds 
were released by Governmtmt without the sanction. of the project. 
The Ministry replied In a note furnished after the evidence that the 
power pack project of Scooters India Ltd. was under active ('on-
!lideration of Govonment in the yea·r 19'76-77, Comments received 
from the variou.,;: scrutining agencies were under examination for 
taking an investment decision., Certain funds were released by 
Government for essential investment in capital equipment which 
were even otherwise required as the Innocenti Plant/machinery 
were old and needed gradual replacement/balancing, and certain 
new facilities had to be developed like tool room tool regrinding, 
inspection etc. Th~e funds were not released (except for a small 
amount of I:(bout Rs. 21 lakhs) against the pending power ~ck 



project 81 sutm even though some of the items on which investments 
were made were also used for manufacture of power packs sup-
plied· to the licem:e8. 

11'. Taldac up of New Products-(i) MOpeds 

2:82.Tbe Cornpmy' also ventured in undertaking manufacture of 
new ptcKluc:ts even when its main product (two wheelers scooter) 
had not been estabJiJhed: in the market owing to technical problems 
ami. the: Company was also facing ftnancial constraints, In June 
Ism; the Board. of Directors dEicicled to undertake prodUction of 
mopecta. ","h 50 ceo engine on the consideration that it Wti subs-
tantially lea expensive than the scooter, and some of the machin~ 
for macbinina the engine cylinder, .connecting rods etc. purchased 
:&om hmocenti could be used for this purpose. 

2.83 A preliminary project report for setting up of facilities for 
the manufacture of moped with 50 cc engine was prepared and 
approved by the Board of Directors in December 1975. It was 
envisaged in the report that the engines would be manufactured in 
the main plant at Lv.clmow and the rest of the items at a pl&ce 
where most of them could be bought out as fully finished items. 
The prt"mises of Ganesh Electrical Unit of Ganesh Flour Mills 
Limited, Delhi. WeN acquired OIl lease at Rs. 25,000 per month from 
6th February 1976 for the manufacture of the vehicle 'Moped Vinai· . . 

2:84 In July 1977, the Board approved the shifting of the project 
ftom Delhi to LUl'knOW on the consideration that ther.e was con-
giderable delay in the setting up of facilitie!; and building 01 an 
inventory of BSSembly of vE:hicles at Delhi. In April 1978 the 
Company appl'08Cbed the Go\l'ernment of India for approval to the 
above proposal which ",as agreed to by the latter in November 
1978. The licence for manufacture of the moped was granted by 
Governmem in May 1979. 

2'~85 as Prototypes of moped valuing Rs. 0.53 lakh were develop-
ed by the Cmnpany during 1977-18 and 1978-79 out of which 18 
were sold far RB. 0;28 lakh and the remaining 15 valuing Rs. 0.22 
181m, were lying "'lth the Company (March 1981). 

2.86 The Commercial. productio:n of moped could not, however. 
M commeAced. The Management informed Audit (August 1982) as 
under;-

Ie • • tbe prototype vehicle fa-ced problems of low starting 
torque and poor gradeabiUty. These problems related to 
basic dutch design and attempts at improvement did not 
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~-ucceed. In view of the technical problems faced on this, 
moped and after considering the advice of Ingersoll 
Engineers to concentrate on production of Vijai Super 
and three wheeler, it ~as decided at that time to keep 
the project in abeyance. It was later decided that it 
would be advantageous to get desisns of moped engines 
which represented the latest developments in' Western 
technology and to indigenise theae within a short period 
of time. With this object SI decided to enter into techni-
cal collaboration with Steyr-Daimler Puch AG of 
Australia, one of the world's leading manufacturers of 
mopeds. The project report is now awaiting Govern-
ment's approval." 

2.87 The toolings, patterns, raw material components etc. worth 
Rs. 18.09 lakhs procured by the Company for this project were 
lying unused. 

The Management informed the Audit (August, 1982) as under:-

"As production of mopeds is likely to take some time and as 
there is also likely to be some design. change it has been 
decided to utilise the moped inventory to the extent 
possible for the current prodUICtion of scooters and three 
wheelers and dispose of the remaining items." 

2.88 During the courae of evidence, the Committee enquired 
about the justifications for going in for other models of vehicles 
even when the main product had not been established. The M. D. 
stated: 

"I do not think there was any justification for going, in for a 
new product." 

He added: 

"In this particular period we were taking action for im-
proving our scooter. We should have conserved our 
resources for a particular product rather than diversify." 

2.89 Asked about the present position in regard to approval of 
the moped project, M. D. stated that they have given up the idea 
of the moped project. 

2.90 As regards the disposal of mopeds lying with the Company, 
the M. D. stated that they had four mopeds with them and rest 
about ftfteenwhich were sent to Japan and U.S.A. for test and 
evaluation had been written oft. 
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J .. 1Z5 ec ·two wheeler Scooter 

2.91 The Board of Directors was informed in July 1977 that the 
Company was likely to place J-125 cc two wheeler scooter in the 
market from October 1977. 

2.92 The Government of India was, however, approa,ched on 12th 
February, 1978 for sanction of a loan of Its. 14.00 lakhs for the 
purchase/acquisition of indigenous and imported tools, jigs, fix-
tures etc. required for the manufacture of this model of scooter. 
This was sanctioned by the Government in March 1978. 

2.93 In May, 1978 the Board of Directors was informed that 
development or J-125 vehicle was being held up for the following 
reasons:-

-Delay in the completion of jigs, fixtures and gauges etc,' in 
the Company's own tool room. 

-Non-availability jsupply of cutting tools, drills, taps et::. 
already ordered. 

2.94 'However, keeping in view the need to concentrate on the 
production of two wheeler and three wheeler scooters and to build 
up adequate and safe inventory levels to reach higher l~vels of 
production of the said products, the Company, on the advice of 
Ingersoll Consultants decided to go slow on the development of 
J-series 125cc scooters at present. 

The production of J-125 cc scooters has not commenced so far 
(October 1982). 

2.95 The Company had an Inventory of Rs. 6.92 lakhs at the end 
of March 1980 ae; under: 

(i) Bought out finuhed component. 

(ii) Bought out' semi-finished comp0nentR 

(Iil) Work-in-progre". 

Total 

(R.upee~ 
in lakhM) 
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2.96. The Ministry infonned Audit (November 1982) that the 

inventory of J-125 cc scooters was being used in the production of 
a new model of J-l00 cc scooters. 

I. Leue-hold of an elec.rical Unit 

2.97 The management of Ganesh Flour Mills Limited, Delhi (a 
private company having five units) was taken over by Government 
under Section 18 AA of the Industries (Development and Regula-
tion) Act 011 3rd November, 1972 for a period of 5 years and the 
Industrial Re-condruction Corporation of India (IRCI) appointed 
as the Authorised Controller of the Undertaking. The four units 
engaged .in the manufacture of food items were re-started by the 
IRCI and the fifth unit, engaged in the manufacture of fans was 
not-re-started as was not considered economically viable. 

2.98. On 5th February, 1975 IRCI approached the Company to 
consider whether the electrical unit could be of any assistance to it 
as an ancillary unit. The proposal was considered by the Board 
of Directors in its meeting held in J'uly 1975 and a sub-committee 
consisting of the Chairman and two Directors was set up to conduct 
an on-the-spot study of the facilities available in the unit. 

2.99 On the recommendation of the sub-Committee, it was 
decided by the Board (August 19751) to take on lease the electrical 
unit alongwith the facilities for the manufacture of a new product 
namely moped. . 

2.100 A lease deed was executed by the Company with the 
Ganesh Flour Mills Limited on 6th February, 1976 for a peridd of 
5 years commencing from 1st February, 1976 containing, inter-alia, 
the following terms and conditions:-

(i) Puyment of monthly rental of Rs. 25,000 to the lessor. 

(ii) Electric fans, semi finished fans, accessories and raw 
materials valued at Rs. 10.82 lakhs (subsequently re-
eluced to Rs. 10.19 lakhs) lying at the premises to be 
purchased by the lessee. 

(iii) The purchase priCe of the aforesaid items to be paid in 
three equal yearly instalments, the first such instalment 
to be paid by June 30, 1977 and the last by 30 June, 1979. 

2.101 Subsequently it was decided to go in for manuftcture of 
fans, since the employees had also to be taken and .the equipment 
were suitable for manufacture of fans. Theactual production of 
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" faDS during the years 1979..&2, was much below ,the target set and the 
Unit al80 suffered a loss of Re. 6.17 lakhs during 1981-82. 

2.102 During the course of the evidence of the company, the 
Committee pointed out that the mangement was not able to look 
after their unit well and enquired aballt the reasons for taking 
another sick unit on lease. The Managing Director stated:-

"We need not have. I do not sUP'port the ciecision." 

He added: 

"Government were anxious that the unit should re-start and 
people should get work . . . We were also thinking of 
having moped unit and as such, we took it over." 

2.103 Asked about the reasons for taking over the premises and 
equipment without proper consideration of its suitability for th4t 
manufacture of mopeds, the Managing Director stated that a Com-
mittee, of Directors went and inspected the unit and found that it 
was, suitable for assembly of the mopeds. 

2.104 Asked about the total investment made in Electrical Unit, 
the Company informed in a note after the evidence as follows:-

"There was no plan of any capital investment except for 
marginal requirement to restart the unit. This require-
ment included construction of approach road, cycle shed, 
check post, etc. checking and eommisI1on of electricals 
and provision of some furniture and ftxures. Later when 
the company was facing prolcmged shortage of magnetos, 
it was decided to put up the facillttes for the manu-
facture of magnetos and this unit at a cost of RI. 3.61 
lakhs. The total investment made by the Company in 
this unit is Rs. 43 lakhs including Re. 37 lakhs towards 
working capital." 

2.105 Detailed examination of the stores for Rs. 10.19 lakhs taken 
over from MIs. Ganesh Flour Mills indicated following:-

"(a) Un-matched U;ventory of major high value items such 
as stampiDga, regulators, components, coverings, etc. 

(b) 40 to 50 per cent inventory of raw materials was meant 
for table fans, exhaust fans, air circulators and FHP 
motors which were suitable for ilie old, obsolete and un-
economical designs and, as Bueh, the Company was Je(t 
with no choice but to dispose of such items as scrap. 
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(c) Rubber components, insulating material, condensers had 
lost their shelf life because they had been lying un-uti-
lised fOI" the last 8 to 10 years. 

The realisable value of materials worked out to Rs. 6.36 lakhs 
only. 

- I 

2.106 The Committee enquired about the reasons for which 
material was taken without proper assessment, the Managing 
Director stated:-

"We took over the materials at book value. It is a commer-
cial undertaking . . . Its book value should show assets 
at realisable value, we found part of the items were 
unusable." 

2.107 Asked whether any quality and contents of stores was 
examined at the time of taking it over, Managing Director stated, 
"No, Not individual i~ms." 

2.108 In regard to the reasons for taking over of Electrical Unit, 
the Secretary of the Ministry stated in evidence: 

"I would say that it was more a Government decision to per-
suade the .company to take over. this unit. Although the 
intention at that time seemed to be cillferent that this 
unit might be useful for doing certain things for the 
'company, but it remained confined to fans and magnetos 
for the scooters." 

2.109 The Committee found that the Company without estabUsh-
ing the production of its major product entered into qreement 
with State Government wu1ertakinp, in 1973-14 for supply of 
power packs. Without awaitinc the approval of the project by 
Govenament the Company placed. orders for. purchase of plant and 
machiDery' 01 the valUe of Rs. 3.88 crores required. therefor. The 
Committee are surprised to ftnd that Government released a sum of 
as. 21 lakhs for this project even before appro'ring it. The supply 
of power packs by the Company to the State Govel'DllleD.t Under-
takinp was much below the quantities required by the lieencees , 
and these in lOme cases were also not found upto mark and resulted 
in heavy rejeetioDS. To 'the Committee it appean that the project 
for supply of power packs was undertakea without any foresiPt 
which resulted in the bloekinc of funds which were badly needed. 
by the Company. 
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2.110 The Committee further fiDd that the Company took up the 

manufacture of 125cc-2 Wheeler and also of Mopeds and faDS by 
taking over the Electrical Unit of Ganesh Flour Mills. In these 
ventures the Company has invested Rs. 68 lakhs and has also 
sutlered It 1068 o( Rs. 6.17 lakhs in 1182 so far as fans are concerned. 
The Managing Director of the Company admitted in evidence that 
the Company was not jUfltified i.a going in for new projects wbe~ it 
has not been able to establish production of its major product. 

2.111 The Committee regret tbat the Company bas been fritter-
ing away financial resources in a variety of side ventures witbout 
having a proper assessment about their financial viability and tbat 
the Ministry has obligingly advanced funds to tbe Company appa-
rently without being fully satisfied of tbe justification. The Com-
mittee at tbis stage Cfln only express a hope that Government win 
ensure tbat be Company wbose pbysical and financial performance 
is very poor is not allowed to fritter away its energy and finaneial 
resources aUeast in future. Tbe Company ougbt to concentrate on 
its major iteDl of production and leave no s,tOlle unturned to estab-
lish its acceptability with the pUblic. 

2.112 The (~ompany entered into work and labour contract with 
State Licencees for assembling tbe scooters. The Committee bave 
not been able to understand the rationale behind sueb contacta, 
when the Company has itself not been able to utiUse its oWn instal-
led capacity. I~ r" . 
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COST CONTROL 
A. Cost of Production 

3.1 The table below gives the product-wise standard cost, budget-
ed cost and actual cost of production for the last 3 years:-

II-W;lecler vechicles '. 

II-Wheeler power pack, 

3-Wheeler 

(in Rupees) 

Particulars I 979-co IgBo-lII 'g81-illl 
.... _--------

Budgeted 4,4116 '40 4,745'17 5,385'311 

Standrad 4,11611'34 4,9119'011 5,492,115 

Actual (Variable & 
Fixed) 5,746 '05 6,474'19 7,H05'92 

(Prov,) 

Budgeted I,R50,611 2,o66,6{) 11,133,86 

Standrad 1,770 '30 11,50 4 '4.3 '11,1141'99 

Actual (Variable & 
Fixed) 

11,098 '43 11,336 '95 2,898'73 
(Prov,) 

Budgeted 14,fl46, 36 15,3°3'°7 17,60S'54 

Standrad 14,0'!IJ'S8 16,001'43 11l,567·lIS 

Actual (Variabk & 111,1'5'51 11:1,450'15 :l1I,fol'15 
Fixed) 

--_ .. --"- ------ ----------- .... __ ._ .... - -...... 

Aport from the actual cost of production being higher that the 
budgeted/standard cost in respect of all the products of the Company, 
the cost of production was in far e,xcess of the telling price of the 
products of the Company resulting in huge losses. During the years 
1975-82, the loss per vehicle ranged from Rs, 997 to Rs. 2281 in case 
of two-wheelers and from Rs. 6893 to Rs. 26926 in case of three 
wheelers. The sale price of power packs for two wheelers and 
three wheelers was also lower than the cost of production in some 
of the years. 

3.2 To a question as to what extent the company had been able 
to recover the various elements of cost viz. material, labour and 
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overhead during the last three years, the company informed in 
written reply as follows:-

"The material and labour cost have :been recovered fully 
during the last 3 years. Hovlever, the extent of recovery 
ot overheads is asfoUows:-

._--.-
Name of products 1979-110 1980.81 IgBl-811 

Two-wheeler 53'36% 56 '19% 50'311.% 

Two-wheeler power packs, 77'06% 85'94% 811'87% 

s-wheeler vehicle 19'33% :19'119% 41,88% 

3.3 The unabsorbed fixed cost on the project owing to under-
utilization of capacity was as follows:-

Year (lt~, in 
lakhs) 

--------------_._-----~--------

3.4 Asked about the reasons for cost of production being more 
than the budgeted/standard cost/selling price, the Company has 
advanced the following reasons: 

(i) Utilisation was below the attainable capacity on account 
of production and financial constraints. 

(li) Excess material consumption on acco\Jnt of higher le"lel 
of rejections to achieve desired quaUty standards. 

(iii) Heavy iaterest burden. 

B. Nonas of Consumptien 
3.5 An analysis of standard porms fixed and actual cOllSUJl).ption 

of raw materials and high value BOSF components for the year 
1981-82 showed that the actual consumption was more than the 
standard norms in most of the items used for production, The per-
centage of higher consumption was upto 2.81 per cent in case of 
raw materials and '7.4 per cent in case of bigh value. components, 
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. 1.8 The Committee enquired about the reasons for high CODBUlDp-
tiOD of raw materials than the standard. The· following reasons 
were advanced by the company in a written reply: 

(I) Use of non-standard size due to non-availability of right 
.size of ~heets etc. which results in higher wastage. 

(ii) Higher process rejection. 

(iii) Wear and tear of some of the machines and tools originally 
purchased which ~require 'to be replaced. 

C. Rejections 

3.7 No norms of rejections of die casting components had been 
ftxedby the Management. The Management informed the Audit in 
August, 1982 that rejections upto 12 percent- in die-casting compO-
nents were normal considering the type of components and precision 
required therein. The loss on rejections over and above 12 per 
cent considered to be normal works out 'to Rs. 5.10 lakhs during 
19'76-77 to 1981-82. Similarly, in the foundry no norms for rejections 
had been fixed, but the Company considered 6 per cent as standard 
rejection for ferrous casting for the purpose of arriving at the unit 
material cost of the component. The rejections were, however, much 
higher resulting in a loss of Rs. 44.46 lakhs during 1978-79 to 1981-82. 

3.8 A comparison with the norms of rejections of the various 
components ftxedby the Management in September, 1980 for 
machine shop revealed that the actual rejections were more than 
the norms (3 per cent) fixed. The loss on account of the rejections 
over and above the norms amounted to Rs. 5.30 lakhs in 1980-81 
alone. No norms for loss of metal in process also had been fixed. 

3.9 The Committee enquired about the reasons for higher .rejec-
tions rate in Foundry and Machine-Shop. The Company intimated 
the following causes in a note furnished after the evidence: 

(i) FOUNDRY 
. Non-availability of quality input materials. 
Inadequate handling facilities 
Inadequacy in pattent eqUipment, process control ·equip-
ment and checking gauges. 
Very high acceptance level. 

(if) MACHINE-SHOP 
- Inaccuracy in Machine fixtures due to excessive wear. 
-Poor quality of input materials. . 
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.splitting of operations/change in method to suit the indi-
genous material. 

Frequent setting due to change of. tool material 

Smaller batch quantity. 

3.10. Asked about the constraints in lowering down the rejection 
rates, the Company informed· in a written reply: 

"The rejections are only marginally higher than the norm.· 
This is due to poor condition of dies which the Company 
has been unable to replace on account of financial r.OllS-

traints. Moreover, change in process like introduction of 
parashot and introduction of various control measures for 
machine parameters like injectrol and control WO\lld also 

. bring down the rejections but this also requires additional 
financial in vestmen ts." 

D. Mac:hlne Utilisation 

3.11 Till March, 1978. the Company had no system for ascertain-
ing the extent of utilisation of machinery, idle time and lInalysis 
thereof so as to enable timely corrective action. It was only in 
April, 1978 that the Company started compiling the data relating 
to machine utilisation in respect of the key machines only. Out 
of the 23 cost centres analysis of machine utilisation was made only 
in 11 'and 21 cost centres in 1978-79 and 1980-81 respectively. The 
analysis for the year 1979-80 was not done by the Management. 

3.12 The followig data shows Machine Utilisation and idle hours 
analysis for the years 1980-81 and 1981-82: 
-_.-- ._--- ----------

1980-8, 1981-82 
---------- ._.-.. _---.--.-

(i) . Hours available 17,97.745 18,78,983 

(ii) Hours utilised 10,20,110 10,72 ,486 

(iii) Idle hours 7,77,635 8,06,497 

(iv) Percentage of hours utili.ed to available hours 56 '7 57'08 
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3.13 Lack of material, absence of operators and mechanical main-
ten~ etc. were stated to be the main factors responsible for ic1le 
time of machines. 

3.14 Asked about the reasons for non-procurement of materials 
as per the requirements, M.D., SIL stated during evidence that the 
non-procurement of materials was primarily due to financial 
stringency. The secondre880n had been that the forgings, etc. 
which they got from the market did not fully meet their requirements. 

E. Labour Utnisation 

3.15 According to the Audit, the· system for ascertaining idle 
labour hours was introduced from September 1977 only. 

A scrutiny of the records, however, revealed that neither available 
hours on various jobs (excluding forge shop, iron foundry and three 
wheeler) were ascertained nor reasons for idle hours analysed during 
1977-78. 

3.16 The following table indicates the extent of labour utilisation 
during 1978-79 to 1980-81. 

ParI i coillr" 1978-79 1979-80 1980-81 

, 8 3 4 

(i) Tufallabour hool"8 (in laIi.h~) • 81·53 83·7' ~4·59 

(ii) Totallabourhouubookcdagainstjob. (in lakh~) 19. 11 1ZO.60 80.S. 
(iii) Total idle hOUfS (in lilkha) • • ..... 3. 11 3·75 
(iv) Pp.resntagc: of idle hours to total laboUl" hours lI.ll 'g.8 15·8 

.Ana{7Si~ (f it/l. ltlhour holl;S (ill ltlAJa,) 

(i) Xon-availabliity ( f materialll 0.96 r. 15 0.58 

(ii) ~.lachine brcakd(,wll 0.84 0·47 0·74 

(iii) ~~hine lOlling 0·49 0·51 0·58 
(iv) Miacc~net)'" 0·7l1 o.,a •. 8$ 

... _ .. ------- _."--
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F. EfticieDcy Aualysis 

3.17 According to the Audit, the Company had fixed (April 1976) 
the standard hours required for file· production of different compo-
nents at various stages after making allowance (adding 35 per cent) 
in the Innocenti operation sheet cycle time, to suit the Indian condi-
tions. No comparative analysis of the standard hours vis-a-vis actual 
hours utilised has been made by the Company so as to ascertain the 
efficiency of labour. 

3.18. A test check of the records by Audit in five shops during 
1977-78 and 1978-79 revealed that the actual hours utilised were 
much in excess of the standard hours resulting in additional expen-
diture to the extent of RI. 2.14 crares. The following reasons were 
advanced to the Audit by the Management (January 1981) for ex-
cess labour utilisation: 

(i) Standards adopted on Innocenti t:mings did not prove to 
be real1sticin Indian conditions. 

(ii) Lack of requisr~e skill to watch the standards as lresh 
workers had to be recruited which took some time to 
train them. 

(iii) Shortage of materials. 
(iv) Worn out dies of Innocenti necessitation extra operations. 

3.19 During the evidence the Committee enquired .,whether any 
comparative analysis was made of the standard hours vis-a-vis actual 
hours for production of different components so as to ascerta:n the 
efficiency of labour. The Managing Director, SIL stated:-

"We do not have any standard component-wise. We are not 
collecting any data about the man-hours util:sed for pro-
duction of individual components. But we do esti11l8te for 
a vehicle as a whole, but not component-wise." 

3.20 The Committee also enquired as to how did the man power 
productivity of the Company compare with the Scooters units in 
the private sector. The following .figures were furnished in a note:-

Particulan Unit Bajaj Auto Ltd Scoot .... ~ India Alltomobile Pro-
Ltd. dueh of India - - - - -~ - - - - - - - - ..... -. - _. -- - - - - .-.- -

1977-78 1978-79 '979-80 1980-81 IgRO 1901 

A· 
Number of enlP. 
loyce •• NOI. ·5414 577fl 96gB 37117 9'97 33.6 

B. Value added (Ra. in 
per emplO1'N' tJaoUlUde) 95 118 '4 loti as 89 _ .... -
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G. Inventory Control 
3.21 The Company, has fixed certain norms for various items of 

:inventory. The follOW'ing table indicates the comparative position 
• .of the standard vis-a-vis ac~al inventory at the end of March, 1982. 

DelCription 

(~) Raw m'll: rial • 

• (b) SUJCu &t spares 

(c) 'L()().c Tool. & consumahles 

Cd) Work-in-PnlIre. 

(e} Finiahed goods _ 

(f) Goorh-in-h'aRllit . 

(g) Olhers .' 

In tern,. of-value In terms I'If monlh'. 
COJlIIumptioll 

Stand1J-d Actual Standard Actual 

(Rs. in lakhs) 

38 1 5 17.70 111·5 4. 15 
105 106.85 • • 
100 180.16 1111.00 14·48 

11110 11136.41 1.00 1.00 

flO '37.3 1 0.25 0.58 

190 170 .7 1 1.5 1.3 

15.7 1 

-- - _. ------
104600 136.(. 91 ------ --_._----- ---.,.--

• Tltt" v.1lue of .tares shown '.buve repreaent main\t"nancc items h~ncc ex('\udc,d for 
'wi)rking out consumption in terms of months. 

3.22 During the course of evidence of the Company, the Com-
:rriittee enquired about the reasons for excess inventory over the 
!standard. The, Managing Director stated as follows:-

'''The reason why our inventory was higher in the past is to a 
certain extent, because we were carrying inventory . for 
'Moped, the Cento and certain tooling which was not 
required. 'The work in progress was also slightly high. 

'Today when r send the CKDs to OUr labour contractor, 
that again becomes an extra inventory in our working, 
'These are the factors resoponsible for our higher 
inventory. " 

'3.23 According to the Audit, the Company had not fixed norms 
lor maximum, mmnnum and re-ordering levels for inventories. 
Asked about the reasons for not laying down such norms, Managing 
Director stated: 

"When we come to the provisioning of max:mum and mini-
~um, 'I do not think that the provision can be made on the 
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basis of maximum and minimum. This type of arrange--
ment is all right if we have to do for consumables and 
other 'C' Category items where We will fix a minimum 
level. But when we come to 'A' and 'B' category items, 
we have to fix our own norms as the basis of the stoeb 
required. We have started giving monthly schedules to 
our suppl:er for the supplies to be made in the next two 
or three months and, on this basis, we are controlling the 
inventory now. That is for the raw materials. The mini.-
mum and maximum. order level We have fixed for the' 
cosumables, for example, greases and oils." 

3.24 Asked since when it was being done, the witness replied;. 
"During the last one year." 

3.25 Raw materials, loose tools and consumables and other 
items of stock of the value of Rs. 192.00 lakhs were declared 
surplus and lying undisposed of at the end of March, 1981. The 
Ministry informed Audit (November, 1982) that action for d:sposa! 
of surplus items was in hand. 

3.26 The Committee enquired. about the action taken for disposal 
of the surplus inventory. The Managing Director, SIL stated: 

"We have identified all the non-moving items in our COM-

ponents and raw materials and we are taking action: 
for their disposal. In the case of components .. where they 
have a market value, we can sell them. But where they 
are non-standard, we cannot sl"11 them. We have identi-
fied the tools into four categories, the standard, the non~. 
standard, the slow-moving items and the redundant items; 
Redundant item" we will dispose of at whatever price we 
get. We' have to ensure reasonable price for surplus 
items. The standard items can be sold. The non-standard 
items have no market. We are trying to see whether' 
API can buy them. We are examining whether they can-
be cOnverted into other items." 

H. Cost Audit Reports 

3.27 The Cost Aut!itors also pointed out the following main 
detlciencies as a result of cost audit for the years 1976-77 to 1981)-81:-

1. Non-maintenance of priced stores Ledger (1977-78, 19-79-80 
and 1980-81). 

2. No proper job cards for capital jobs done in the Company· 
have been maintained (1980-81). 
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3. Material/Labour variance analysis have not been done 
(1976-77, 1977-78, 1979-80 and 1980-81).-

4. Actual component cost; can not be determined (1977-78 to 
1980-81). 

5. Non-maintenance of account of scrap generated (197&-77, 
1977-78, 1979-80 and 1980-81). 

6. Unnecessary retention of slow-non.;.moving s~ores (1980-81). 

7. Issue of material to outside converting processing parties in 
excess of requirement and non-reconciliation thereof 
(1980-81). 

3.28 Asked about the action taken by the Company to remove the 
:.above laxities in cost control, the Company int2mated the following 
.action taken by them in a written reply: 

(i) Priced Stores Ledger is ~ing maintained. However, under 
the present system some of the transactions do not get 
accounted ,for in the ledger in time. Also the pricing js 
be:ng done at a weighted average rate fixed at 1he begin-
ning of the year and not on the basis of a moving average 
rate. Action is in hand to maintain the Priced Stores 
Ledger on the desired lines. 

(ii) The Company is having work orders for jobs of capital 
nature undertaken by tool room and Fabrication Shop. 
The cost is worked out based on tpe material and labour 
hours actually utilised. The need for further improve-
ment, jf any, required in the current system will be dis-
cussed with the auditors. 

(iii) Action is in hand to develop a system for a carrying out 
such analysis. 

-(iv) The Company has a system for determining the compo-
nent cost based on Standards. Action is in hand to deve" 
lop a system for detE'nnining the actual component cost. 

(v) Scrap generated in the factory is kept in the Scrap Yard 
duly segregated. Adequate records for disposal of scrap 
are being maIntained. 

(vi) Company has taken steps to identify slow/non-moving 
stores and action is in hand for their disposal/utilisatlon. 

'('vii) Materials are issued invariably with reference to actual 
requirp.ments. The comments of the auditor are apparently 
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based on a few transactions where the materials are still', 
lying with the parties as they are no longer manufacturing 
the finished components. The Company has recently re-
conciled the material accounts in most of the cases. 

3.29 During the course of evidence of the Company, the Com-
mittee enquired as to how the laxities in cost control were allowed 
to persist year after year. The Managing Director stated, "Our costing, 
system, I confess is not very efficient. We are taking steps to imprOVe' 
our cost control methods." 

3.30 To a query as to when the Company would be able to remove 
deficiencies in cost control, the Managing Director stated: 

"We could have done something earlier. But it would have· 
involved more intake of manpower. We are ge:til'lg a 
computer in March this year. I expect that by June/Ju}y' 
this year, it will be done." 

3.31 In reply to a quest 10n whether by using computer, the Com-
pany would be able to save in cost, the Managing Director stated: 

"We will be more aware of what is happening. For example" 
we will know what is happening to the inventory which 
is very high and we can take remedial measures accord-
ingly. If we can control inventory, we can oring down 
the costs." 

3.32 The Committee filId that the actual cost of production of the-
main produds of the Company was more than the standard an" 
budgeted cost. In 1981-82 the actual cost of produdion for two-
wheelers was Rs. 7,808/- as against the budgeted cost of Rs. 5,385 
and standard cost of Rs. 5493. Similarly in case of three-wheelers 
the aetualcost of production was Rs. 28,601 as against the budgeted' 
cost of Rs. 17,605 and standard cost of Rs. 18,568. The cost of pro-
ductiol\ has nlFo been far in excess of the selling price resutting in 
huge lo.sses. During the years 1915-82, the loss per vehicle ranged' 
from R,.;. 997 to Rs. 2281 in case of two-wheelers and from Rs. 6893 
to Rs. 26926 in case of three-wheelers. The Committee regret to' 
note that besides low llroduction there was lAxity in cost control. The 
consumption of ~aterials watl highel than the standard fixes. Mate-
rial variance analysis had, however, not 'been carried out iQ spite of' 
the defteiencyhavinJ(been repeatedly pointed out by the cost audi-
"tors. The adual rejections were generally more than those' consider .. 
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ed normal by the Company. The loSs on this account worked out to 
Ks. 44.46 lakhs in Iron Foundry during 1978-82 and Rs. 5.10 lakbs in 
die casting ~nit in 197&-82. The Commitieedesire that steps should 
be taken to reduce the rate of rejection by ensuring proper quality 
of inputs and facilities for production. U..-ge variance analysis iD 
respeet of materials should also be regularly carried out to identify 
tbe f·adorB which result in bigher consumption with a view to taking 
timely remedial measures. .. 

3.33 There was abnormally low utilisatiOD of man and machille 
hours.. Percentage of idle hours to total labour hours was 11.2, 13.2 
alld 15.2 ill 1978-79, 1979-80 and 1980-81 respectively. Similarly, 
percentage of machine hours utilised to available hours during the 
1980·81 and 198t·82 was 56.7 and 57.8 respectively. The Company 
had fixed Istandard hours required for the production of different 
('ompolll'nts which were 35 per cent higher than the Innocenti 
Operation Sheet Cycle Time. No comparative analysis of the 
standard hOUl'S vis-a-vis the actual hours utilised· had, however, 
heen made so as to ascertain the efficiency of labour. Ho~ver, a 
tcst check by . audit showed that the actual hout's utilised 
wer(~ much in excess of the standard hours, resulting in additional. 
eXJltmditul'e to the extent of Rs. 2.14 erores in 5 shops only in 1977-78 
and 1978-79. The value added per employee compared very un-
favourably with other scooter manufacturing companies in India. 
The n!ne added per employee in SIL was Rs. 14,000 in 1979-80 as 
against J:.!'>. 28,000 in API in 1980 and Rs. 28,000 in Bajaj Auto Ltd. 
in 1978·79. There was high percentage of idlel,.bour hours due to 
m'lf:hin~ break-downs. Evidently the maintenance of plant and 
mUt"hinery has not been given the attention it deserved. The 
COJUmltte(~ wOidrf stress the need for regu'ar preventive mainte-
nance to minim~se the machine break-downs. The low laboUT utili· 
sntio~ ond productivity is ohviou§ly main1y on account of surplus 
laboUl' which thc· Committee have dealt with ' elsewhere in this 
Report. 

3.3<1 NOll-Il\·.lilability of matel'ials is stated to be another factor 
respflllsibh,~ for idle mqn and machine hour.... The Committee, 
however, find tbat as on 31-3-1982 the inventory of raw m9terial 
was adulIl1y excessive inasmuch as it wa's to the extent of 4.15 
months, J'eC1uirement as against the norm of 2.5 months. The Com-
mittee cnllnot help observing that there has been no proper control 
over the purt'hase of raw materials to m'ltch the ot"ttl'll require .. 
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IneDt In a compreheDllive maDDer. It is ..um",1 to euure that 
these are proeuretlill time as per the requirelDeDts to aveldman aDd 
maehlnes/remaining i.ue aadat the same time to ensure· that there 
is DO exc:euive iaVeDtory. 

-. 3.35 The Committee also take a __ view of .... e delay ill 
rectif)'iD, the various deft~ in ,ta. 1I.u..;.,....,. ,,,ted out 
by· the cost auditolB froID time to time. They desire that immediate 
steps should be taken to implemeDt U.e various sUll8ltiOll8 made 
by the cost auditors to have better cost control. 

L Maapower Analysis 

3.36 According ·to the Audit, Project Report prepared by the 
Company in Mar<lh 1974 envisaged that total manpower require-
ment would be 2200 for production of 1,00,000 two-wheelers and 
30,000 th.ree-wheelers. 

3.37 AB against this, the actual manpower employed by the Com-
pany during 197~77 to 198()..81 was as under:-

Manpower 1976-77 1977-78, 1978-79, '979-80, 19110-81 
envisaged 
in the 
project 
RCJ.oort 

(0 Managerial . ~5 39 .' +a 44 4.0 

(ii) Supervilory ~Tcchnical and (llOf') tech. 
non-technical (50) Non-Tech. 

605 250 509 505 501 572 

(iii) Clerical ~5 171il '911: IU7 1Il~8 1145 

(iv) Labour 

(a) Skilled 300 7. 76 9 1 93 89 

(b) So:mi-akilled 1000 75+ 88. 1,049 1,09. 1,095 

(c) Un-ski ned 500 I,Oog 1,190 1,140 1,136 1,161 

(v) Others (including casual 
789 Btaff/workers) . . 100 447 347 335 398 

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

Sl200 3,3+6 3,335 3.387 3,535 3,600 

3.38 During the course of evidence of the Company the Com-
mittee enquired whether any assessment of the actual requirement 
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"Of manpower has been made and the extent of surplus manpower 
.detennined. The Managing Director stated as follows:-

"We had already formed a Commit~ee. A study was made 
in 1980 about our requirements and according to that 
study, the total manpower strength for a production of 
about 42000 two-wheelers and 15,000 addiHonal power 
packs would be 3055. Our actual manpower strength as 
on 31st March, 1982 was 3534. This strength which we 
have worked out is based on certain assumptions which 
we feel are rather very conservative. If we take realistic 
estimates, then the strength required workS out to 3340 
and the actual manpower would be about 200 extra. 

3.39 Asked about the views of the Ministry in regard to excess 
manpower, the Secretary stated:-

"There is more manpower than there should be. I do not 
have the answer to reduce manpower. But there is a 

surplus certainly we are looking at it with regard to the 
future of the organisation." 

3.40 The Company had stated that one of the reasons for actual 
'strength of manpower more than the assessed was that absenteeism 

, 'in the company was over 16 per cent and in certain months it was 
as much as 23 per cent as against the provision of 10 per cent. 
Asked about the reasons for high absenteeism, M.D. stated: 

"Regarding absenteeism I would not say that it is very high. 
It does go around 15 per cent or 16 per cent on an average 
in a year. But in our estimates, we have been assuming 
it a.c; 10 per cent and in our industry what we are finding 
is that the absenteeism is particularly high in certain 
jobs. For example people who do assembly job, who 
rectify the defects, are in great demand in market for 
workin'S as mechanics. There are the people who are 
more prone to absent themselves and therefore our Assem. 
bly Unit get distur~ ... In the month of January, when 
our leave period startabsenteei!!lm becomes heavy because 
of various reasons. During the harvesting season, people 
go to the village. There are festivals and marriage sea-
son when the workers -absent themselves. During these 
periods absenteeism is more." 
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CWenime Payments 

3.41 Payment of over-time allowance made to the workers during 
the years 1977.78 to 1981-82 was as follows: 

(R.~lper.. in lakhs) 

1977-78 1978-79 1979-80 1980-81 1981 -811 -. 
Qa!lUlll Workr.ra o 31 0·36 0·34 0.38 0.11 

&ogular \\\.,.kcl's 4 01 11I·54 3620 '.19·34 8,75 

Total 4·::Ill 12.90 36·54 lI9·72 8.86. 

Ov.:rtine Inul's tin hkh~) TOlal 1.39 3·57 4·97 4·98 I.lt7 

3.42 According to Audit causewise analysis of huge paymen ~ of 
overtime had not been made by the C'.)mpany. The followipg 
reasons were communicated to the Audit by th'! Management 
(December 1979) for overtime payment: 

-Breakdown of the old machines purchased from Innocenti. 
affecting product;on. 

-Shortage of material due to financial constraints. 
-Heavy absenteeism 
-Rectification of defective material supplied oy various ~ 

parties. 
3.43 Asked about the justification for paym~n~ of overtime allow-· 

&nce ranging from Rs. 4.32 lakhs to Rs. 36.54 lakhs during the years' 
1977-81, the Managing Director stated:-

"Overtime payment is very h;gh. Sometimes when the com-
poncmta are in short-supply, ~here may not be work but 
when they become availab:e immediately to pick up the-
production, the workers are put to work extra time. But 
we have be~n trying to cur~ail it to bring it down 10 t'~e· 
maximum possible exent." 

Shortage of experienced peT'sO'Rnel 

3.44 In their Report in November, 1980, Mis. Ingersoll Engineers-
pointed out that achieving continued production .growth and' 
improved results required-:-

-United and" de·ermined management; 
-Raising workfarc,! performance from current modest 

. levels; 
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. -Added professional skills and formal tl'ainlng to upgrade' 
skills of the present oftlcers and workforce. 

3.45. Asked about the action taken by the Management in this. 
regard; the M. b. stated: 

"Our elf.ort has been that the organisation works as a co-
chesive team and everybody gets involved in decision 
making. We have also beea1j taking ldisciplinary action 
against those whose performance has not been good but 
we admit that we have not been able to do anything 
about formal training of the workers, bu'i: as per our-
recovery plan we are hoping to introduce it .shortly." 

3.46. Mis Ingersoll recommended that experienced professionals: 
should be inducted to strengthen the fo11owing functional areas: 

(a) Production PlaJ),niilg and Control; 
(b) Production Engineering; 
(c) Design and Development; l 
(d) Quality Engineering; 

• 

(e) Service, Spare Par~s and Market Research. 

3.47 The Company had stated in a note that they have been' 
trying to induct suitable persons but without any success so far. 
Other public sector under!akings had been requested to lend' 
services of some oftlcer&. 

3.48. The consultants also recommende:! that th~ functions of 
Production Engineering, Production Plann!ng and Control and Main-
tenance should be cOqlbined under a singh sen' or manager. As re-
gards the Action Taken by the Company, in this regard, i~ had been 
stated in a note that as no suitable person could be found ~o head th'!" • 
task, SIL had reverted to their earlier distribution of responsibili-
ties. 

3.49. During the course of evidence the Committee enquired 
about the action taken to fill up the posts as suggested by the 
consultan~s. The M. D. SIL stated: 

"We tried to get some people but We could not g9t. Very 
few people from good engineering comp!lnies like to 
come to Scooters India Ltd." 

H~ further stated, "We have also advertised !hose posts but the 
response has been very poor." 

3.50. Asked. why people were reluctant to join the Company, 
the M. D. replied. "The Company has not been doin~ well when 
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the Company has a poor image, people feel reluctant to join 
:such an organisation.'J 

3.51. To a query whether some of the posts we:re vacant, M. D. 
replied that for certain areas, they wanted people with better 
managerial aptitude. 

3.52. At review meeting of Public Sector Undertaking's by 
Minister (Industry) on 18th December, 1981 it was decided that 
HMT, BHEL would consider request from Scooters India Ltd. to 
depute some trained Managers to the Company in order to assist 
in tonning up its operations. The Committee enquired whether 
any request was made to these companies and if so what was 
the outcome. The M. D. stated "After 1981, we have talked to 
them, BHEL and HMT are agreeable to give us some people. But 
the process is necessarily bound to take some time." 

3.53. The Comm~ were also infonned that at presen.~, the 
General Manager (Production) was looking after finance. To a 
query whether it was 3 sound arrangement, the M. D. replied "It 
is not". Asked about the action taken to fill up the top finance 
.post, the M. D. replied "We have approached all the recognised 
accounts serv:ces. We have approached the Government and we 
could not get. We approached BHEL, we could not get. HMT is 
-examining our request ... " 

3.54. The Committee note that the Company in its Project Report 
prepared in 1974. had assesaed its manpower requirement as 2200. 
But in 1976·77 tbe CompaDY bad under its employment 3346 persons 
which had been constantly increasing and em 31st March, 1982 their 
number had mereased to 3534. In spite of the excessive manpower 
the Company bad engaged clisual! sta1f/~rkers. Surprisingly, 
the Company had also been paying overtime allowance and during 
the last three years (1979-80 to 1981-82) overtime paid for was as 
much as Rs. '75.1 lakh. The Committee regret that when the Com· 
pany's production w as much less than its ,assessed capacity it had 
been employing excessive manpower. During the period 1976-81 
ab'senteeism in the Company, in certain months had .;anged upto as 
high as 23 per cent. As pointed out earlier in this Report the labour 
utilisation and pt'odudivity are poor. Sucb a situsti .. has arisen only 
on account of poor man management in the Company. The CQIDDlittee 
regret tbat tbi!! vital aspect of manageme'llt control bill" not attracted 
the attention of the Ministry. They hope immediate steps would be 
taken to make full use of the existing strength. They would also urge 
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that efteetive st. should be taken to reduce absenteeism IUId pay-
Dlent of overtime allowance. 

3.55. f'rom the Report of the Technical Consultants (Mis. Inger--
soil) the Committee find that almost every functional department 
of the Company needs to be strengtheued. The Managlug Director 
of the Company admitted in evick'a.c:e that failure of the Company 
was mostly due to mIlDapanent failure and he also expressed his 
helplessness to get experienced persons· as they were reluctant to· 
join the Company which had a poor image. The Committee feel 
that in such C'ircumstances the Mini1£try should have extended a 
helping hand. by arr-ling services of experienced officer's from 
other undertakings ullder iiB administrative control: At a Review 
Meeting held by the Minister of Industry in December, 1981 it was 
decided that HMT and BBEL would consider requests from' 
Scooters India Ltd. to depute some trained Managers to the Com-
pany in order to assist in tonning up its operations. The Committee' 
"egret that in spite of such an assurance no serious effort had been 
made by the Ministry to provide experienced managerial assistance-
to Scooters India Ltd. The Committee desire that the Ministry 
should attend to this forthwith. 

J. System Deficiencies 

3.56. According ~o the Audit Report, the following system deft-· 
r.iencies had been noted in the Company: 

(i) Accounting Manual has not b~en finalised so far. 
(ii) No manual outlining the scope and programme of the-

Internal Audit had been compiled. 
(iii) The Committee on Public 'Undertakings in their 15th 

Report (4th Lok Sabha) had recommended that the' 
functtions of Internal Aud:it should inClude a critical 
review of the systems procedures and operations as a 
whole. The BPE while accepting the abov~ recommen-
dation had advised public enterprises in September 1968· 
to introduce such a system. No such review has, how-
ever, been conducted by the Internal Audit so far. 

(iv) Internal Audit !l:"eport.q were prepared in respect of .• 
out Rtations unit only and no such reports were prepared 
in respect of any of the headquarters unit till 1977. 

(v) Although the BPE have lssueri guidelines in March 1968 
to the public sector un:dertakings for compllinl:! a Bud-
get Manual which should, inter alia prescribe ~he respon--
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sibilitylcost centres in the organisation for the compila-
tion of budget, neither any· lIUlIlual has been compiled 
nor responsibilitylcost centres· established by the 
Company. 

• 
3.57. Asked about the action taken to remov~ these deficiencies, 

tthe Company has stated in a post evidence reply as follows:-

(i) Accounts Manual: The financial accoWltsof the Com-
pany are maintained in conformity with the requirements 
of th~ Companies Act and other instructions issued from" 
time to time by the Company Law Board. Further instruc-

tions issued by the Management for treatment of account-
ing transactions are also followed. The compilation of a 
self-contained manual incorporating the statutory provi-
sions as stated above and subsidiary instructions· is in hand. 

(ii) Internal Audit: -In the earlier years the activities of inter-
. nal Audit were mainly limited to pr~audit of ali sup-

pliers, contractors, p~rsonal and miscellaneous claims, 
physical stock taking of stores etc. 

However, from April 1977 onwards Internal Audit has also 
been checking account records maintained at Head Office 
and issuing reports in this regard. Although regular 
review of systems and procedures has not been carried 
out by Internal Audit, it has been associated \vith the 
framing of rules and also examination of certain systems 
and procedures. In~ernal Audit has been reorganised. 
Activities like passing of bills and physical stock taking 
have been transferred to other areas. 

In order to strengthen Internal Audit a firm of Chartered 
Accountant has been engagC!d. In~ernal Audit is now 
mainly engaged on conduct of propriety audit. review 
of systems and procedures and audit of outside units viz. 
Regional Sales Office and Fan Unit at Delhi. Th~ pre-
paration of Internal Audit manual is in hand. 

(iii) Budget Manual: For prepara~ion of the Capital as well 
as Revenue Budget Estimates, detailed instructions and 
guid'!lines together with specimen proformae are circu. 
iated by the Government and the Company is directed 
to adhere to these guid'!1ines which is being followed. 
However, a manual as per BPE guidelines is under pre-
paration." 
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3.58. The Committee regret to note various systems' deficiencies 
in the Company as pointed out by Audit. Not only were there no 
accounting and interDtlll audit manuals, there was also no budget 
manual conforming to the guidelines issued by BPE in March 1918. 
The internal audit system was also not effective and needs to 1Je 
strengthened to carry out a critical review of the systems, proee-
dures and operations as a whole. The Committee stress ~hat imme-
diate steps should be taken to remove these deficiencies to have a 
.better control over the working of the Company. 



CHAPTER IV 
FINANCIAL MANAGEMENT 

A. Capital Structure 

4.1 The paid up capital of the Company as on 31-3-82 was 
Rs. 524.83 laths. In addition to the share capital, Government from 
time to time granted loans to the Company. Besides, the Company 
has alsO issued debentures and obtained loans from financial institu-
tions. The total loans stood at Rs. 4936.82 lakhs at the end of March 
1982. An amount of RB. 1759.14 lakhs on account of arrears of prin-· 
cipal and interest was due to Government on 31-3-1982. The· 
~ompany was unable to pay loan instalment in time thereby be-
coming liable to penal interest of Rs. 56.04 lakhs up to 31st March, 
1981. The requests of the Company for waiver of penal interest 
made from time to time have not been accepted by Government'. 

4.2 As against the general policy laid down by the Ministry of· 
Finance (Bureau of Public Enterprises) in Sep·tember 1968 in regard· 
to debt equity ratio, viz. ratio of 1 : 1 for debt equity, the debt 
equity ratio of the Company at the end of each of ihe last 5 years· 
was as follows:-

31-3-1978 
31-3-1979 
31-3-1980 
31-3-1981 
31-3-1982 

2.27: 1 
3.03:1 
401:1 
4.25:1 
4.93:1 

4.3 Asked about the reasons for unbalanced debt equity ratio of· 
the Company, the Secretary, stated as follows:-

"Debt equity ratio in this company is 5: 1. This is rather· 
an anomalous situation. This is making the organisation 
look more un-profitable. On account of the various pro-
blems in which the Company had the Financial problems, 
Government had to give loan. There is a lot of interest 
burden on account of those loans. The interest burden in 
the form of loans today has created ratio of 5 : 1. But 
when the Company was created, at that time it was 3 : 2 

which was quite nonna1. Even today in the case of car 
manufacturing company that is the ratio which we have-
adopted." 

72 
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4.~ In view of the adverse debt equity x:atio, the Company had 
submitted ill Septemberr/October 1980 the following proposals to 
Government for renructuring its capital: 

. i. Conversion of the outstanding loans of Rs. 18.70 crores into 
equity. 

2. Grant of an interest holiday for a period of 8 years com-
mencing from 1980-81. 

3. Grant of a fresh loan of Rs. 5.40 crores to repay the out-
standing penal interest of Rs. 32 lakhs as on 31st March, 
1980. 

4.5 ~ about the reaction of Government to these proposals, 
the Secretary, stated in evidence; 

"For capital restructuring Government had constituted an 
Expert Committee at a fairly high/senior ''level. It was 
constituted some time in 1981 to go into the financial re-

structuring of a number of public sector organisations. It 
was thought at one stage that recommendation of that 
Committee will be made applicable to those companies 
which the Committee has not studied. It was headed by 
Shri Fazil, Member, Planning Commission. It studied 
five Calcutta based Companies. Later on we had discus-
sion in the Planning Commission on this question how the 
recommendations relating to financial re-structuring of 
that Committee are made applicable' to some other units 
including Scooters India Ltd. So, the Planning Commis-
sion took the, decision that it cannot Q.e. so straightaway, 
because Company itself will have to be studied and com-
mitments will aiso have to be studied before financial re-
structuring. Based ,on that discussion r had in the 
Planning Commission, the Planning Commission has 
constituted yet another Committee to go into some more 
organisations which included Scooters India Ltd. It i's 
headed by Shri Satya Pal who was previously Advt'ser 
in the Government of India. We are waiting the report 
ofth'at Committee. 

B. Working Results 

4.6 The Company has been incurring losses since Inception. 'nle 
cumulative loss as on 31st March, 1982 amounted ~o Rs, 3235.83 lakhs 
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a.s apJast the paid..\l.P ~pital of Jls. au.as ~khL The following 
~ble inctic .. tea tile y,ar-wise ~~ sulerea siDce.i1teeption: .. 

~ki.!t _ •..... ,_I '11'. 

Y~ar Net lou --.-
1974·75 •. 106·91 

1975-76 38 7. 63 

1976-77 266 05~ 

1977".,8 3.57. 18 

1978-79 474·54 

1979-80 .~ 4· 
IgSo-81 490. 02 

IgSl.82 768.0 7 

TarAL 3235. 83 

4. 7 The losses have been attributed by the Company to the follow-
ing reasons: 

(i) The production was below the attainable capacity due to 
various constraints. 

(ii) Extra expenditure was incurred on procurement of 
materials due to lack of financial resources. 

(iii) High interest charges were incurred by the Company on 
accumulated cash losses and on outstanding interest 
payments. 

4.8 The effect of the above factors on the losses incurred by the 
. Company during each of the last three years was stated to be as 
follows:-

On accOllllt of shortfall in prodllCtion 

On aCcollllt of increased prodllCtion cost 

On account of aMitional interest 

1 979-Bo 1!)So-SI 

(RI. in lakha) 

24~'1i!i 101<'31. 72 

6.5. 16 71.21 

149'46 '210·92 

1981-82 

405.85 

75.91 

2M·81 

I'· D t. ~.~.--~"~.i~J--~.~I~~------~--~~-.------·~--~----~------~~ 
'~"':17' 563·85 1St·.57 
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_ 4.9 Asked about the steps tak~n by the Companl' to arr~ the 
]01888, the Com~y Informed jn a post evid~ reply as follows: 

"In ~rder to increa~ the production and arrest the losses, the 
Company has made a recovery plan based on raising the 
annual production of three wheelers to 2500 and a 14 per 
cent annual rise in the production of scooters. According 
to this plan the Company will start making profits from 
1983-84 (excluding penal interest). Certain financial relief. 
have been proposed in the recovery plan and if the same 
is granted the Company would start making profit from 
1982-83 itself." 

4.10 It is distressin, to find that the Company has been incurriDc 
-heavy J~Seti as 8,aiD.t the e,ltimated annual prollt of about 
1l!J. 5 crores (befo.'e tax) from 1977-78 OIlwards. Its aeeDD1I.-
lated Iqss at the end of March 1982 bad reached a stag,eria, 8gue 

·of Rs. 32.36 crores as against the paid up capital of as. 5.25 ClQJ'e& 
'The aDlI.ualloSli has g·one up from Rs. 4.45 crores iD 1979·80 to RH, 7 •• 
crores in 19S1·S!. Poor production performance and laxity in cost 

'control, as pointed out earlier in this Report, are mainly responsible 
for this state of aftairs. The lOaDS taken to meet the deficit en 
account of heavy losses have made the debt equity ratio of the 
Company unsound, as it was 5:1 as, against the normal ratio of 1:1. 
'The resultant heavy interest charges on the loans have pushed tbe 
'C;lompnny 111to the red more and more. It is fadng serious financial 
constraint. It was expeded of ('!IOvern_nt to take timely iW-
tiative for the revival of the Company. The capital restrueturiag 
proposal submitted by the Company to Government abont 2 I 
'Years back is still unclier consideration by a Committee constituted 
'by the Planning Commission. A recovery plan submitted by the 
'Company in September 1982 also awaits the approval ef Govtma-
ment. The Committee hope that the Ministry wiD soon be able to 
'take a final deeision on the Comp.ny's proposal for restructuring of 
-capital and the reeoverY plan. 

C. Performance Review Meetings 

4.11 According to instructions issued by BPE in July 1969 Per· 
formance Appraisal Meetings in respect of production enterprises 
'were to be held not less than once in six months associating the 
'representatives of BPE and Planning Commission. These were 
required to be held every quarter since 1975 as per instructions 
Jssuetl in March, ]975. 
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4.12 During the course of evidence of the Ministry the Commit-
tee enquired about the number of such meetings held in the case of' 
SIL. The Secretary, Department C?1. Heavy Industry, stated: 

"There are two types of review meetings one is based on the 
items' on the agenda. There are ~1so meetings held 
within the Planning Commission where they do scrutiny. 
In regatd to our meetings, there are meetings in which 
BPE men are present, but certainly not in all meetings. 
In our anxiety to go into details, during the period of 18 
months we held 8 meetings. Normally review meetings 
are not held with that much of frequency. Out of thes~ 
8 meetings, in many meetings they were not present." 

4.13 The Committee also asked for the date of the performance 
appraisal meetings held during the years 19'79-80, 1980-81 and 1981-82' 
associating the representatives of Planning Commission and BPE. 
In a writteu reply it was stated that 'the reviews have been held 
at the level of Joint Secretary and Secretary of the Deptt. of Heavy 
Industry and the Hon'b1e Minister for Industry himself and have 
covered all the aspects relating to the working of the unit. Repre-
sentatives of BPE and the Planning Commission have however, not 
been generally invited to attend these reviews, It was however 
noticed that the number of reviews held at various levels was two 
in 1979-80 and three each in 1980.:.81 and 1981-82. 

4.14 A sick enterprise like SIL deserved more attention by the 
Ministry. The Committee, however, find that the number of per· 
fonnaDf'e review meetinp held by the Ministry was only Z in 1979· 
80 and 3 "Rch in 19 .. 81 and 1981-32 as against 4 to be held as per 
tile guidelines of BPE. The representatives of BPE aDd Plaamfag 
CommISsion were allM) not generally invited to tlbe perfonnance 
review meetings. The Committee hope that at least Ja future the 
admlDistraUve Ministry would hold the performanee appralul mef!t. 
inp as per BPEguideUnea, make a meaningful appraisal of the 
working of the Company and provide timely guidance. 



CHAPTER 

ORGANISATIONAL MA'M'ERS 

A. Appolatment of Chairman' 

5.1 Since May 1981, Joint Secretary of the Administrative Min-
nstry has been acting as Chairman of the Company. During the 
tevidence of the Ministry, the Committee pointed out that they had 
been consistently holding the view that no officer of the Ministry 
..should be made the Chairman and enquired the reasons for appoint-
jng Joint Secretary of the Ministry as Chainnan of the Company. 
'The Secretary stated: 

"The recommendation made by the Ministry to the Appoint-
ments Committee of the Cabinet was for appointment of 
Shri L. K. Joshi as Chairman and Managing Director. 
The appointment Committee decided that Mr. Joshi 
should be appointed 'only Mg. Director and for the time 
being a part-time Chairman should be appointed ... The 
nearer people a;vailable were the people in the Ministry." 

5.2 The Committee enquired about the action taken by Govern-
trnent for having alternative arrangement. The Secretary repUed: 

"For the bst 2 or 3 months we have held several discussions; 
some names have been picked up. One final name has 
been approved by the Ministry and it has gone before the 
Appointment Committee of the Cabinet." 

5.3 The Committee are eonstralDed to observe that ID spite of 
1helr )'ecommendlDg repeatedly tbat no o8Icer of the Ministry be 
made Chainnan of a public IJDdertaldng, a Jomt Secretary of the 
'Ministry has been appointed. Chalnnan of the Company. 
'The Committee are opposed to the idea of having an ofticer of the 
l\IiJiistry as the Chairman of an Uildertaking under it. control 
'because tbey feel that such an arrangement is not conducive to 
assess the working and efficiency of the Company in the Ministry 
in an objedive ond an impartial manner. The Secretary of the 
nepartment of Heavy Industry, informed iD evidence that reeently 
steps had, been taken to appoint another person as Chairman of the 
<=ompany and the matter' had gone to the Appointment Committee 

,r 
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ef .. Caltlaet. Tlte COIIUBittee hope that .,poiatmeDt of the Chair-
IDa wiU he finalised IIOOIL 

B. Dele.atioD of Powers 

5.4 After accepting the recommendations of the Committee on. 
Public UndertakiDp contained. in ~heir Fifteenth Report (Fourth 
Lok Sabha, Aprll 1968), the Bureau of Public Enterprises issued in, 
May 1969, broad guidelines defining the midn functions, respollSi-. 
bilities and powers of the finaneialheads of the public sector under--
takings. The guidelines, inter-alia, provided 'that: 

(a) whether there is no full time Finance Director the Finan.· 
cial Adviser should 'invariably be' invited to be present 
at the meetings of the Board of Directors; and (b) the 
Board of Directors should lay down detailed powers 
and functions of the Financial Adviser, particularly in. 
regard to matters which should be reserved: 

(i) for concurrence of the Financial Adviser; 

(ii) for consultation with the Financial Adviser; and 

(iii) thOle on which Financial Adviser need not be consulted . 
. The Audit has pointed' out that the guidelines issued by the Bureau' 
of Public Enterprises have not been acted upon so far. The General 
Manager (Finan('e and Corporate Planning) who was h~ad of the 
Finance Department was invited to attend only one out of forty--
six meetings held prior to 3rd May 1979. 

5.5 Asked about the reasons for not laying down functional res-
ponsibilities and powers of the financial adviser, the- Company stated'. 
in a post evidence reply as follows:.'--

.... 
. 't·.~ 

"Fullctional responsibilities of financial adviser in Public 
Sector, Undertakings has already been defined in Govern-· 
ment Policy for the Management of Public Enterprises 
issued by Bureau of Public Enterprises. Financial res-
ponsibilities and power have, therefore, not been specified' 
separately. 

Besides, t.he then Chief Executive was an offieer from Indian: 
Audit and Accounts Service and was an expert in finance. 
He was himself dealing with important matters relating 
to finance. 

Lat¢r General Manager (Commercial) of the Company who-
waS redesignated as General Manager (Finance and 
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Corporate Planning) in May, 79 was made responsible 
for all financial functions of the Company. He was also 
made responsible to pl;m and. advise in future expansion, 
product diversification etc." .' 

5.8 As regards the reasons for not inviting the General Mangger 
(Finance Corporate Planning) who was head of the Finance Division 
'n° Boards meetings prior to May, 19'79 the Managing DireCtor ex-
plained during evidence that prior to that, the Chief Executive him-
se~f was a renowned finance man and perhaps he thought that he 
would himself take charge of that. . 

5." The ,uideliDes Issued by BPE in May 1988 p"&viW that 
Board of Directors should lay down detailed powers ad fundiens 
of tbe Fiuancial Adviser particularly in regard to matters which 
should be reserved for concurrence/consultation with the Financial 
Adviser and tbose on whicb F.A. need not be consulted. Tbis has 

. however, not been dene So far. The head of the Fin.ce Division 
WIIS also not invited to the Board aeeii .... s prior to May 1979 as 
re .. uired under the euidelines. The post of General Manager 
t'inance was al",o lying va~ant IUlCl the G.M. (production) is looking 
after tbe finance as well. Tbe Committee take a serious view of the 
i.axity , in Financial Control particularly in a uek undertaking like 
SIL. They desire that immediate action shouW be taken to appoint 
a suitable . person . to head the Finance Division and to implement 
tbe. luilielines issued by BPE. 

NEW D'BLHI.: 
April 21, 19&1 
ViiisakhiICl905 -- (SGka) 

MADHUSUDAN VAIRALE, 
Chairman, 

Committee on Public Undertaking.~. 
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Statement of conclUBiot'll/Recommendations of the Committee on 
.Public Undertakings contained in the Report 

Sl No. Reference to 
Para No. Conclusions/Recommendations 

the Report ---1 2 3 
-------------------------

1 1.43 

1.44 

,_ ... --

\ .... 

Scooters India Ltd. was incorporated in 
September 19'72 with the main object of fllling 
the gap between the demand and supply of 
scooters in the country. The Company set up 
its project at Lucknow for the manufacture oi 
one lakh two-wheelers per annum with the old 
plant and machinery purchased from Mis. 
In.nocenti of Italy though earlier tenders were 
invited by Government in 1970 from foreign 
parties for collaboration in a new plant and 
ofter of Mis. Piaggio of Italy (manufacturers of 
Vespa Scooters) was considered serious and 
worthwhile. In 1973, the Compny also acquired 
the old plant and m~hinery of MIs. Innocenti 
for production of 30,000 three-wheelers per 
annum. The Committee's examination has re-
vealed several disquieting features in regard to 
the manner in which the proposal to purehase 
the old plant and machinery was processed and 
investment decision taken. 

One of the factors on which the purchase of 
old plant and machinery for two-wheelers was 
sought to be justified was lower initial fixed 
investment of Rs. 10.90 crores as against Rs. 15.91 
crores in the case of new plant and machinery. 
Capital investment on the project with old 
plant was grossly under-estimated. The actual 
expenditure upto the end of 1981-82 (Rs. 21.87 
crores) was almost double of that assessed at 

80 
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the time of taking investment decision (Rs. 11.90 
crores, inclusive of three wheeler plant). In-
crease in investment has been mainly on sup-
porting facilities (Rs. 1.96 crores) and renewal 
and replacement of machines (Rs. 5.82 crores). 
The expert Committee which had evaluated the 
life and condition of the old plant had consider-
ed provision of supporting fa·eilities to the 
extent of Rs. 1.26 crores as essential for the 
commencement of production. No prOvision for 
it was, however, made in the capital estimates. I 

Similarly it was within the knowledge of Gov-
ernment at the time of taking investment 
decision that some of the machines of the second 
hand plant would require replacement. The re-
placement cost as assessed by the Company was 
expected to be between Rs. 1 crore to Rs. 1.25 
ICrores every year from the 2nd or 3rd year of 
operation. However, no provision towards ex-
penditure on renewals and replacement was 
made in the capital estimates of the project on 
the assumption that this amount could be met 
from internal . resources. The expenditure on 
balancing machines bad also gone up to Rs. 4.02 
crores as against provision of Rs. 3.50 crores in 
the investment plan. 

At the time of taking investment decision in 
1974 the Company had worked out rate of 
return as 44 per cent (&s. 5 crores per annum) 
on capital investment of Rs. 12 crores, on the 
basis of the production capacity as originally 
assessed. While there was gross under estima-
tion of capital cost, the production capacity 
wa'S found to be much less than what was assum-
ed by the Company. As pointed out subse-
quently in this Report, the Company has ac-
tually suffered a loss of Rs. 32.36 crores during 
1974-82. The Committee feel that it is most 
unfortunate that Government decided to instal 
an old plant purchased from Italy to produce 
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Scooters to fill up ,ap ~tween demand and 
supply in the CoUntry without making any de. 
taUed ,comparative study and .analysis of 
purchase of the old plant vis-a-vis a new plant. 
It is amazing that the representatives of the 
Ministry and the Company had tried to justify 
the deciskm. The Committee desire that the 
failure of officials leading to the gross under-esti-
mation of capital cost and owr-estimation of 
capacity and profitability of the project should 
be gone into thoroughly. 

Even now the Company is not able to 
make a firm assessment of its installed capacity. 
Capacity reas&e.iSed in 1977 was revised in 
1978 and 1981. The capacity of the plant as re-
assessed is less than half of that originally 
estimated i.e. 60,000 (including power packs) for 
two-wheelers and 2000 for three-wheelers as 
against the originally assessed capacity of 1 
lakh and 30,000 respectively,. in spite of the fact 
that only 33 per cent components for vehicles 
are produced in the factory. However, . accord-
ing to the Ministry the capacity could be more. 
The Committee expect the Ministry and the 
Company to make a realistic review of its 
production capacity and financial requirements 
to sustain production at a level"· that wou·l-d 
make the unit viab1e. 

Production performance of the company pre-
sents a dismal picture. During the la·st three 
years, production of two wheelers (vehicles and 
power packs) was on an average 45 per cent or 
the originally assessed capacity (1 lakh). The 
production for. two-wheelers (including power 
packs) in 1981-82 (42047) was even lower than 
that achieved in 1980-81 (48042) anti 1979-80 
(45383). A·'J. regards 3-Wheelers it was only 1.73 
Per Cent of the capacity (30,000) during the same 
period. The Committee feel that such a disap-
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pointing pelformanee was bound to be there as 
the project had been undertaken without tb. 
basic essentials. The Detailed Project Report 

was not available to the Company In its entirety .. 
No technical consultants were appointed in the 
beginning and the COn1pany went without suffi-
cient expertise in a highly competitive sector 
in establlsbiilg production capacity and stabilis-
ing production. Consultancy Services were. 
however, obtained since 1977"wben it was already 
too late. Its product 'Vijai' $cooter had 1000t the 
market by then dun aging its image which 
resulted in low morale and productivity. The 
Secretary of the Ministry admitted in evidence 
that not to have consultants at the right stage 
was one of the failures. In this connection, the 
Committee note that MiS. tnnocenti were expect-
ed to be partners in a joint venture with Govern-· 
ment and to give technical advice. It is lIn-, 
fortunate that Government did not promptly 
advise the Company to look for another consul-, 
tant when it became clear soon that Mis. 
Innocenti '\vere not likely to be partners of the, 
venture and technical consultants to the SIL. 
According to the Committee this was a serious, 
lapse on the part of the Ministry which requll'es 
an explanation. 

Belatedly from January, 1977 to November, 
1980 five consultants were appointed, one after 
the other, and total expenditure of Rs. 70.56 
lakhs w.as incurred on the services rendered by 
them. MIs. Ingersoll Manufacturing Consul-, 
tants of ,U.K. approached the Ministry· in 
December, 1977 and offered. to help the Com-
pany. The Ministry introduced them to the 
Company. They were appointed in July, 1978 
to make an indepth study of the difficulties 
faced in quantitative and qualitative aspects of 
production to achieve break-even level. They 
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submitted their Report between MaJ:ch, 1979 and 
June, 1980. An amount of Ri. 66.88 lakhs was 
spent on this account. According to Audit the 
basis of selection of consultants and ftxation of 
their fee could not be ascertained. Further by 
the time Report of MIs. Ingersoll had become 
available production of the new product "Vijay 
Super" Scooter had stabilised and 'it had won 
rnqket acceptability and there were no com-
plaints'. "The Committee regret that even after 
appointment of Mis. Ingersoll as Consultants at 
heavy cost the basic objective of achieving break 
even level of production has not been achieyed. 
The Committee are not happy with the way Mf5. 
Ingersoll were appointed as - Consultants. The 
method followed while appointing them and the 
basis on which their fees were fixed need expla-
nation." 

One of the reasons for shortfall in production 
was non-availability of components.. The Com-
mittee find that with a view to ensuring supply 
of components of approved quality at reasonable 
rates the company encouraged setting up of 
ancilliary units and incurred an expenditure of 
Rs. 40.49 lakhs upto March, 1982 on providing 
infrastructural facilities to these units. The 
Company had also invested Rs. 78.8 lakhs in 
two joint ventures with U.P. State Industrial 
Development Corporation Ltd. for meeting the 
requirements of speedometers, magnets, tyres 
and tubes. Inspite of these units the Company 
faced the problem of non-availability, or inade-
quate supply. of components including mag-
netes, tyres and tubes. The Committee feel. that 
it was expected of the Company to work out 
the economics of establishing ancillaries and 
makin~ investment in State Government Under-
takings with referenee to its own ways and 
means position and availability of components 
from already established sources o{ supply. The ---------_.--
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Committee regret that the Company could not 
have a regular and assured arrangements for the 
supply of components required by it to meet its 
production requirements, in spifle of having 
made an investment of Rs. 119.29 lakhs in aneil. 
liary units, etc. The Ministry shQuld look into 
this aspect to find solution to the problem. 

To increase its production and arrest losses 
the Company has drawn up a Recovery Plan 
and submitted to Government in September, 
1982. The Plan envisages a capital investment 
of Rs. 23 -crores on. renewal/replacement and 
balancing facilities during the next five years. 
With the implementation of tlu> plan the Com-
pany hopes to raise its production level to 
90,000 scooters per annum by 1987-88, which 
enable it to earn an operating profit of Rs. 18 
lakhs in 1985-86. The Secretary of the Ministry 
stated in evidence that the Recovery Plan has 
to be considered keeping in view the stage d 
the Scooter Industry in the country and future 
size of the Company. The Scooter Industry is 
going to reach very highly competitive stage and 
competition will be in regard to price, quality of 
the product and fuel efficiency. He said for all 
these a dialogue has been started and Govern-
ment wanted to enlarge the scope of Recovry 
Plan having regard to the future! size of the 
Company and the improvement of the product 
etc. He also informed the Committee that Gov-
errunent was having a dialagne with M/s. 
Suzuki for technical assistance. The Commit~· 
tee hope that the Ministry will examine pros 
and cons of the Recovery Plan in detail and 
take decisio!l on additional investment after 
fully assuring itself that the company could be 
made viable. 

Th~ Committee are happy to be assured that 
witb the introduction of 'Lambretta Cento' 
Scooter, which is stated to be most econo~cal 
scooter in the Indian Market having large de-
mand the SIL should be able to compete in the 

I 
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market. The Committee, however, stress the 
need for an· aaressive marketing strategy and 
for this purpose the marketing department 
should be qualitatively strengthened. 

The Company find that the Company without 
stabilising the production of its major product 
entered into agreement with State Government 
undertakinss, in 1973-74 for supply of power pa-
cks. WithQut awaiting the approval of the pro-
ject by Government the Company placed orders 
for purchase of plant and machinery of the value 
of Bs. 3.68 crores required therefor. The Com-
mittee are surprised to find that Government re-
leased a sum of Rs. 21 lakhs for this project even 
before approving it. The supply of power .packl 
by the Company to the State Government Un-
dertakings was much below the quantities requi-
red by the licenoees and these in some cases 
were also not found upto tbe mark and resulted 
in heavy rejections. To the Committee it al>': 
pears that the project for supply of power. pa-
cks was undertaken without any foresight which 
resulted in the blocking of fund~ which were 
badly needed by the Company. 

The Committee further find that the Com-
pany took up the manufacture of 125cc-2 Whee-
lers and also of Mopeds. and fans by taking 
over the Electrical Unit of Ganesh Flour Mills. 
In these ventures the Company has invested 
Rs. 68 lakhs and has also suft'ered a loss of 
Rs. 6.17 lakhs in 1982 so far as fans are concer-
ned. The Managing Director of the Compan~ 
admitted in evidence that the Company was not 
justified in going in for new projects when it 
has not been able to establish production of its 
major product. . 

The Committee regret that the Company, 
has been frittering away financial resources In a 
variety of side ventures without -having a pro-
_per assellsment about their financial viability 
and that the Ministry has obligingly advanced 
tunds to the Coml'BnY ap~antly without beiDl 
fuJiy satisfied of the justification. The Commit-
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tee ai thI, ~ae call only ,xpress a hope that 
Govemm~nt will ensure that the Company 
whose physical and financial performance 11 
very poor is not allowe~ to fritter away its 
energy and financial feSQurj:eS atieast in :future. 
The Company ought to con,centrate on its major 
it~m of production IUld leave no stone untumed 
to establish its acceptability with the public. 

13 2.112 The Company entered into work and labour 
contract with State Liccmcees for assembling 
the scooters. The Committee have not been able 
to understand the ratio~ behind such con-
tracts, when the Company has itself not be~n 
able to utilise its own inshlled capacity. As ad-
mitted by the Managing Director in eVidence, 
this arrangement was, not economically in the 
interest of the Company. The Committee would 
like that these arrangements be reviewed. 

14 3.32 The Committee find that the actual cost of 
production of the main proctllcts of the Company 
was more than the standard and budgeted cost. 
In 1981-.82 the actual cost of production for two-
wheelers was Rs. 7,806/- as against the budgeted 
cost of Rs_ 5,385 and standard cost of Rs. 5493. 
Similarly in case of three-wheelers the actual 
cost of production was Rs. 28,601 as against the 
budgeted cost of Rs. 17,605 and standard cost of 
Rs. l8,568. The cost of production has also been 
far in excess of the selting price resulting in 
huge losses. During the year 1975-82, the loss per 
vehicle ranged from Rs. 997 to Rs. 2281 in case 
of two-wheelers and from Its. 6893 to Rs. 26926 
in case of three-wheelers. The Committee regret 
to note that besides low production there was 
laxity in COlt control. The consumption of mate-
rials was higher than the standards fixed. Mate-
rial varl~ analysis had, however, not been 
carried out insptte of the deficiency having been 
rept'.atedly pointed out by the cost auditors. 
The actual rejections were generally more than 
those coDSidered normal by the Company. The 
loss on this account worked out to Rs. 44.46 lakhs 



1 2 

15 3.33 

!II 

88 

3 

in Iron Foundry during 197~2 and Rs. 5.10 
laklrs in die costing upto in 1976-82. The Com-
mittee desire that steps should be taken to re-
duce the, rate Of rejection by ensuring proper 
quality of inputs and facilities for production. 
Usage Variance analysis in respect of materials 
should al~o be regularly carried out to identify 
the factors which result in higher consumption 
with a view to taking timely remedial measures. 

There was abnormally low utilisation Of man 
and machine hours. Percentage of idle hours to 
total labour hours was 11.2, 13.2 and 15.2 in 
1978-79, 1979-80 and 1980-81 respectively. SimI-
larly, percentage of machine hours utilised to 
available hours during the 1980-81 and 1961~2 
was 56.7 and 57.8 respectively. The Company 
had fixed standard hours required for the produc-
tion of different components which were 35 per 
cent higher than the Innocenti Operation Sheet 
Cycle Time. No comparative analysis of the 
standard hours Vis-II-vis the actual hours utilised 
had, however, been made so as to ascertain the 
efficiency of labour. However, a test check by 
audit showed that the actual hours utilised 
were much in excess of the standard hours 
resulting in addi~ional expenditure to the ex-
tent of Rs. 2.14 crores in 5 shops only in 
1977-78 and 1978-79. The value added' per em-
ployee compared very unfavourably with 
other scooter manufactUring companies in India. 
The value added per employee in SIL was 
Rs. 14,000 in 1979-80 as against Rs. 28,000 in 
API in 1980 and Rs. 28,000 in Bajaj Auto Ltd. 
in 1978-79. There was high percentage of idle 
labour hours due to machine break-downs. 
Evidently the maintenance of plant and machi .. 
nery has not been given the attention it deser-
ved. The Committee would stress the need for 
regular preventive _ maintenance to minimise 
the machine break-downs. The low labour utili-

--------------------------------------------. -----
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Illation and productivity 1s obviously mainly on 
account of surplus labour which the Committee 
have dealt with elsewhere in this Report. 

Non-availability of materials is stated to be 
another factor responsible for idle man and 
machine hours. The Committee, however, find 
that as on 31-3.1982 the inventory of raw mate-
rial was actually excessive inasmuch as it was 
to the extent of 4.15 month's requireptent as 
against the norm of 2.5 months. The Committee 
cannot help observing that there has been no 
proper control over the purchase of raw mate-
rials to match the' actual requirements in a com-
prehensive manner. It is essential to ensure that 
these are proC'Ured in time as per the require-
ments to avoid men and machineslremaining 
idle and at the same time to ensure that there 
is no excessive inventory. 

The Committee also take a serious view of 
the delay in rectifying the various deficiencies 
in the costing system pointed out by the cost 
auditors from time to time. They desire that 
immediate steps should be taken to implement 
the various suggestions made by the cost audi-
tors to have better cost control. 

The Committee note that the Company in 
its Project Report prepared in. 1974 had assessed 
its manpower requirement as 2200. But in 1976-
77 the Company had under its employment 3346 
persons which had been constantly increasing 
and on 3lit March, 1982 their number had in· 
creased to 3~34. In spite of the excessive man-
power the Company had engaged casual staff I 
workers. Surprisingly, the Company had also 
been paying overtime allowance and during the 
Illst three years (1979-80 to 1981-82) overtime 
paid for was as much as Rs. 75.11akhs. The Com-
mittee regret that when the Company's produc-
tion was much less than its assessed capacity i't 
had been employing excessive manpower. 
During the per.iod 19'78--81 absenteeism in the 

, ~. 
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Company, in certain month-;-haci-;anged up~ 
as high as 23 per cent. Ai!. pointed out earlier 
in t?i~ Report the labour utilization and . pro-
ductiVIty are poor. Such a situation has arisen 
only on account of poor man manageme',Qt in 
the Company. The Committee regret that this 
vital aspect of management control has not 
attracted the attention of the Ministry. They 
hope immediate steps would be taken to make 
full use of the existing strength. They would 
also urge that effective steps should be taken 
to reduce absenteeism and payment of o,'ertime 
allowance. 

19 3.55 From the Report of the Technical Consul-
tants (MiS. Ingersoll), the Committee find that 
almost every functional department of the Com- . 

pany needs to be strengthened. The Managing 
Director of the Company admitted in evidence 
that failure of the Company was mostly due to 
management failure and he also expressed his 
helplessness to get experienced persons as they 
were reluctant to join the Company which had 
a poor image. The Committee feel that in such 
circumstances the Ministry should have· extend-
ed a helping hand by arranging services of 
experienced offieers from other undertakings 
under its administrative control. At a Review 

. Meeting held by the Minister of Industry in 
De<'ember, 1981 it was decided that HMT and 
BHEL would conSider requests from Scooters 
India Ltd. to depute some trained Managers to 
the Company in order to assist in toning up its 
operations. The Committee regret t.h!olt in spite 
of such an assurance no serious effort had been 
made by the Ministry to provide experienced 
managerial assistance to Scooters India Ltd. The 
Co~ittee desire that the Ministry should at-
tend to this forthwith 

20 3.58 The Committee regret to note various svs-
. tems' deficiencies in the Company as pointed 
out by ·Audit. Not only w.ere there no accountinq 

-------------------------- ----. -.... , ....... _--
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and internal tiludit manuals, there was also no 
budget manual conforming to the guidelines is-
S'"iled by BPE in March 1968. The internal audit 
system was also not effective and need" to be 
strengthened to carry out a critical review of 
the systems, procedures and operations as a 
whole. The Committee stress that immediate 
steps should be taken to remove these deficien-
cies to have a better control over the working 
of the Company. 

It is distressing to find that the Company 
has been incurring heavy losses as against the 
estimated annual profit of about Rs. lj crores 
(before tax from 1977-78 onwards. Its accumu-

lated loss at the end of March 1982 had reached 
a staggering figure of Rs. 33.26 crores as 
against the paid up capital of Rs .. 5.25. crores. 
The annual loss has gone up from Rs. 4.45 crores 
in 1979-80 to Rs. 7.68 crores in 1981-82. Poor 

production .performance and laxity in cost con-
trol, as pointed out earlier in this Report, are 
mainly responsible for this state of affairs. The 
loans taken to meet the deficit on account of 
heavy losses have made the debt equity ratio 

of the Company unsound, as it was 5:1 as against 
the normal ratio of 1 : 1. The resultant heavy 
interest charges on' the loans have pushed the 
Company into the red more and more. It is fa-
cing serious financial constraint. It was expec-
ted of Government to take timely initiative for 
the revival of the Company. The capital restruc-
turing proposal submitted by the Company to 
Government about 21 years back is still under 
consideration by a Committee constituted by the 
Planning Commission. A recovery plan submit-
ted by the Company in September 1982. also 
awaits the approval of Government. The Com-
mittee hope that the Ministry will soon be able 
to take a final decision on the Company's propo-
sal for restructuring of capital and tl-te recovery 
plan. . 

•• ~_._ •• __ .0- __ ._~ ____ ... ___ • 
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A sick entfJpdse like SIL deserved more 
attention by the Ministry. The Committee, how-
ever, find that the number of performance re-
view meetings held by the Ministry was only 2 
in 1979-80 and 3 each in 1980-81 and 1981-82 as 
against 4 to be held as per the guidelines of 
BPE. The representatives of BPE and Planning 
Commission were also not generally invited to 
the performance review meetings. The Commit-
tee hope that at least in future the administra-
tive Ministry would hold the performance ap-
praisal meetings as per BPE guidelines. make a 
meaningful appraisal of the working of the Com-
pany and provide timely guidance. 

The Committee are constrained to observe 
that in spite of their recommending repeatedly 
that no officer of the Ministry be made Chair, 
man of 'a public Undertaking, a Joint Secretary 
of the Ministry has been appointed Chairman of 
the Company. The Committee are opposed to 
the idea of having an officer of the Ministry as 
the Chairman of an Undertaking under its con-
trol because they feel that such an arr~ngement 
is ~ot conducive to assess the working and effi-
ciency of the Company in the Mini'Btry in an 
objective and an impartial manner. The Secre-
tary of the Department of Heavy Industry,. in-
formed in evidence that recently steps had been 
taken to appoint another person as Chairman of 
the Company and the matter had gone to the 
Appointment Committee of the Cabinet. The 
Committee hope that appointment of the Chair-
man will be finalised soon. 

The guidelines issued by BPE in May 1969 
provided that Board of Directors shOUld lay down 
detailed powers and fUnctions of the Financial 
Adviser particularly in regard to matters which 
should be reserved for concurrencelconsultation 
with the Financial Adviser and those on which 
F.A. need not be consulted. This has, howeve-r. 
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not been done so far. The head of the Finance 
Dtvilion was also not invited to the Board meet.. 
ings prior to May 1979 as required under the 
JUidalJnes. The post of General Manager Finance 
was also lying vacant and the GM. (produc-
tion) is looking after the finance as well. The 
Committee take a serious view of the laxity in 
l'iDancia1 Control particularly in a sick under-
taking like SIL They desire that immediate ac-
tion should be taken to appoint a suitable per-
IOD to head the Finance Division and to imple-
ment the guidelines issued by BPE. 
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