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INTRODUCTION 

I, the Chairman, Committee on Public Undertakinp having been 
authorised by the Committee to present the Report on their behalf, 
present this 10th Report (Eleventh Lok Sabha) on LT.!. Limited. 

2. The Committee's examination of the subject was based on the Report 
of the' Comptroller & Auditor General of India (No. 12 of 1992). 

3. The Committee on Public Undertakings (1995-96) took oral evidence 
of the representatives of I.T.I. Limited on 30th and 31st October, 1995 and 
of the representatives of Ministry of Communications (Department of 
Telecommunications) on 16th, 17th and 31st January, 1996. The Commit-
tee on Public Undertakings (1996-97) took further evidence of the 
representatives of Ministry of Communications (Department of Telecom-
munications) on 26th aDd 27th December, 1996. 

./ 
4. The Committee on Public Undertakings (1996-97) considered and 

adopted the Report at their sitting held on 28th April, 1997. 
5. The Committee feel obliged to the Members of the Committee on 

Public Undertakings (1995-96) for the useful work done by them in takiag 
evidence and sifting information. They would also like to place on record 

.. their sense of deep appreciation for the invaluable assistance rendered to 
them by the officials of the Lok Sabha Secretariat attached to the 
Committee. 

6. The Committee wish to express their thanks to the Ministry of 
Communications (Department of Telecommunications) and I.T.1. Limited 
for placing before them the material and information they wanted in 
connection with the examination of the Company. They also wish to thank 
in particular the representatives of the Ministry of Communications 
(Department of Telecommunications) and I.T.I .. Limited who gave evi-
dence and placed their considered views before the Committee. 

7. The Committee would also like to place on' record their appreciation 
for the valuable assistance rendered to them by the Comptroller It Auditor 
General of India. . 

. NEwDEun; 
April, 30, 1997 

Vaisakha 10, 1919 (S) 

525 I LS F-2.A 
(vii) 

G. VENKATSWAMY, 
Clulimum, 

Committee ·011 Public UruJeTtlllcings. 



PART - A 

BACKGROUND ANALYSIS 

I. ROLE AND OBJECTIVES 

A. General Background 

1.1 The Indian Telephone Industries Limited (m Ltd.) was established 
in July 1948, as a departmental undertaking of the Government of India. It 
was formed into a Company in January 1950 with an authorised capital of 
Rs. 2.50 crores. By the end of Marcb 1996, the authorised capital stood at 
Rs. 100 crores and the paid up capital at RI. 88 crores. The Company bas 
seven manufacturing units located at Bangalore (2) in Kamataka, Naini. 
Rae Bareli and Mankapur in Uttar Pradesh. Palakkad in Kerala and 
Srinagar in Jammu and Kashmir. 

1.2 The Company started with the pro~uction of step-by-step Strowger 
Switching Equipment and Telephone instruments under foreign collabora-
tion in 1950-51. Presently, Telephone Instruments are produced at Banga-
lore, Naini and Srinagar, Transmission Equipment at Bangalore, Naini and 
Rae Bareli, Small Electronic and Digital Trunk Automatic Exchanges and 
Switching Exchange Equipment at Palakkad, Electronic Switching System 
(ESS) and special products at Bangalore and Electronic Digital Switching 

... Equipment at Mankapur and Bangaiore. 

1.3 The Company is under the administrative control of Ministry of 
Communications (Department of Telecommunications). Stating about the 
role which the DOT expected ITI to play, the Secretary, Department of 
Telecommunications informed the Committee during evidence on 16.1.96 
as under:-

" ... .1 would like to submit three or four general issues which 
should set the perspective as to how we look at the working of the 
ITI. 

Firstly, the Ministry of Communications and the Department of 
Telecommunications is proud of baving an undertaking like m. It 
was the first public sector undertaking of the independent India. It 
is the flag-bearer of the Department of Telecommunication. It has 
made a historic contribution in the growth of telephony in the 
country because for 80 many years it was the principal supplier of 
tclecom equipment to the DOT as an operator. It has also a very 
proud record of making profits every year of its existence, except 
the year 1994-95, for which we have special reasons. Therefore, 
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tbe Government has a very heavy atake in the successful workina 
of this undertaking and its financial help, and we would like to do 
all that is necessary to see that the m if back on the rail and it is 
in good health and continues to serve not only the Department of 
Telecommunications but the whole telecom industry. 

The Second point I wish to make is that the Telecom 
Department has a double relationship with ITI, which is peculiar 
to us. Unlike other Ministriea which only have a Governmental 
role in relation to their public sector undertakings, we have also 
the distinction of being the principal customer of the produce of 
the ITI ...... some of the issues arise out of this conflict of the role 
of the Ministry-as a parent department, on the one hand. and as a 
principal customer of the ITI on the other. 

The third point I wish to submit is that the telecom in the 
country is poised for a massive growth. The services sector is going 
to register very large growth in the coming decade. There will be 
massive requirement of telecom equipment. In this background, 
the ITl should certainly welcome the appearance of competitors. 
The appearance of a large number of operators, both of basic 
services and of value-added services, and they should look upon 
what is happening, as a very big historic opportunity for selling its 
equipment, for producing more and for selling more. Instead of 
the management sitting back in despair and saying that this 
competition is going to kill them, they should Iook--upon this as a 
historic opportunity because the demand for telecom equipment is 
going to be very large in the coming years. 

Finally, I would like to submit that there is no escape in the new 
economic and industrial environment that the country is trying to 
cultivate in the ITI to get ready for operating in a competitive 
environment. It has been used for so many years as the single 
seller, as having a single purchaser, as baving a captive customer, 
being the sole supplier to :he DOT. The times have changed. We 
are having a competitive environment. The telecom industry in the 
last five years has grown in a very big way. It has gone up from a 
level of production worth Rs. 3,000 crore four years ago to more 
than Rs. 7,000 crore now. 

This kind of growth is unprecedented. Instead of being the sole 
player, m is now one of the, many players. It still remains the 
player in telecom equipment today. But things are changing and, 
therefore, it is time that the management, instead of every time 
coming around to the argument that they arc not getting orders 
from the DOT and DOT is not supporting them in fun, must try to 
stand on its own and must learn to compete on equal terms. I say 
it not merely on behalf of the Government but as a customer also 
because as a customer I stand to gain in a big way if m learns to 
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compete. It is one of the large public: sector undertakinp and if its 
prices are competitive, if its product is competitive, thea it will be 
beneficial to everybody." 

B. Role and Objectives 

1.4 The objectives of the Company are as under:-

<a) To ensure customer satisfaction and competitiveness through Quality, 
Delivery & Cost. 

(b) To ensure optimum use of the resources for manufacture of the 
Telecom equipment and diversify into related areas in Telecom 
Network operations and value added services. 

(c) To generate and exploit the export potential for Telecom Equipment 
Services. 

(d) To strengthen technology scanning capabilities to benchmark its 
products/services against global standards, identify new products, 
enable better make or buy decisions and identify potential partners. 

(e) To build company-wide efficient information structure to assist all 
functional group' in achieving corporate objectives and goals. 

(f) To gear HRD activities to improve quality of work life in the 
organisation. 

1.5 When Il!'~ed whether the company has been able to achieve its 
objectives fully, the CMD, ITI Ltd. informed the Committee that till, date 
they have achieved all their objectives. When the. Committee desir~ to 
know whether the company had prepared any micro objectives as·.laid 
down by Bureau of Public Enterprises in 1979 and 1983, the witness 
informed the Committee as under:-

"The BPE have basically asked us to draw the micro-objectives 
with reference to the basic parameters in the form of a 
memorandum of understanding like what is going to be the profit 
and so on. 

Prior to 1991-92, only the budget estimates were prepared and 
submitted to the Government. From 1991-92 onwards, specifics 
have been drawn up in the form of MOV. We have been spelling 
out the objectives, targets and everything. We have been rated 
'excellent' upto 1993-94." 

1.6 Subsequently, the Committee were informed by ITI in a note that 
the rating obtained for 1994-95 and 1995-96 was 'Fair'. 
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1.7 The Company has been entering into MOV with the Government of 
India since 1990-91. Following table shows the dates of signing of MOUs ~ 
during the different years:-

Year 

1991·92 
1992·93 
1993·94 
1994-95 
1995·96 
1996-97 

MOU SIGNED ON 

December 1991 
August 1992 

18.6.93 
24.6.94 

30.11.95 
12.11.96 

1.8 On being asked as to the reasons for the delay in signing the MOU, 
the CMD, ITl Ltd. stated during evidence on 30.10.1995 as follows:-

"It has got certain process. In respect of the submission from the 
ITl, there is a criteria based on which the MOV performance is 
judged, the ITl will submit the draft MOV within a particular time 
limit. From the m side, we have been submitting the draft MOV 
within the prescribed time limit as indicated in the MOV." 

1.9 In this regard, the Secretary, Ministry of Communications, (Deptt. 
·of Telecommunications) informed the Committee on 16.1.96 as under:-

"While I do apologise for the delay, every year it had so happened 
that various procedures have taken ·time. However, I would not .... 
consider it as a total waste of effort bCc • .ise most of the 
intervening time has been spent on discussions witb the 
management of the company about the details of the MOV. There 
were different points of view which took some time to be sorted 
out. This year was particularly unfortunate in this regard." 

The witness. further stated:-
"I plead guilty. The MOU must be signed before the beginning of 
the year. There are guidelines and they are well·kn~wn to the 
management as well as to the Government. Everyone down the 
line knows what is the mission, what are the objectives, what are 
the tasks assigned to the management and what are the 
respodsibilities of the Government. I do concede tbat there has 
been an unpardonable delay in this. However, in 1995-96 there was 
delay because of some difficulty about what should go into the 
MOU as there was a difference in perception between the top 
management of the m on the one h.and and the Ministry on the 
other bacause of the problems that we were discussing earlier." 

1.10 The Committee desired to know in chronological order, the dates 
for various stages of signing the MOV for the years 1994-95 and 1995-96. 
In a post-evidence reply, the Ministry informed the Committee that the 
draft MpUfor the year 1994-95 was submitted by the ITI to the Ministry 
on 26.11.1993, scrutinised by the Ministry on 28th January, 1994 and 
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forwarded to DPE on 9th Fcbruary 1994. The Ad hoc Task Force 
approved the MOU on 24th March, 1994 and the same was approved by 
High Power Committee on 8th June, 1994 and signed by CMD, ITland 
Chairman (TC) on 24th June, 1994. (It took more than 7 months in 
completing the MOU process). 

1.11 Regarding the MOU for the year 1995-96 the draft MOU was 
submitted by ITI on 7th December, 1994 and passing through the various 
stages it was finally signed on 30th November, 1995. It took almost one 
year in completing the MOU signing process. On being asked whom the 
Ministry would like to blame for the delay in signing of MOU the 
Secretary Department of Telecommunications stated during evidence on 
16.1.96 as follows:-

"I am taking the blame because we are the nodal point. I have to 
relate to the ITI on the one hand and I have to relate to the 
Department of Public Enterprises on the other." 

1.12 The MOU for the year 1996-97 was signed on 12.11.1996. Stating 
the reasons for the delay for the year 1996-97, the Secretary DOT deposed 
before the Committee on 26.12.1996 as under:-

"There were some reservations on the part of the management of 
the ITI. There are two sides in the Memorandnm of 
Understanding. Whatever the Ministry is expected to do is spelt 
out and whatever the company is expected to do that is also speJt 
out. But the feeling was that adequate assistance from the Ministry 
was not coming forth. That is why, there was a reservation and the 
matter was discussed and ultimately the Memorandum of 
Understanding was signed in the month of November, 1996." 

1.13 During evidence the Committee were informed by the CMD. ITI 
Limited that Ministry's obligations which are recorded in the MOU are IiDt 
fulfilled and the company has represented to the Government that once 
the obligations are not fulfilled, there is no point in signing such an 
agreement. In a post evidence reply, the company further informed the 
Committee as under:-

"As per the existing system, the evaluation of the performance 
under MOU is done only for one party whereas obligation exist for 
both parties. In case of ITl's MOU for 1994·95 and "1995-96, the 
position of Government obligations and present status is tabulated 
below:-

1994-95:-
While signing MOU for the year 
1994-95 it was decided that the 
Govt. will provide necessary 

Against MOU Level·l Net sales 
target of Rs. 1700 crores, order 
availability for the year 1994·95 
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assistance to ensure placement of 
orders well in advance on m 
taking into consideration the 
capacities available. 
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was Rs. 1193 crores only out of 
which order for Rs. 300 crores 
were received in the later part of 
the year. 

The other MOU obligations vis-a-vis status arc detailed beJow:-

1. 

2. 

3. 

4. 

Government Obligation 

To ensure timely and adequate 
provision in the budget of DOT to 
match with the value of completed 
supplies programmed from tbe 
company to meet Level-I 

To settle overdues outstanding to 
the Company. 

To provide necessary assistance in 
improving exports. 

To ensure that specifications are 
frozen timely for the equipment 
indicated in each Purchase Order. 

•. At on 31.10.1996, 6 c:uea have been settled. 

. 
Status and ITt's views 

The initial outlay was for 
Rs. 1420 crores but the same 
was subsequently reduced to 
Rs. 890 crores. This was grossly 
inadequate, compared to .the 
s.upplies made to DOT and 
outstanding payments from 
DOT at the beginning of the 
Year. Case for delayed payment 
from circles presented to DOT 
but DO improvements. 
There are 14 financial issues 
pending as on 31.3.1994 but till 
end March 1995, none got 
settled: 
Assistance accorded was limited 
to conservative participation in 
exhibition abroad. No other 
assistance was available. 
Some . representative cases 
wherein the specifications were 
cbanged are as follows: 
After releasing of P.O. No. 
MMCI' 1361 dated. 31.10.1994 
for VAST Units, specification 
changes were done by Satellite 
Planning Branch. Again in the 
case of 2 GHz Microwave. TEC 
approval and' bulk production 
clearance were made available 
long back; however, design 
changes were continued to be 
incorporated based on ficld 
feed-back, thcreby hampering 
production activities. 
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Government Obligation 

1995-96 
1. To ensure placement of orders well 

in advance on ITI taking into 
consideration the capacities 
available. 

2. To support ITI on "BLT" Pilot 
Projects and Value-Added services. 

3. To settle overdues outstanding to 
the company speedily. 

4. To ensure that specifications arc 
frozen timely for the equipments 
indicated in each purchase order. 

Status and ITI's views 

Against the MOU Level-1 
target of Rs. 1940 erores (Net 
Sales), the ,order availability for 
the year 1995-96 was Rs. 924 
erores. Of this, orders for value 
of Rs. 340 crores were received 
only at the end of 3rd quarter. 

Not implemented. 

As on 31.3.96 the overdues out 
standing to the Company is 
Rs. 564.81 crores. JThe average 
outstanding deb~ stood at 
Rs. 610 erores t-hroughout the 
'year. 

In the casct of 2 GHz 
Microwave. TEC approval/bulk 
production clearance were made 
available long back: however, 
design changes are continued to 
be ineorported based on field 
feed back. The production 
activities are hampered. 

5. Speedy clearance of project Delays were obseved. 
proposals from ITI. 

6. Set up a Committee between DOT The Committee has been set up 
and ITI to suggest methods of in 1996-97. 
neutralising the additional costs 
incurred by ITI towar,ds $Ocilll and 
other overheads. 

7, To promote ITI as a Global player Needs full support. 
in the fields of Telecom. 

8. To Assist tTl on the issue of 
reimbursement of VRS payment 
and compensation for Srinagar 
Unit's operational cost. 

Reimbursement of VRS 
payment:, Rs. 5 erores only has 
been received as against our 
actual payment of Rs. 54.7 
Cfores till the end of 1995-96. 
The Company has paid Rs. 16 
erores towards Voluntary 
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Government Obligation Status aDd m's views 

Retirement Scheme duriq 
1995.96. 
Compensation for Srinapr 
Unit'. operational COlt: m .... 
requested for reimbunement of 
losses to the tune of RI. 18.51 
crores (period 1989·90 to 1m. 
96). DOT hu 10 far relcuod 
RI. 9.31 crore. .. 
compensation. Balaace RI. 9.20 
crores is yet to be receiYed. , 

1.14 On being enquired from the Ministry .. to what were the rcuou 
for not providing required assistance to the company by the Government, 
the Ministry informed the Committee in a written reply .. under:,r-

"Required assistance has always been provided to the Company 
by the Government. m has been lipinl MOU document since 
1990-91 and has been evaluated as excellent for four years in MOU 

...... 

rating. It could not have been possible for the Company to .. 
excellent rating, had the Government's assistance not been ._1 
forthcoming to the Company. One major means of assistance is 
purchase preference extended to the Company. 

~ 

Provision for payments to m it bucd upon the total budfIt 
grants available. The dues of the Coinpany also remain UDlettlecl 
sometimes owing to non submission of proper bills by the 
Company. ' 

DOT has been tryinl to help the company to impro¥e their 
exports. ITI is encouraged to participate in the IDtematioul 
ExhibitionlSeminars for which a portion of the expenditure it 
borne by the DOT. The officers of DOT have even beat deputed 
abroad to supplement the export efforts of the company. Oa 
specific requests from the Company, their cues for exports have 
been taken up with the concerned Ministricsllndian Embuliea 
also. 

As regards the expansion of the activities of the Company, 
necessary assistance hu been provided by the MiaiIIry to ... 
from time to timc by way of eDcounpa. them to cater lalG aew 
products/value added services, etc. even tbro. foreip 
collaboratiolll or Joint Vcntures, where ever ncccaary. The 
Company has also been permitted to undertake cable laying jobl. 
nOT is also consicierinl to entrust some maintenance and 
installation jobs to m, in appropriate situations." 

S'2S/U .....,.. 
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1.15 When asked specifically as to how the Ministry could explain the 
lower placement of orders as compared to the MOU targets of net sales, 
the Ministry stated in a written reply as under:-

S.No. 

1. 
2. 

3. 

4. 

"As per the MOU document of 1994-95, the performance of the 
company in respect of supply of small and medium exchanges, 
large exchanges, digital radio TIR and optic fibre terminal etc. has 
been upto the mark. Owing to fall in prices of the equipment, the 
.Net Salcl, Gross Margin and Net Profit to Capital Employment 
have suffered during 1994-95. 

The supplies made by ITI Ltd. in respect of the products 
included in the MOU for 1994-95 have been as follows:-

Product MOU 1994-95 

Target for Actual 
(Excellent/very Supplies 
good rating) (made during 

1994-95) , 
Large Exchanges (KL) 1000I'900 1182 
Small and Medium (KL) 5001450 404.66 
Exchanges 
Digital Radio Trans! (Nos.) 110011000 940 
Receivcr 
Optical Fibre Terminal (Nos.) 5001450 620 

.. As regards the low sales turnover of the Company during 1994-
95, it is further explained that the turnover of the Company 
suffered to the extent of about Rs. 277 crores owing to fall in 
prices during 1994-95 as compared to the previous year. It is also 
estimated that the sales turnover of the Company would have 
increased by another about Rs. 171 crores if the Company had-
executed the orders which were available with them but the same 
were not executed by them owing to main problem of low priCCl 
etc. Very low orders in respect of certain products which became 
obsolete viz. ILT. MILT equipments etc., high interest burden and 
high manpower costs have been certajn other factors responsible 
for low sales turnover of the Company during 1994-95. 

As at the end of December, 1995 the Company has received 
firm orders for about Rs. 858 crores and LOIIAPO etc. for 95-96 
and 96-97 for about Rs. 453 crores. H· 
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1.16 The Ministry also stated that in a competitive market ITI Ltd. had 
to win the orders and not hope to ,et these on an exclusive or non-
competitive basis. 

1.17 The Company had informed the Committee thn1 the MOU signing 
companies do not require the approval of the administrative ministry to 
depute anybody on foreign tour except for CMO. But these powers have 
not been given to ITI's CMD even though the MOU for 1995-96 envisnges 
promoting ITI as a Global Player, seriously affecting the company's 
business opportunity. When asked as to the reasons for not extending to 
ITI the powers which are avaihlble to other MOU signing companies, the 
Ministry infonncd the Committee in a written reply as follows: 

.. All the enhanced financial and administrative powers exeept 
deputing officers on tours abroad, which arc available to MOV 
signing Companies, arc being exercised by ITI also. This power 
has not been delegated to the Company in order to economise the 
expenditure. However, proposals from the company which have 
adequate justification arc processed and considercd pronlptly. 
Ministry feels that non-delegation of this powcr is in no way a 
handicap to the company." 

1.18 The Company had expressed the Opinion that the MOU had no 
relevance with the change in economic environment whereby level playing 
ground was not available to compete with MNCslPrivate Sc~tor. The 
MOV was a one sided document, hcnce ITf would not like to enter into 
MOV from 1996-97 in its existing form. Askcd foreonuncnts of the 
Ministry in this regard, the Ministry stated in a written reply that the 
proposal of fTf for not cntering into MOV for the year 1996-97 was not 
appropriate as the Ministry was rendering all possible assistance to the 
company. Rather at this juncture of competitive environment nnd the crisis 
of transition that the PSV is facin~, ITl's continuance of signing MOU 
with the Ministry was even more relevant. 

1.19 The Committee desired to know whether there was any mechanism 
in the MOV system to fix the resp.;msibility on'the Ministry in case of its 
failure to fulfil the MOV obligations. In this regard the Ministry informed 
the Committee in a written reply as under: 

"MOV is a fairly new concept in the field of management and 
OPE is continuing to make efforts to improve the system. Recently 
a Committee has been constituted by the OPE to review the 
existing financial criteria vi: Gross Margin and Net Profit/Capital 
employed. 

Although the focus of the MOU is not to fix responsibility os 
such on the Government. any failure on the part of Government to 
fulfil any promised assistance can be taken into account in 
assessing the performance of the PSU." 
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C Appointment or Regular CMD 
1.20 The post of Chairman and Managing Director was vncant since 

1.6.1995 consequent to the retirement of the then CMD, till 1.9.1996 when 
the new CMD was appointed. When the Committee desired to know the 
reasons for the delay in filling up the post and steps taken by the Ministry 
is this regard, the Secretary, Department of Telecommunications informed 
the Committee during evidence on 16.1.1996 that they have been making 
very sincere efforts to find a suitable successor to the uutgoing Chairman. 
The witness further stated: 

"Sir the PESB which is entrusted with the responsibility of 
selecting candidates for top positions in the public scctor has held 
two interviews. It so happened that the candidates who choose to 
appear for the interview were not found suitable and we have now 
resorted to the final remedy of advertising the post. We arc hoping 
that in response to our advertisement some good candidates would 
become available. We arc interested that we should select a really 
efficient person for the job. The Company is a very important one 
and it needs a very intelligent and best person at the top. 
Therefore, PESB is taking special care that they select a really 
outstanding person. We hope that the search is ovcr and in the 
next interview some good candidate will become available." 

1.21 In subsequcnt cvidencc on 26.12.1996, the Secrctary, Dcpartlltcnl 
of Telecommunications informed the Committee as under:-

"The fact is that the post was vacant between June, 1995 and 
September. 1996. I may also add that there were delays in filling 
up this post. I have come to this Department very recently. But 
even in my carlier capacity, we had occasions to notice the d~ays 
in filling up these top posts in the public undertakings. These 
delays have been brought to the notice of the Government." 



II. DEVELOPMENT & PROJEers 
A. Strowaer Switching Equipment at Rae BareU 

2.1 The Strowger Switching Equipment Project approved in 1974 was to 
set up capacity for manufacture of 1 lakh lines of Strowger Equipment by 
May, 1978 at a cost of Rs. 16.08 crores. But the Company incurred 
expenditure of Rs. 17.42 crores and set up cap.acity to manufacture 80,886 
lines only by March, 1983 because of poor infrastructural facilities at Rae 
Bareli a green field area. The internal rate of return came down to 13.19 
per cent from 16.57. 

2.2 In this connection the company informed the Committee as under:-
"The actual production had commenced on scheduled time as per 
the Project Tcpon. However, the volume of production achieved' has 
been less than the volume envisaged in the project report due to 
various r~asons as under: 

(a) There was delay in construction of factory building due to failure of 
the main contractor entrusted with the job of the construction of 
production building. The contractor had to be replaced and some 
other contractor had to bc appointed to complete the balance work. 

(b) The development of ancillaries were not upto the mark. The 
ancillary development primarily depended upon the availability of 
industrial infrastructural facilities in and around Rae Bareli. These 
facilities were inadequate. State Government agencies like 
UPSEDC, PICUP etc., were involved in the development of 
ancillary units for ITI. The entrepreneurs were also found unwilling 
to set up ancillarics. 

(~) The delay in setting up in-house facilities for the manufacture of 
tools also contributed to the shonfall in the production. The project 
originally cnvisaged import of one set of almost all the tools and 

'contemplated idigenous production of the tools at a later stage. 
Ho~ver, the indigenous tool suppliers failed to meet. the quality 
requirement of the Company. Hence, in house facilities for 
production of tools were sct up. This is one of the main causes for 
the low production. , 

(d) Rae Bareli was a green field area with very little infrastructural 
facilities. Various problems in inducting skilled and trained 
manpower were faced in recruiting manpower from agricultural 
community. 

(e) Due to the oil crisis the capital costs went up. The request for 
revising cost from Rs. 1608 lakhs to Rs. 1823 lakhs was made to the 
Government. The Government approved only RI. 17571akhs. While 
the Company's revised estimates of Rs. 1823 lakhs itself was made 
after judicious review of the requirements and cutting down several 
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facilities envisaged in the original estimates, further pruning down to 
Rs. 1757 lakhs resulted in furtber deletion of facilitics. This resulted 
in certain imbalances in the production capacity in the diCferent 
areas. 

As may be seen from the above, all the reasons contributing for the 
shortfall in the production occurred beyond the control of the Company. ": 

2.3 Stating the reasons for the delay in the project the CMD, ITI Ltd. 
informed the Committee during evidence as under:-

"No, Sir, delay in construction was not due to contractors alone, it 
was also due to the development of other inCrastructural facilities 
which was also to be provided at that place, based on which the 
building comes up. Infrastructural facility includes electrical, sewerage 
facility etc. In that area nothing was there. Everything had to be 
developed and created by ITI, in tbat process 10 or 20 contractors 
were working together. In that process one to the other got linked up 
and so it JOt delayed. But the delay was not due to somebody else 
fault." 

2.4 When asked about the reasons for selecting the site when nothing 
w .. available there, the witness informed the Committee tbat the site was 
recommended by the Ministry and the m was not involved in decision 
makins in this regard. 

2.S In this connection, the Ministry informed the Committee in a written 
reply as under: 

"The site of project at Rae Barcli on Sultanpur Road about 2 miles 
from the city which was offered by the State Government was found 
to be good. There was 132 KV Sub-Station nearby from where ample 
power could be drawn. There was no problem of water also. It was 
also reported that there was an Industrial training institute nearby. 

It was reported that though no infrastructure was available immedi-
ately at Rae BarcH but a number of applications had been received 
by the State Government for setting up of small industries in the 
proposed industrial estate. It was also pointed out that the town in 
fairly close to Kanpur, Allahabad and Lucknow etc., and it would 
not, therefore, be difCicult to avail facilities available in these cities. 

CMD, ITI also had discussions with the Chief Secretary, Uttar 
Pradesh who informed that the industrial estate at Rae Baeli would 
be set up very soon and it would be very useful for the development 
of the area if ITI locates the unit there." 

B. Crossbar Capacity at Banlalore 
2.6 Expansion of Crossbar Capacity from 60,000 lines to 75,000 lines at 

Bangalore at a cost of RI. 3.0$ crores was taken up in May, 1979, to be 
completed by February, 1983. The expansion was achieved in 1983-84 at a 
cost of Rs. 1.83 crores. But, savings in Nickel and Silver contemplated was 
not realised because of non-commissioning of the contract welding machi-
nes. According to the Company, it had considered, in May, 1979 



14 

expansion of Crossbar capacity from 60.000 lines to 75,000 lines at a cost 
of Rs. 3.05 crores at Bangalore in order to meet the increasing Demand of 
P&T. The additional capacity of 15,000 lines was intended to be acltieved 
by installing required machinery in the existing plant. Plant and Machinery 
worth Rs. 304.94 lakhs were received, which includes 3 critical machines 
namely Automatic Contact Welding Machines procured from Foreign 
supplier. The estimated saving of Rs. 10.5 lakhs per annum in consumption 
of raw materials-Nickel. Silver was based on .estimate with respect to old 
machines in usc, which could not be achieved due to non-commISSioning of 
machines. 

2.7 When asked as to what action has been taken against the supplier for 
their failure to commission the contact welding machines, the company 
informed the Committee in a post-evidence reply as under:-

"The Purchase Order for the above line was placed on ~ Inter 
Modern, West Germany. (later named as Moeller Automation) to 
procure the Contact Welding Machines. The machine was procured at 
a cost of Rs. 121.46 lakhs to meet the additional requirement of ICP 
equipment. During Phase-I the supplier's technicians installed the 
machines and the tools were mounted and the raw material feoding 
system was also installed. During the trial run, the technicians 
complained about the raw material problems. In the second trial run 
they observed the problem with respect to tooling. They modified 
various features in machines as well as in the tools but they could not 
succeed. During July, 1983, the case was referred to Additional 
Secretary, Ministry of Communication (MOC), giving the details of 
non-commissioning of the contact welding machines. Durin, August, 
1983, the supplier sent a letter through their legal adviser mdicating 
their intentions to proceed with legal action if the -payment was not 
settled and blamed ITI for poor quality of material supplied for try 
out. Similarly during September, 1983, ~. Inter Modem refuted 
that they were not responsible for the tool design as the tool also had 
its own problems. Further, between Dec'S3 and Feb'I984, the MOC 
took up the matter with the supplier through Indian Embassy in 
West-Germany. The Ministry made certain proposals with respect to 
the tool. The raw material and arranging for trial in the presence of 
company technicians at West Germany which were not agreed to by 
the Company in full. However, even with this prolonged correspond-
ence no positive response was seen from the supplier. During March, 
1986, finding no solution for this long pending issue, the Company 
was constrained to take a decision to go ahead in commissioning the 
line with available facilities within the Company at the suppliers cost, 
which was also not agreed to by the supplier. The main area of 
difference was that a technician from ITI should be present in 
Germany for trying out of the tool which was not agreed by the 
Company. As an alternative the supplier suggested to have a neutral 
expert for expert for commissioning and modifying the tools. Consid-
ering the non-helping attitude of the supplier the Company's concern 
and the dis-satisfaction was intimated to the supplier durin~ June, 
1986. Though the responsibility rested with the foreign suppher, but 
there had not been any outcome. Subsequent to technological 
advancement. crossbar technology itself was phased out, rendering 
the machines obsolete. All the purchase procedurenystems were 
complied with. Sincere efforts were made by the company. 
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Ministry and Embassy to get the machines commissioned. As such 
responsibility in this is not attributable to any individual." 

2.8 Replying to a question about the blacklisting of the supplier of the 
machines, the Ministry informed the Committee in a written reply as 
under: 

"As per the terms and conditions of the Purchase Order, the claim as 
per the bank guarantee exercising the power under the clause of 
unsatisfactory commissioning of the machines was preferred on State 
Bank of India. Madras and ITI claimed an amount of Rs. 3.51 lakhs 
which was realised during May, 1983. As reported by the ITI, the 
foreign Company was not blacklisted. However, ITI have not entered 
into any further commercial dealings with this foreign Company." 

2.9 In this regard the CMD, ITI Ltd. informed the Committee that the 
product has since been phased out and the requirement of machines has 
completely vanished. When the Committee desired to know as to what the 
company was going to do with these machines the witness stated that they 
are taking action for their disposal." 

2.10 On being asked whether these machines have since been disposed 
of, the Ministry informed the Committee in a post evidence reply as 
under:-

"The Company had split the tendering process for disposal of the 
contact welding machines into two portions i.e. press· unit and 
welding unit. The tenders were invited on 5.11.1996 and were opened 
on 26.11.1996 followed by auction on 28th and 29th November, 1996. 
Offers were received for the press unit only and the same were 
disposed of for a value of Rs. 24.06 lakhs. No offer was received for 
the other portion of the contact welding line i.e. the welding unit and 
fresh tenders will be invited for disposal of this unit." 

c. SmaU Electronic Exchanges and Digital Trunk Automatic Exc:baa&es at 
Palakkad 

2.11 The Switching equipment manufacturing factory at Palakkad was 
conceived in 1974 for the manufacture of small Electronic Private 
Automatic Branch Exchanges at a capital investment of RI. 26 lakhs for 
production of 10,500 lines. The production commenced in tbe year 1976. 
The exchange equipment taken up for production were desiped by the 
ITI, R&D ~ntre at Bangalore. the unit successfully manufactured and 
marketed Private Automatic Exchanges of cap,city 10 lines to 2S lines and 
SO lines as well as EPABX of 50 lines. 

2.12 In 1980, the unit was expanded with an additional investment of 
Rs. 98.58 lakhs (Under Board's power) for producing 32,500 lines (on one 
shift basis) covering medium size Electronic Exchanges of 200 lines 
capacity of a new series of PAM Switching System. 

2.13 .Later OD approval for Phase III expansion was received from 
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Government of India vide No. U. 170U7I82-FAC dated 21.7.83 at a cost 
of RI. 33.72 crores to manufacture 1,50,000 lines of Digital electronic 
switcbing cquipments. 

2.14 According to Audit, manufacture of 40 lines EPABX based on in 
bouse know-bow at a cost of Rs. 24 lakhs for 43,000 lines per annum was 
to be set up. Capital cost of Rs. 28.09 lakhs' wu incurred. Production 
ranged between 300 and 9680 linea per annum only from 1976-77 to 
1980-81. On expansion RI. 98.58 IUbs was incurred but only 23,325 to 
33,883 lines per annum were produced from 1981·82 to 1985·86 against 
estimate. of 60,000 lines, per annum. On production of Digital Trunk 
Automatic Excbangs:.s with foreign collaboration expenditure incurred upto 
end of March, 1992 was RI. 56.39 crores. Against 3,75,000 lines of DTAX. 
EPABX and RAX equipmcnt to be produced from 1986-87 to 1989-90 
only 2,42,863 lines were produced. Management informed Audit in 
Ocotber, 1991 that shortfall in production was due to non-approval of 
capital expenditure between December, 1987 to August, 1989 by 
Government. According to Ministry, the Company bad incurred more 
expenditurc tbat what was approved which required examination by 
Government. 

2.15 According to Audit the unit suffered a loss of Rs. 2.83 crores from 
1986-87 to 1988-89 instead of making profit of Rs. 14.39 crorcs visualised 
in Feasibility Report because of the excessive capital expenditure. 

2.16 When asked to state tbe reasons for lower utilisatio.n of capacity of 
the unit, the CMD m stated during evidence' as under: 

"Initially when .Jve established for this small EPABX, at that time 
certain projections were given by the DOT for which 'the factory was 
establisbed and pr~uction, .vas taken up. When we establisbed, 
compared to tbe projected demands, orders were not available for 
tbat parttcu1ar type of product. And subsequently tbat requirement 
was also cbanged and upgraded. By that process, in the Phue-II we 
went for a different product with RI. 99 lakh expenditure. We have 
taken up expansion for 200, 300 and 400 lines of micro processer 
controller PABX exchanges. This was a ~w product of 8 new design, 
for which this smaU~expenditure had to be incurred. It was not for 
the same product, fOr which the Phase-I WI8 there. It was for the 
additional new product liDc, for which this expenditure wu incurred. 
That was because the projectiOns which were given by tbe DOT Could· 
not be taken up. We could not let because the DOT did not place 
orders to the extent of the projectioDs made by them." 

S2S/LS F-+B 
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2.17 When asked to state the reasons for no~lacing the orders by DOT 
as reT projections the Department of Telecommunic:ations informed the 
Committee in a written reply as under: 

"DOT could not place orders fOr 40 line EP ABX as envisaged in the 
Feasibility Report of ITt on account of lack of well proven design for 
general use and obsolescence of technology. 

The expansion was taken up by the Company for the manufacture 
of new technology lOO'2W400 line micro processor controlled 
EPABXs. The project was approved by the ITI Board of Directors 
under 'their own powers." 

2.18 The Ministry had informed audit in January 1992 that the Company 
bad incucred more expenditure than what was approved which required 
examination by Government. On being asked whether the Government 
examined the reasons for incurring of more expenditure than the 
approved, the Ministry informed the Committee in a written reply as 
undet: 

"The reasons for incurring more expenditure on the project than 
approved were examined in the Ministry and the proposal for revision 
of cost of the phase-III Palakkad project was placed before PIB on 
18.12.87. As desired by PIB, a Committee was constituted for 
ascertaining the factors responsible for cost and time overruns, 
inclusive of fixation of responsibility etc. 

The Committee submitted its report OD 30.3.88. The Committee, 
inter-alill came to the conclusion that deviation and enla"gelllCJlt of 
the scope of the project had been done without the approval of the 
Government. CMD. ITt, however, took full responsibility for the 
commitments he had made in excess of the approved cost. 

After consideration of the report it was concluded that even though 
there were procedural lapses on the part of CMD, ITI, his actions 
were without any malafide intentions and the decisions were taken by 
him in the overall interest of the Company. In view of this, it was 
decided to seek the approval of the Cabinet for the expenditure and 
exonerate the officer from any further action. The Cabinet 
Committee on Economic Affairs considered the proposal at its 
meeting held on 28.3.1990 and approved the proposal." 

D. E·IO·B Electronic SWUc:hinl Systems at Mankapur 
2.19 ITI had proposals in 1982 to set up a project at Bangalore at a 

capital cost of Rs. 149.19 crores for manufacture of 5 lakhs lines of Digital 
Electronic Switching Systems per year. 

2.20 Government of India decided in 1984 to set up a project in 
Mankapur at a cost of Rs. 177.02crores (including Rs. 27.44 crores for 
providing infrastructural facilities). This was approved by the Cabinet 
Committee on Economic Affairs, to develop backward areas. As desired in 
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the Public Investment Boarp (PIB) meeting held on 10.1.89, a revised 
draft note, with updated value of Rs. 219.35 crores, ·after incorporating 
foreign exchange variations upto Dec' 89 was sent to the Ministry of 
Communications on 7.3.1990. Public Investment Board have recommended 
the same in their meeting held on 29.3.1990. According to Audit. the 
project cost included Rs. 20.15 crores for further infrastructural facilities at 
Mankapur. The Company incurred extra expenditure of Rs. 1.78 crores or 
flood control and prevention measures. 

2.21 The Committee desired to know the reasons for change of location 
of the project at an excess cost of Rs. 21.93 crores. The CMD, m Limited 
informed the Committee as under: 

"The basic Qbjective of the Government was to develop Manbpur, 
which is a backward area. It was a 'zero industry' area as classified by 
the Government of India. As such, they intended to develop this 
particular area. We established this factory and we have been able to 
achieve in converting it into a relatively good socio-economic area." 

2.22 Originally the idea of setting up the plant at Bangalore was to 
utilise the excess labour at Bangalore. When the Committee desired to 
know whether after setting up the plant at Mankapur, excess labour of 
Bangalore was utilised in the plant the witness replied in negative. 

2.23 Stating about the reasons for setting up the project at Mankapur, 
the Ministry informed the Committee in a written reply as under: 

"While approving the project, it was decided by the Government that 
the project should be located at Mankapur (Uttaf'-Pradesh). The 
project was located at Mankapur, keeping in view the policy of 
Government for upliftment of industrially backward areas. The 
expected benefits have been realised since the Mankapur Unit has 
broupt about a good socia-economic improvement in the region." 



III. PRODUcrION PERFORMANCE 

3.1 The production performance of 1992-93,1993-94, 1994-95 and 1995-
96 for key products in physical quantities compared to 1991·92 is as under: 

1995·96 1994·95 1993·94 1992·93 1991·92 

Electronic Switchinl (Lines) 20,25,000 18,90,300 17,47,416 14,41,316 9,95,916 

Telephone. (Nos.) 8,13,600 6,95,400 6,95,656 6,33,328 5,17,440 

Tranlmiuion Turnover 165.19 260.58 397.29 355.28 295.62 
(Rs. in crores) 
(Major Products Physical) 

Digitll Radio 'DR system (Nos.) 896 726 758 580 296 

Optic Fibre Terminal Eqpts (Nos.) 213 618 606 361 313 

Open Wire System (Nos.) 2344 1438 3532 2932 2704 

Digital MUX (Nos.) 4162 7"}g) 9286 6348 3333 

A. Production In Banplore Complex 

3.2 -In Bangalore Complex there was shortfall of 72.6 percent, 41 per 
cent and 15.9 percent in the production of C·DOT RAX equipment ~uring 
the years 1988·89, 1990-91 and 1991·92 respectively, as compared to 
targets-: According to Company, the shortfall in the production of C-DOT 
RAX was owing to non-receipt of bulk validation clearance in respect of 
certain items of C-DOT Electronic Switching equipment. The production 
shortfall was 12.65% during the year 1992·93 in respect of C-DOT RAX 
equipment. The unitfas achieved targets set for the year 1993-94, 1994-95 
and 1995·96. 

3.3 The Committee desired to know from the Company whether there 
was any other reason for the shortfall. In this regard the CMD, m Ltd. 
infonned the Committee as under: 

"Sir, the C-DOT design was at the infancy stage. During the period it 
was indigenous design which was developed in India by the Depart-
ment of Telecommunication. When we got the design there were 
certain problems which were being looked into by the C·DOT. Due 
to that the bulk production clearance was not given. Hence we could 
not produce the equipment u per the requirements. Once those 
technical parameters were cleared by them, the bulk production was 
resumed." 

19 
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3.4 When asked whether the Company could foresee any other problem 
which could result in shortfall in the future. the witness stated as follows: 

"After the design has been formalised, we have been producing 
RAX. There should not be much problem on that except during the 
period when import licence problem was there, particularly during 
the year 1990-91 and 1991·92. Due to crunch in foreign exchange 
reserves in the country. lot of restrictions were imposed on the 
import of components. We had difficulties in the past which has 
affected the production directly and. at times, indirectly on our 
inventory. It is because sometimes we had to keep at the inventory 
also. But with the liberalisation and with everything getting covered 
under the OOL, today we do not have any problem in regard to 
imports." 

3.5 On being asked about the reasons for decline in production in 
Bangalore complex. the CMD, ITI Ltd., stated during evidence as follows: 

"As I said, basically there are two reasons. One is with reference to 
technology advancement due to that there are certain products which 
got obsolete and the other reasons is the decline in the order from 
main customer. This is how the production went down." 
The witness further stated: 
"Yes, Sir. There is a change from period to period. In case of 
switching, there was a major change for the products in 1993·94 
onwards. In the case of telephones. it came about four or five years 
back. But, still we were getting the total productiod'-because we were 
getting order near to the capacity. Only in C·DOT the major change 
has come where we have not been able to utilize the capacity. Similar 
was the position in transmission equipment where we have not been 
able to utilize our capacities. In the case of medium ranle of switches 
which we have developed, the requirement of the same was com-
pletely changed by DOT. Thcy say that they would not be able to 
have them, hence completely closed. The major reasons are technol· 
ogy as well as ordering f:om the DOT." 

3.6 In Bangalore complex, the percentage of production to targets in 
terms of standard man hours in different Divisions for products manufac· 
tured in-house during the last 3 years was as follows: 

Division 1992·93 .1993·94 1994-95 
(Percent) 

Strowger 104.93 69.61 39.33 
Telephones 91.12 64.12 58.35 
TransmissiQn 101.24 77.26 68.14 
Blec. Switching 115.49 80.28 15.34 

3.7 When asked about the present position, the witness informed the 
Committee that they have introduced new technology but the orders in the 
new technology as well·.as on today, are not available. If the present 
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situation continues in 1995-96 also, it will have losses. On being asked as 
to what efforts have been made by the Company to improve the 
performance the CMD, ITI Ltd. stated during evidence as follows: 

"As far as the efforts from ITI is c:oncemed till today there is only 
one customer. We have requested and represented our case to the 
full telecom commission sometime back and indicated as to what are 
our capacities, what is the order position etc. But we have not been 
able to succeed in that direction." 

B. Production In Nalnl Unit 

3.8 In Naini Unit MARR (VHF) systems' capacity has not been fixed 
and stated to be still under project stage. Multi Access Rural Radio 
(MARR) Systems production was 71% in 1992-93 and 45% in 1993-94 of 
the capacity. Additional capacity for MARR has ~n created in 
Bangalore and Rae Bareli Complex at a capital cost of RI. 5.67 crotes 
(Nov. 1993). 

3.9 The Committee desired to know from the company the reasons for 
under-utilisation of capacity in respect of Multi Access Rural Radio 
(MARR) systems and Telephones. In this regard the CMD, m Ltd. 
informed the Committee as under: 

"In case of MARR, we have developed a particular design. We were 
going ahead based on projections given by tbe DOT. They wanted to 
have these lines in the villages. But in between specifications were 
issued for a new design. For this new design we have to have the 
development activity. The total offtake by DOT was got reduced 
because the product was not available in the market. Again the 
design was changed and for that tenders were invited in the current 
year. The total order available for the design which was being 
supplied in the past were not available with ITI for which the 
requirement also vanished from the DOT." 

3.10 When asked to state the position during 1994·95 the CMD, ITI Ltd. 
informed the Committee that the company have not supplied MARR 
because of cbanges in design and the product was not available. About 
Telephones the witness informed that they have supplied 3,54,800 
J'elephones from Naini Unit against a capacity of 2.5 lakhs. 

3.11 On being asked from the Ministry whether the DOT give any 
commitment in regard to assured purcbase at the time of giving design 
specifications, the Ministry informed the Committee in a written reply as 
under: 

"The equipment is procured through open tenden. The technical 
specifications are also made available along with the tender 
Document. These specifications are not changed for a particular 
tender." 
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3.12 When asked about the reasons for frequent change in desinp, the 
CMD, ITI Ltd. informed the Committee during evidence as under: 

"The change in the specifications are made by the DOT and the 
design has to be developed by the ITI or by the supplier. The 
requirement of the change, particularly in this case where we have to 
build the rural communication. is on account of frequency problem. 
Frequency had to be desired because it is based on radio technology. 
Radio frequency has to be worked out. Initially, the product which 
had been designed was having a fixed frequency system. 
Subsequently, the design was changed so that the requency could be 
modified and changed at the site as per need. That was the change 
made later on. Further having made this change again due to the 
frequcncy problcm specifications were revised from VHF to UHF and 
this is the latest change. 

There is a likelihood that if the present scene continues, the 
requirement would be to link on lakh villages with the 
telecommunication network. But whereas against this, only. 6,000 
villages have been linked. 

3.13 When asked whether there was any problem regarding working of 
these telephones, the witness stated: 

"There arc large number of suppliers who have come and developed 
one or the other technologies. But we do not denY-that there are 
some problems as rar as our product is concerned and we have 
attended to these problems. As of today, for the rural 
communications. the new system has' been designed as per 
requirement of the DOT but in time to come probably it will get 
replaced with the digital communjcation. We are already working on 
it irrespective of the fact that till today it' 'has not been decided but 
from our side we are trying to see that such technology can be 
introduced. The cost factor i ... coming in the way but to have a stable 
and a better communication after 2-3 years digital sytstem is 'good." 

3.14 On being asked whether the DOT had indicated their demand for 
the equipment the witness stated as under: 

"The total demand which has been indicated by the DOT in the plan 
and based on which we have to work was that they would like to 
connect one lakh villages over a period of two or three years and 
based on that we have assessed the total requirement and the share 
of the market. In that share of market DOT has already agreed that 
of .each years requirement, 20 per cent will straightaway be given to 
In." 
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3.15 Later in a reply the Company informed the Committee R~ ufl'.kr: 

"Order book position of the Company in respect of MARR during 
the last three years inter alia stating share of the Company in the 
total orders given by DOt. 

ORDER BOOK POSITION (MARR) 

Year Configuration Qty. Shan.' of 
POT 

Ordcrs 

1994-95 
1995-96 

MARR 2115 VHF 
MARR 2115 VHF 
MARR 4136 VHF 
MARR 2115 UHF 
MARR 4136 UHF 

50 Nos. NIL 
NIL NIL 

1996-97 MARR 2115 VHF 
MARR 4136 VHF 
MARR 2115 UHF 
MARR 4136 UHF 

NIL 
NIL 
NIL 
NIL 
NIL 
225 
225 

NiL 
NIL 
NIL 
NIL 
NIL 
10% 

10% " .. 
---------------------

3.16 When askcd to state the total investment on the project tile 
Committee were informed in a post-evidence reply that it was Rs.· 10.41 
crores as on date. 

3.17 When asked to state the reasons for change in design specifications 
and inviting tenders for the new designs from the Ministry Member (P), 
Telecom Commission informed the Committee during evidence as under: 

"UHF type is a new technology. VHF type was baving limitation of 
frequency. That is why it has been changed. This is for everybody not 
just for IT!. We wanted to change over to a better technology. As we 
progress new designs keep coming up." 

3.18 When asked as to how much investment ITI will have to make in 
order to tum to new designs specifications the Ministry informed the 
Committee in a post evidence reply that the total investment required is 
estimated to be Rs. 50 lakhs. 

'3.19 The Ministry had informed the Committee that as on 31.12.1996, 
2,16,000 villages have been covered. IT! has :iupplied equipment for about 
25,000 of these villages. 

3.20 On being asked as to how the spare capacity of the company is 
proposed to be utilised, the Ministry informed the Committee in a written 
reply as under: 

"There is a large demand of MARR equipmcat. The demand would, 
however, be for the UHF Type of systems. The capacities created in 

S25 / LS F-S.A 
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IT! would be utilised with some additions of testing equipment etc. 
With the opening up of Telecom Sector, private companies would 
also be investing their money for provision of telephoncs in villages. 
These companies are also expected \0 need equipmcnt for providing 
telephones in villages." 

C. Spreading of Production 
3.21 Production was not spread out uniformly during the year as seen 

from the table below: 

1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 

WJ.992-93 
1993-94 
1994-95 

Production In perc:entaae to total 

In half year In quarter In quarter 
ended September cnding December cndinS March 

31.5 
34.8 
30.4 
26.3 
29.4 
27.1 
25.5 
36.S 
33.1 

23.3 
25.8 
19.3 
23.4 
21.1 
20.4 
21.5 
24.6 
25.3 

45.2 
39.4 
50.3 
50.3 • 
49.6 
52.5 
53.0 
38.9 
41.6 

3.22 According to Audit, even improvement of 10% in the production in 
the first nine months of the year would speed up the funds flow resulting 
in a saving of Rs. 3 crores on interest charges apart from other benefits. 
The Ministry had also been emphasising the importance of spreading the 
production uniformly during the year. 

3.23 When asked about the reasons for not achieving uni~ 
production, the Director, m Ltd. stated during evidence as follows: 

.. Against 53 we have tried to bring it down by monitoring from 53 to 
41 %. In 1994-95 we achievC"d. That is, for the last quarter it is 41 
percent. As regards 1994-95, we have made an attempt on this but we 
have not bee~/9Ie to achieve." 

3.24 The CMD. t.JI Ltd. admitted during evidence that was fault of the 
m. However the witness further stated as follows: 

"On the face of it it looks to be okay. But, unfortunately what is 
happening is that the IT! has been working along with DOT 
together as a Government Department working with year end 
fever which comes at the end of thc financial ycar if people are 
working eight hours earlier and productive hours are four in the 
last quarter they used to work for twelvc hours. Now that is the 
difference because in the public IICCtor, that is the culture which 
has been developed. As a commercial organisation this may IlOt be 

5251 LS F-5-B 
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reasonable. In the initial period say in May June or July when 
the schools and colleges are closed there is a high absenteeism. 
they go out and after the close of the year there is some 
slackness also. I am not denying it." 

3.25 In this regard the Ministry informed the Committee in a written 
reply as under: 

"The production during the first quarter of the year is generally 
l'Ow owing to large absenteeism of workers on account of 
holidays etc. It is not only the finished production but also the 
production of components assemblies and work in progress to be 
taken into consideration. What is finished towards the close of 
the year has been processed partially in the erlier parts of the 
year. " 

3.26 When asked whether the Ministry ever monitored the spreading 
of production by the company the Ministry informed the committee in a 
written reply as under: 

"The Ministry has been advising the Company for spreading out 
the production during various meetings being held with the 
Company at various levels. This item is also discussed during the 
Installers Meet held periodically. Supply performance is also 
monitored during these meetings." 

D. Quality Management 
3.27 The Company issued two quality manuals at the Corporate level 

in March 1980 and June 1982. But quality manuals in Naini, Palakkad 
and Rae Barcli units were issued only in October 1984, September 1985 
and March 1989 respectively. The manuals for Mankapur and Sri nagar 
were issued in January 1992. Earlier quality plans have not been fully 
implemented in Bangalore. Naini Rae Bareli and Srinagar Units. The 
Company has stated that ISO 9000 implementation process was formally 
launched in April 1991. A new comprehensive Company Quality Manual 
Based on ISO 9000 Standard was released in September 1992. Electronic 
City Unit, Bangaiore and Palakkad Unit achieved ISO 9002 Certification 
in April 1993 and September 1993 respectively. Telephone Division and 
T~ansmission Divisions of Naini Unit also obtained ISO 9001 
certification during December 1994. ISO 9000 implementation is in 
progress in OS Unit. Bangalore Complex. Progressively all the divisions 
of the Compa,-:' are being covered for ISO 9000 certification. The 
Company as a whole has not received ISO 9001 .certification. Till now 
2S products of the Company have achieved self-certifications status from 
DOT. 

3.28 When asked to State whether the company had chalked out any 
time bound programme for covering all the divisions under ISO 9000 
~rtification the CMD ITI Ltd. informed the Committee as under: 
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"Yes Sir, We have already chalked out a Plan that all the divisions 
and lhe units of the company must get covered under ISO 9000 
certification by the end of the year 19%." 
The witness further stated: 
"We have' in all seven units Dnd in each unit different divisions are 
there. We have made a plan that all these divisions and units must 
get covered by ISO by the cnd of 19<>6. Recently last wcek we 
have got a ccrtification for one of the divisions in Bangalore 
complex. The work on this is already going on in units and other 
divisions of the company. There is completc procedure which we 
have to follow that is drawing the quality manual getting it 
accredited and validated" 

3.29 When asked to state the action plDn for achieving ISO 9001 for the 
company as a whole the witness stated as follows: 

"ISO 9000, 9001 and 9002 arc the three certifications and it applies 
to different areas. In some areas it is 9001 in some areas it is 9000 
Dnd in some Dreas it is 9002. These arc the three types of 
certificates which apply depending on a particular division or unit. 
What we nrc saying is that 9000 is the series. So we shall complete 
all that up to the end of 1996. 

3.30 In this connection the Company informed the Committee on 
22.4.1997 as under: 

(i) Latest position of ISO certification of the various units of the 
Company. 

rCM Divison Bangalore Plant 
Control System Group Dangalore Plant 
Electronic City rlant Dnngnlore 
Transmission Division, Naini Plant 
Terminal Equipment Division Naini Plant 
Pulukkad Plant 
Hybrid Division, Mankapur Plant 
ESL I & II Division, Rae Bnrcli Plant 
New Products Division, Dangnlore Plant 
Telcphone Division, Bangalore Plant 

ISO 9001 
ISO 9001 
ISO 9002 
ISO 9001 
ISO 9001 
ISO 9002 
ISO 9002 
ISO 9002 
ISO 9002 
ISO 9001 

3.31 The Committee dcsired to know the number of complaints received 
during each of the last thrce years regarding quality of its products. In this 
regard the CMD, ITI Ltd. informed the Committee as under: 

"We have not introduced any such system by which the number 
can be complied. But whatever complaints we have received these 
arc being dealt with by each unit. In each unit we have an 
Engineering Division which receives all the complaints and then 
attends to those complaints. There have been complaints which 
w~'re received in respect of MARRproduct. Certain complaints 
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were received from the field for the telephone instrument. A few 
complaints related to transmission also. These complaints have 
been attended to and corrective action has been taken'. Based on 
the information received from the field about type ,?f complaints 
the design is changed. So Corrective steps arc taken," 

3.32 On being asked as to what is the machinery in the company to deal 
with these complaints the witness stated as follows: 

"Disposal is being seen by the Unit Chief. There is a Division 
called Engineering Services. That Division looks into the 
complaints and dispose them of. In order to ensure the quality, we 
have further developed at the Corporate level a OA Organisation 
which coordinates the total activities and monitors from the 
Corporate level all these activities with the different units. An 
executive Director has been posted for this purpose at Corporate 
leveL" 

3.33 The following cases of losses of money and image suffered in the 
past due to failure in Quality Management were noticed by Audit. 

(a) Complaints about plan 103 telephone instruments resulted in 
suspension of production from November, 1986. Ministry stated in 
January. 1992 that the product was selling well in the market at 
present. 

(b) One Unit did not have a regular primary testing equipment till 
July, 1988 and managed with a simpler Microtronic test system 
purchased in 1985. 

(c) Funds to the extent of Rs. 182.52 lakhs got locked up entailing a 
loss of interest of Rs. 15.22 lakhs when its products were held up as 
defective between August, 1985 and November. 1987. Ministry 
stated (January. 1992) that an attempt was made to economise on 
capital equipment but later when found absolutely essential the test 
equipment was purchased. 

(d) In 2 cases on replacement of failed spark quenchers and varistors 
and retrofitting of frequency sources Rs. 32.70 lakhs was spent and 
shortages of plan 103 and 104 telephone instruments were 
experienced as well as loss of order for 1.25 lakh Push Button 
Passive Telephones because of poor quality control. 

(e) In July 1985 Quality Assurance Department banned use of some 
components from two sources in Transmission equipment due to 
poor quality and reliability. The Naini Unit came to know only 
after 3 months. The equipment in which these components were 
.used were rejected leading to production loss and replacements. 
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3.34 Whcnasked to state the reaction of the company to these 
observations and action taken in this regard the CMD, ITI Ltd. informed 
the Committee as under:-

"Yes Sir. The points which have been brought out in the Audit 
report relate to instruments inward goods and quality manual. 
Wherever istrumcnts were lacking we have taken action and 
provided instruments in those areas. The inward goods inspection 
system has been changed and we have now ensured that 100 per 
cent inspection takes place of the goods. We have also introduced 
the qualtiy manual for the units and wherever any vendor's quality 
is bad in those cases that vendor is banned for supply in m. These 
arc the actions which we have taken on the basis of the 
observations in the Audit report." 

E. Divsersiflcallon 

3.35 The Committee desired to know whether ITI has any plans for 
diversification the CMD, ITI Ltd. informed the Committee as undet:-

"The other area which we have considered is the diversification 
plan. In that process we thought to utilise our manpower and go 
into the service area. We will be providing Mobile Radio Trunk 
Scrvices in 36 towns of the country which will be operative in some 
of the towns before the cnd of this financial year. 

We are also ready for the turn-key-jobs installation commissioning 
and rcpair centres. Now these are the service areas wllich we have 
taken up in order to utilise our obsolete machines and the 
manpower. We are studying if we can take up some of the part 
assemblies or components in the area of agriculture automobile 
power sector equipments etc. For this purpose we have nominated 
a Committee to go into the details and ..... possibilities of doing 
this. We will try to do it as far as possible with a minimum 
investment if required otherwise with no investment." 

3.36 When the Committee desired to know from the Ministry whether 
the inabilit1 of the company to diversify into areas other than 
telecommunications has affected its performance the Ministry informed the 
Committee in a written reply as under:-

"ITI has been supplying Telecom equipment to customers other 
than OUT viz Railways, Defence etc. As regards diversification 
into areas other than Telecom it was· not considered appropriate by 
the Company because the Telecom field itself had sufficient scope. 
In view of the changed market scenario the company has 
reorganised itself into business groups have set up strategic alliance 
with leading manufllcturers, set up certain joint ventures and are in 
the process of gearins up their marketing activities." 
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3.37 When asked whether In could enter into service sector the CMD, 
ITI Ltd. stated during evidence .as under:-

"In the service sector, what we can take up is VSAT mobile radio 
trunk service which will be operated during the current year. In 
some of the areas, we are already in dialogue with the expected 
private basic service operators for installation and commissioning 
with them and taking turn-key job with them. We are also trying 
as to how we can give them trained manpower. operate the 
service, etc." 

3.38 The witness further informed the Committee that m was debarred 
from the basic services and they came to know about it only on the basis 
of paper reports. When asked what was the legal authority behind this the 
witness stated as follows:-

"I can express my views on the basis of the dialogue took place 
between the employees' union, officers and the Chairman, 
Telecom, because they have represented the easc. We, as a 
management, have to follow the Government guidelines. Basically, 
two-three things which were told during that dialogue are: (1) That 
the manufacturers normally should not be a basic service provider, 
that is one criterion because it will create some differences. 
Number 2 it was expressed that it will need large sums of money 
which probably the ITI as a PSU docs not have. The third point is 
that the two Government organisations or two Public Sector 
Undertakings should not compete with each other. DoT is already 
operating and in case, the ITI also starts operating in the same 
area, there will be two parallel Government organisations 
competing with each other in the same service areas. 
These were the three reasons which were put forth during the 
discussions which took place in one of the visits of the Chairman. 
Telecom to In between the Officers Associations and the Union 
where the Management was also present." 

3.39 When the Committee desired to know from the Ministry as to what 
the reasons for not allowing ITI to enter into the basic service sector, tbe 
Ministry informed the Committee ill a written reply as under:-

"The decision to preclude PSUs for operating basic Services was 
taken to avoid competition between PSUs and DoT. Moreover, 
the decision to open up basic telephone services to private sector 
has been done keeping in view the large amount of resources 
required to achieve the targets laid down in the New Telecom 
Policy. Paucity of resources is, therefore, the main reason for not 
permitting the Government companies to take part in the 
operation of basic telephone services. Moreover, it is felt that \ 
entry in service sector was not crucial to ITI and they should 
concentrate mainly in the manufldurin, areas." 



30 

3.4'0 In this regard the Secretary, Deptt. of Telecommunications 
stated during evidence on 31.1.96 as under:-
"There were two reasons. First, I wish to make it clear that since 
the Committee is examining the ITI, it was not directed at ITI. 
Any Government company was disqualified from participating in 
that tender and we had given two reasons for this. First was, the 
very fact that we were asking the .private sector to come and 
provide basic services, had arisen out of constraint of public 
resources and we thought that if public sector is given licences they 
will again go to the Government for resources because the 
investments required were very much and it is not going to work. 
Let us go to the private sector nnd ask for additionality of 
resources' for improving the basic telecom services in the country. 

The second is the area of basic telephone, we did not see much 
meaning in a Government company competing with a Government 
company. " 

3.41 Whcn asked how there was a competition with Government, the 
witness stated as follows:-

"Because the arrangement was that there will be two operators in 
every State - a Government operator and one more operator. we 
were trying to liccnce that other operator nnd if that other 
operator is going to be the Government company, then situation 
on the ground is that DoT would be competing with a Government 
company. It would not have brought about a qU8Ntative changc." 

3.42 Stating about the role of DOT, the witness deposed as under:-
"OoT is not participating in the tender. The problem has been that 
we were trying to licence private companies as a Government. One 
operator was not giving thc berth to another operator. DoT as an 
operator will be separate (rom the Ministry. It will continue to 
operate. Simultaneously, efforts will be supplemented by the 
resources of a private operator who will bring his money and 
experience and enterprise and provide telephone. We do not want 
a scenario in which the Govenrment operator will be competing 
witty a Government company operator." 

3.43 When asked whether the decision not to allow entry of public sector 
into this sector was approved by cabinet the witness informed the 
Committee that "permission from the Cabinet was not requried. The 
Telecom Commission has representatives ~rom the Ministry of Finance, 
Planning, Industry and Department of Electronics. The Secretaries of these 
four Departments arc ex-officio members of the Telecom Commission. All 
of them considered this aspect". 

3.44 On being asked whether thc Govcrnment will revicw the policy the 
Secretary DoT stated that it was too late as tCn9crs had already been 
Aoated and invitcd. 



IV. FINANCIAL PERFORMANCE 

(a) Capital Structure 

4.1 The capital structure position as on 31.3.1994, 31.3.95 and as on 
31.3.96 is as given below: 

Share Capital 
Reserves and 
Surplus 

(Rs. in lakhs) 

As on 31.3.94 As on 31.3.95 As on 31.3.96 

8800 
43720 

8800 
37937 

8800 
12619 

4.2 In the pnid up capital of Rs. 88 crores as on 31st March, 1992 
Governmcnt of India hcld shares for Rs. 87.69 crores and Government of 
Knrnatuka for Rs. 0.31 erores. Government of India disinvested Rs. 17.53 
crores of its equity holding in July, 1992. At the end of 1994-95 company's 
long term borrowings stood at Rs. 316.77 crores which Rs. 118.70 crores 
came from bonds issued to public, Rs. 37.07 crores from Euro Dollar 
Loans, Rs. 14.53 from PICUP,Rs. 130.63 crores from public Deposits, 
Rs. 15.84 era res from loans taken from Government of India and Rs. 
19.60 crores from loans taken from Financial Institutions. 

4.3 The Sccretary, Department of Telecommunications informed the 
Committee during evidence that the Company has requested for increasing 
its equity base by Rs. 200 crores and a soft loan of Rs. 150 crores. When 
the Committee desired to know the action taken by the Government on 
the request of the Company, the Secretary, DoT informed the Committee 
on 27.12.1996 as under:-

....... These ate under process in the Ministry of Communications. 
You will appreciate that such measures will have to be taken on 
consultation with the Ministry of Finance. I would like to say that 
the Ministry of Communications would adopt a sympathetic 
approach while considering these proposals." 

31 
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B. Worldlll RelUhs 

4.4 The working results of the Company during the 1992·93 to 1995·96 
are as given below:-

(Rs. in crores) 

1992·93 1993·94 1994-95 1995-96 

Sales including 1483.95 1527.25 1036.62 782.62 
services 
Profit before tax 174.65 205.38 (-)85.32 (-)267.69 
Profit before tax 189.89 176.35 (-)81.91 (-)283.96 
(after prior period 
adjustment) 
Tax provision 104.00 92.00 
Net Profit after tax 85.00 84.35 (- )81.91 (-)283.96 

4.5 The unit-wise profitlloSl position during the last three years is as 
follow:s:-

(Rs. in crores) 

Unit 1993-94 1994-95 1995-96 

Bangalore (38.60) (9l.n) (110.89) 
Naini 23.14 (28.10) (73.93) 
Rae Bareli (3.71) (24.44) (48.93) 
Palakkad 33.29 . (5.29) (28.51) 
Mankapur 119.79 SO.03 0.43 
Srinagar (3.24) (2.88) (2.94) 
Installation Maintenance 0.14 1.79 3.49 
E.C. Unit Banplorc 50.26 20.54 (18.36) 
Regional offices (4.72) (0.37) (4.33) 

4.6 111 has been a profit making entity since inception to the production 
year 1993-94; the tum-over of the Company got tripled from RI. 50s 
crores in 1987·88 to Rs. 1527 c,rores, in 1993-94 with the same Resource 
Base. Profits grew from Rs. 18 crores in 1987-88 to Rs. 176 crores, in 
1993-94, From 1990-91 to 1993-941TI has been rated "Excellent" in MoV. 
However, during the year 1994-95, the turnover achieved was only 
R •. 1036.62 crores, basically for want of orders. During the year 1994-95, 
there was a steep faU in prices. This problem could have been overcome if 
ITI had large volume of orden with remunerative prices. 

4.7 Mankapur Unit bas produced more than the licenced capacity during 
1992-93, 1993-94 and 1994-9S, and the price per line is as per agreement 
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with DOT. The Mankapur Units's total production is being fully supplied 
to DOT as the equipment EIOB Electronic Switching Exchanges produced 
by the Unit were in great demand. 

Therefore, Mankapur Unit could be able to achieve outstanding 
profitability compared to other Units. 

4.8 When asked to state the reasons for steep decrease in financial 
performance of the company during 1994-95. The Ministry, informed the 
Committee in a written reply as under: 

(a) Reduction in prices of telecom equipment has affected the turnover 
of the Company by about Rs. 277 crores during 1994-95 as 
compared to the year 1993-94; 

(b) The low turnover is also attributable to very low orders in respect of 
certain products viz. ILT. 

(e) Huge interest burden owing to large borrowings by the Company. 
(d) Owing to the opening up of telecom sector, a large number of 

manufacturers have set up units in private sector. DOT procures 
equipments on the basis of tenders. The orders given to the 
Company depend 00 their ranking in the tender. 

(c) The manpower cost of the company is at very much high side 
i.e. about 20% of the turnover. 

4.9 Stating about the corrective steps suggested, the Ministry further 
stated in the written reply as under: 

The corrective steps as follows have been suggested to the company 
from time to time:-

(a) To diversify into new areas and new technologies even by way of 
acquiring the same through collaborations or Joint Ventures etc. 

(b) To exploit potential of telecom markets io other segments viz. 
Railways, Defen~. exports etc. 

(c) To takeVactioo to reduce their cost of production and increase its 
productivity. 

(d) To strengthen their marketing set up. 
(e) To have interaction with the other PSU of DOT viz. HTL in order 

to ensure that IT! and JITL manufacture different items in order to 
take full advantage of 30% reservation. 

(f) To make special efforts to realise their outstanding payments. 
(g) To prepare and send a revival plan of their Srinagar Unit. 
(h) The company has been advised to develop a mechanism at 

corporate level to monitor the aspects of diversification, 
improvement of productivity. exploitation of non-DoT markets and 
exports etc." 
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(C) MarketJna, -Prldn, A Colt CODtroI 
4.10 The ~tomer composition in respect of sales of the Company 

during 1993-94, 1994-95 and 1995-96 was as follows:-
(Rs. in crores) 

1993-94 1994-95 1995-96 

Government Departments 
DOT 1455.06 858.96 689.27 
Non-DOT 6.46 24.62 

Total 1461.52 858.96 713.89 

Public Sector Undertaking 13.40 55.69 
Exports 2.24 2.76 1.42 

Others 50.09 174.90- 11.62 

1527.25 1036.62 782.62 

• includes aala to non-DOT and PSU •. 
4.11 Till March, 1985, the Company which was the only major producer 

in the country for most equipment in the telecommunication sector enjoyed 
a captive market, with most of its sales, going to the Department of 
Telecommunications. Thereafter under the change in I.ndustrial Policy 
Telephone InstrumentJ~ small exchanges, PCM system, microwave and 
UHF systems. FDM Multiplex. Multi-access Radio. Telemetry. Tele-
control systems and turnkey jobs became open to others who gave 
competition to the Company. From around 1991-92 the Company has to 
compete with many others who have entered the market and possess 
know-how in the state-of-the-art technology. Competition is on both price 
and quality fronts. 

4.12 The Company's sales to Non-DOT customers came down from 
12 percent of the total sales in 1988-89 to 4.7 percent in 1993-94 and rose 
to 11.93 in 1995-96. According to Audit the Ministry was of the view that 
control of cost was necessary to make Company's prices competitive. 
Otherwise the Company was unlikely to secure sizeable orders, as in the 
past. 

4.13 The Committee desired to know the steps taken by the Company to 
increase sales to non-DOT customers. The CMD, m Ltd informed the 
Committee during evidence as under: 

"The major nOD-DOT customers are Defence and Railways. We 
have made our marketing more aggressive and strengthened the 
marketing to take more orders from Defence and increase our sales. 
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That is one area, as regards the existing position. Once the private 
basic telecom operators come in the field, may be next year or so 
market will increase. We are already having dialogue with all 
prospective basic service providers to provide them our products as 
well as services. In case they come up, there is a possibility tbat our 
product sale to non-DoT customers would increase. But in the 
present circumstances, the entire telecommunication is being set up 
by DoT and the major sales goes only to them. There is no ,otber 
way in which we can sell the products. Even the Defence take the 
public network first for their own, if they have to build private 
network, they are establishing and we bave established for Defence 
in part." 

4.14 On being asked about the cost control measures adopted by the 
Company for making the products competitive in the market, the CMD, 
m Ltd., stated during evidence as under: 

The major cost in ITI is with reference to material cost, labour 
cost and interest cost. These are the three costs wbich are 
contributing the major amount for any particular product. In respect 
of material we have already initiated action three or four years back 
and we have been able to acbieve reduction in material cost for the 
same product by change in design and by making re-engineering in 
the processes. In the process, material cost reduction has been 
achieved. That process is still continuing every day and nipt for 
each product. 

The other area is labour. We cannot do aoytbin, at the moment 
to reduce the labour cost. 

In respect of the interest cost, attempts have been made in tbe 
past to take loans from different financial iDJtitutioDl at low rate of 
interest i.e. inter-corporate deposit commercial paper etc. But we 
could not succeed in these attempts as muda u we expected. The 
total reduction in interest has not been achieved. In respect of 
overhead expenditure, we have now introduced a more stricter 
control in the budget. During the last year we have identified three 
major elements of cost and on that we gave taraet to each unit tbat 
they have to reduce by 10% or 20%. making certain adjustments. 

These are the measures we have taken to reduce the cost. But 
most of the other cost as on date is of the fixed nature." 

4.15 In this regard the Ministry informed the Committee in a written 
reply as under: 

"Ministry has advised the management of the Company to take 
necessary cost control measures viz. adopting technology updation, 
reduction of overhead costs and improvinl the overall efficiency in 
order to make their products' competitive in the market. 

The Company bu eatablished Value EniineeriDJ Cells which take up 
critical produc&s baled on it. life and competition on a contiDuous basis. 
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For most of the products cost have been established and efforts arc made 
to reduce the· cost keeping the performance and quality on the same level." 

4.16 When asked to state as to what steps have been taken by the 
Company to strenlthen the marketing managcment in the company, the 
company informed the Committee in a post-evidence reply as under: 

"The Marketing Management in the Company is being 
strengthened, various strategies are being evolved and the working 
groups are being formed to suit the business aroup concept and the 
product mix in the Company. As this would take some more time, it 
is expected that Marketing Manalement, inter lilia, would fully take 
under its control the following ISpects also: 

I. Mismatches between different parts and systems. 
II. Commissioning of equipments and timely delivery. 

III. Shortfall in supplies. 
IV. Functioning of the cquipments, production and qUfllity 

control aspects of aU the products of the Company. 
V. Slippages and imbalances in the supplies of all the products. 

At. this is a continuous process, tbe Marketing Management 
is expected to achieve the fuJI customer satisfaction over a 
short period of time." 

D. Price agreements with DOT 
4.17 The pricing of products of DOT is generally governed by pricing 

agreements. As per an agreement entered into and effective from 1.4.86. 
The Company could get, with tbe purchase order a 35% advance, which 
wu revised to 45% from 1.4.89. The Company in~rred avoidable interest 
of Rs. 3.54 crorc~s on casb credit due to delays in claiming advance in 
26 cases. The Company also had to pay liquidated damages amounting to 
Rs. 49.35 crores on supplies during 1987-88 to 1~91. During 1987-88 to 
1991-92, due to non-sequential supplies. Rs. 137.11 crores were blocked up 
as billing for non-sequential supplies was barred. Further cases of delay/ 
noo-drawal of advances amounting to Rs. 6.61 crores and consequential 
loss of interest of RI. 1.14 crores were reported to the Ministry in March, 
1995. Since August 1992. DOT has stopped payment of advance against 
orders. Company paid a further Rs. 105.97 crores from 1991-92 to 1993-94 
towards liquidated damages. 

4.18 When asked to state the constraints being faced by the Company in 
adberins to delivery schedules, tbe CMD, m Ltd. stated during evidence 
as follows: 

"The coucept of Idvance Bpinst an order wu introduced in 1986. 
This came up for thc first time in an qreement signed in 1987. 
Once an order is pllCed. bued on that we have been c1aimin, the 
advaac:e but die orders pl'- did "h!~~ price in a number of 
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. CUCI and till the price is settled we cannot uk for the advance. In 
the meantime. The DOT issued instruction. that whatever the 
order that they place unleu and until are unconditionally accepted 
by us we cannot draw the advance. But we found that the delivery 
schedule indicated in order were not pouible to be met by us and 
as IUch there have been delays in asking for the advance." 

4.19 The witness further informed the Committee that they bave been 
pursuing this with the DOT and told them tbat as per the agreement 
advance should be given aIongwith the order but they have not accepted it. 
When asked by tbe Committee whether DOT has given any reasons for 
this the CMD, m Ltd. replied in negative. On being asked as to what 
corrective measures have been taken by the company to reduce the 
liquidated damages. the witness stated during evidence as follows: 

"For a particular year, we had paid liquidated damages of Rs.SS 
crore. After taking action. this figure has now gone down to 
Rs. 14 to Rs. 15 crore. In some cases we have earned a bonus. We 
have now taken action to ensure that the entire product goes into 
one, lot, the~e is no mismatch or sequencing problem." 

4.20 On being asked how far the payment of liquidated damages was 
justified when DOT was not adhering to the agreement, the CMD, m 
Ltd. stated during evidence as under: 

"What we have done is, for all these liquidated damages, which 
have been recovered by DOT, we have represented in respect of a 
large number of cases whicb were beyond tbe control of m. The 
DOT have constituted a committee and that committee is 
examining these cases. In 95 per cent of the cases which have been 
examined by the committee, so far tbey bave recommended refund 
of the liquidated damages. So, we baverecovered some of tbe 
amounts that we have paid." 

4.21 When asked whetber these clearances have been accepted by the 
Government. the CMD, ITI Ltd. stated durin. evidence as foUows: 

"They have been accepted. We have got the money back. This is a 
long drawn process because we have to prove that it is beyond the 
control of rn, that it was a kind of force majeure event. Now we 
are in the process of getting refunds on these claims. In a number 
of cases, we have found tbat tbey have accepted to refund the 
liquidated damages paid by us." 

4.22 Replayina to a query as to when this examination would be 
completed, the witaelS informed the Committee that at the rate at which 
the work is being done presently, it may take appromnately six to eiaht 
more months. ..' 
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4.23 The Committee desired to know the reasons for delays in payment 
of advances. The Minsitry informed the Committee in written reply as 
under: 

"Purchase orders were issued by the Department of 
Telecommunications. New Delhi and Ws ITI were to claim the 
advance payments from the Chief Pay & Accounts Officer, ITI 
Bills, Bangalore. The advance had to be paid, for supplies 
scheduled for the first 12 months, at 35% (45% from 1-4-89) of the 
base price of the contract as per Clause 12.1 of the Agreement. 
For new items purchase orders were placed indicating the name of 
the equipment and numbers required to be worked out by the 
Chief Pay &: Accounts Officer, ITI Bills, Bangalore in the manner 
laid down in Clause 7 of the Agreement, on the basis of the 
quantities of raw materials which could only be drawn up by 
Ws ITI. Advances amounting to Rs. 799 crores were paid during 
the period fromI986-87 to 1989-90. 26 cases of delayed advances 
involving Rs. 38.01 crores from 1986-87 to 1989·90 have .. been 
pointed out by Audit. In these cases claims were delayed mainly 
due to revision of delivery schedules or preparation of material 
lists. Once the claims were received, payment was madc 
expeditiously. 

A purchase order was placed in October, 1990 for the supply of 
23 ILT-2048 Exchanges of which 15 exchanges were allocated to 
Bangalorc Complex and 8 exchanges to Palak~ad .!Jnit. Ws ITI 
wu requested to furnish the material list to work out the rates. 
Instead Mis m Ltd. Bangalore claimed 45% advance for 
15 exchanges on 31..10.90 as per provisional rates of ILT 512. 
Similarly, Ws m Palakkad submitted the bill on provisional basis 
for 8 exchanges on 2.11.90. Both the bills were returned on 
14.11.90 with the request to come for rate build up. After several 
discussions with CPAO. Ws. ITI. Bangalore resubmitted the bill 
on 21.11.90 and the payment was made provisionally on 23.11.90 
of 4,36,40.000. Mis m. PaIakkad resubmitted the bill on 20.3.91 
for Rs. 2,30,40,000 and payment was made on 23.3.91. 

Advances against purchase orders were discontinued in 
September, 1992. after instructions were received from the 
Ministry of Finance in connection with controlling the fiscal deficit. 

4.24 On being asked for the reasons for claiming liquidated, damages 
from the company though the advance was not given to the company in 
time, the Ministry informed the committee in a written reply as under: 

"The lavy of LiqUidated Damages is governed by the relevant 
contractual provision in the Agreement and is linked to the delay 
in auppliel beyond the contracted delivery date." 
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4.25 Wben asked wbether the DOT should not pay penal interest to the 
company on delayed advances, the Ministry informed the committee in a 
written reply as under: 

"There is no provision in the Agreement for payment of penal 
interest of delayed advances. Moreover, only a very small part of 
the delay is attributable to DOT." 

4.26 On being asked whether the company got interest on delayed 
advances the CMD, ITI Limited replied in negative. The witnCII informed 
the committee that the company bad requested to include a clause in 
agreement for penal interest for delays in receipt of advances but it was 
not accepted. When asked whether any responsibility could be fixed on 
any official for not receiving the advances in time, the CMD, ITI Ltd 
stated during evidence as follows: 

"I do not think that there was any lacuna on that score." 

E. Export performance 

4.27 Exports achieved in the Company in recent years were as follows:-

Year 

1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93" 
1993-94 
1994-95 
1995-96 

(Rs. in lakhs) 

36.71 
17.86 
26.53 
22.23 
%.75 
86.60 

224.46 
276.43 
141.63 

4.28 Informing the Committee about the usistance required from the 
Government in improving the export performance of tbe Company, the 
CMD, ITI Ltd. informed the Committee during evidence as under: 

"We have requested the Government by way of a written 
communication. We are asking for two types of assistance. One is 
for projecting the image of m outside the country so that it 
becomes a known name." 

The witness further stated: 

"Yes, Advertisements, participation in exhibition and 
demonstrations. sending people for marketing. etc. Those are tbe 
thinp which we have requested the DOT and also the financial 
assistance in these areas. The second thing wbicb we are reql,luting 
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is that in these countries Africa and others, if there could be a 
'Government to Government' financial arrangement which could 
be made, it would facilitate those countries in taking up Indian 
products. 

It is just like what is being done by other countries. Japan, for 
example, is giving a lot of aid to Russian countries: ~ey ~e 
giving some aid for development of telecommumcatlons 10 

different countries. It is available from Government of India, those 
countries will be coming to India." 

4.29 In this regard, the Ministry informed the Committee in a written 
reply that the m expected that they should be helped by the Government 
for propagating the Company's namelbrand and their products etc. in 
other countries. The Company also expected Government's support by way 
of arranging bilateral talks, giving recommendatory letters and supporting 
proposals for soft loans etc. When asked as to what action has been t,ken 
by the Ministry on the request of the Company, the Ministry informed the 
Committee in a written reply as under: 

"A letter from CMD, m was received in June, 1995. He also 
requested subsequently that Ministry should write recommendatory 
letters for promoting their exports to Mauritius. Ministry gave due 
reply to Company's letter of J.une, 95 advising them to send 
specific plans for boosting exports. Further, as d06ired by the 
Company, recommendatory letters for boosting their exports to 
Mauritius. were written by Chairman, Telecom Commission to the 
concerned authorities. It is also stated t,he Company has been 
encouraged from time to time to increase their exports. Their 
proposal for setting up of a joint venture company in Singapore, 
mainly for export promotion, was duly supported by the Ministry. 
m is also encouraged to participate in various exhibitions and 
seminars abroad. 

An Export Promotion Group is existing in the Ministry to promote 
the exports of telecom equipment from the country.' The total 
exports in respect of telecom equipment during the last four years 
have increased from Rs. 20 crores (1991-92) to Rs. 131 crores 
(1994-95) by the telecom Industry as a whole." 

4.30 The CMD, m Ltd informed the Committee during evidence that 
so far they have been. able'lo do only Rs. 2.5 to RI. 3 crores of export 
tum-over and next year;'" they are planning to achieve RI. 50 crores. 
However, the Committee were informed that actual export figure during 
1994-95 was 2.76 crores against the MOU target of RI. 3.60 crores. 
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F. Sundry Debtors 
4.31 The Sundry Debts vis-a-vis sales in recent years are given below:-

(RI. in Crores) 

Year Sales Sundry Debts %age of No. of 
including Debts considered Sundry months 

services doubtful debts sale rep. by 
to sale. Sundry 

Debts 

1986-87 440.70 409.69 6.47 92.9 11.2 
1987-88 508.48 456.29 8.48 89.7 to.8 
1988-89 625.18 496.95 7.12 79.5 9.5 
1989-90 958.75 600.49 0.56 62.6 7.5 
1990-91 978.46 651.76 0.9~ 66.6 8.0 
1991-92 1084.70 782.12 1.26 72.1 8.6 
1992-93 1483.95 876.58 0.93 59.1 7.1 
1993-94 1527.25 915.20 1.33 60.0 7.2 
1994-95 1036.62 755.82 1.82 72.91 8.8 
1995-96 782.62 564.81 2.38 72.47 8.7 

4.32 According to Audit, the reasons for such heavy accumulations of 
Sundry Debts vis-a-vis sales were understood to be:-

(i) Non payment by DoT. 
(ii) Non submission of bills by Company. 
(iii) Objection raised on bills by DoT. 
(iv) Inadequacy in billing, despatch to wrong consip~ and cleric:al 

errors in Company . .-
(v) Delay in approving rates for pilling. 

(vi) Delay in agreement on adhoc escalations to be claimed. 
4.33 The Ministry informed audit in March, 1992 that the Company sent 

heavy bills at the end of the year and gave insufficient time to DoT to 
check them. 

Also if the supplies were evenly spread during the year and billing was 
evenly made by the Company during the year the problems could be 
avoided. 

4.34 The Committee desired to know the steps taken to improve the 
situation. The CMD, m Ltd. informed the Committee during evidence as 
under:-

"There are two avoidable reasons for which we have initiated action. 
One was the mismatch or non sequential supply. That we have 
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analysed and the monitoring mechanism is introduced. The other 
reason which was existing is with reference to certain mistakes in 
invoices which were raised either on account pf the rate or consignee 
or anything else. For that we have introduced a system of internal 
c:Mck by the Internal Audit Department. Checking will be carried 
out by them so that continuous correction is made." 

4.35 On being asked about the reasons for heavy year end billing, the 
witnell informed the Committee as under:-

.. As far as supply is concerned, what we have said is tbat we have not 
been able to achieve even the supply target." 

4.36 When asked whether the Company will be able to rectify the same 
in future, the CMO, ITI Ltd. assured the Committee that in future they 
will ensure that it is made as per their requirements and without any delay, 

4.37 The Committee desired to know whether the Ministry has 
moaitored the corrective steps taken by the Company to avoid 
..x:umulation of Sundry Debts. The Ministry informed the Committee in a " 
written reply as under :-

''The Company has introduced internal cbecks for tbe purpose. The 
Ministry is also pursuing the cases with the paying authorities for 
clearance of the outstanding payments to the company more promptly 
on a regular basis. It is expected that the position in respect of sundry 
debts will improve in the near future. The Government Director on 
the ITI Board has time and again in 'various Board meatinp drawn 
attention to the sundry debts position and asked ITI to reduce the 
same." 

4.38 The Company had informed the Committee that the sale from m 
to DoT is increasing from year to year but the provision in DoT budget for 
payment to m is not being increased proportoinately resulting in increase 
in debtors outstanding year after year. The issue of increasing the budget 
provision of DoT was taken up by the Company every year. In addition, 
there were adhoc deductions and unilater dl decisions taken by DOT which 
raulted in long outstanding dues. Prolonged correspondence in resolving 
tbeIe deciaioos took long time. 

4.39 The Committee desired to know whether the Company could cite 
any examples of such adhoc deductions. The CMD, m Ltd. informed the 
Committee as under:-

"There are plenty of examples. There was a deduction of RI.' 3 crorea 
in case of MCPC V-SAT. We have been laying that the price 
indicated by DoT is not correct. There is no other cUltomer. But the, 
want to pin down on a particular price. We have DOt lOt it. Tbere 
can be a number of such cues where the ....... IIdd up. AaywaJ. 
we are taking action wherever it is feui~." 



V. GENERAL 

A. Manpower M8Il8Iement 

5.1 The manpower strength of the company as on 31st March, 1996 wu 
26,272. When the Committee.: desired to know whether the company b. 
conducted any scientific study to assess the actual manpower requiremeat 
in each of the units, the CMD, ITI Ltd. replied in negative. The company 
had earlier stated that the policy of transfer from one unit to another could 
not be implemented. The CMD, ITI Limiled stated during evidence that 
the first reason is the geographical situations of the unit. The second 
reason is that they do not have the requirement in any of the unit. 

5.2 In Rae Bareli Strowger Division out of the surplus of 200 perlOlll 
were expected to be redeployed by 1994-95. However, 2000 persons were 
still surplus at Rae Bareli and 978 at Bangalore complex as on 31.3.199S. 

5.3. The Committee desired to know whether the company has thought 
of schemes like Voluntary Retirement Scheme. The CMD, ITI Ltd. 
informed the Committee during evidence as under:-

"We have introduced the Voluntary Retirement Scheme and till 
1994-95 about 3,000 employees have already availed that facility. In 
the current year also we have opened that scheme and approximately 
about 600 employees have applied for voluntary retirement. In spite 
of this we will have the surplus manpower. But we have not made 
any study to identify the exact quantum of the surplus manpower. 
But based on the obsolescence of the products, it is seen that the 
major surplus manpower is available in respect of Rai Bareli and 
Bangalore units, because in these two units major products like 
strowger and cross-bar type of switches have fully become obsolete. 
Some diversification has been done to rtdeploy the surplus maa-
power. In the case of Rai Bareli unit, we started manufacturin, C-
DOT switches where we are employing a part of the surplus 
manpower. In the case of Bangalore unit, we have introduced the 
new switches of the OCB type for the subscriber end equipment 
producing 5,00,000 lines and being a sophisticated line it is leat 
manpower oriented, we will not be able to employ that much of 
manpower. So, surplus manpower continues with us." 

5.4 When the Committee desired to know whether the company conduct 
any executive training programme, the witness informed the Committee u 
under:-

"In respect of Executives, we organise training programme to meet 
the prescnt requirements. We have developed for ITI, in collabora-
tion with the Indian loatitule of Maaqement, Bugalore, a apec:iaI 
PI'Op'UIl1IlC of four moaths duration and in that two batches of m 
Executives compl"ilin, about 2S people in each balch have reccatly 
completed their traiDin,. Similarly in coDaboraOOa willa 
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Hyderabad Institute, we have developed a programme for the middle 
level Executives for a duration of two weeks and there also we have 
completed the training programme for two batches so far. 

So, like this there are certain training programme which have been 
taken up. In respect of non-Executives the working class, the area 
which we have decided is the service area where we can make use of 
and that too in the installation and commissioning operations. We 
have intended that we would develop about 158 non-Executives in 
that area. The training has commenced yesterday for the first batch 
of 30 people at Rai Bareli. The second batch will be takiog the 
training at Naini and we intend to take two batches for training at 
Bangalore. 

These are some of the programmes which we have already drawn 
and scouting. Our HRD Department is also looking into some fresh 
programmes to increase the knowledge of the employees." 

5.5 When asked whether the company had any regular .annual, 
programme for executives, trainees and promotional avenues for these 
trainees the witness stated as under:-

.. As regards the non-executive, there is no in-take. In respect of 
the executives, we have the in-take every year and that too we take 
from IITs regional engineering colleges and IIMs as the campus • 
recruitment. Simultaneously, we take fresh Chartered Accountants 
and Cost Accountants because in this area, we are finding that the 
outnow of executives is very high. In the past some in-take';s taken 
for all these executives. These executives are taken at Level 2 of the 
Company. 

Then, we have time bound scheme for upgradation. So, far it was 
covering from four years to six years period every year and 
everybody was able to get it. On the promotion avenues, we have 
made a study on this which was done by a committee headed by Mr. 
Udaiparikh who is an expert on HRD system. They have given their 
recommendation. They have divided different levels into three levels, 
i.t. junior level, middle level and senior level. The existing grades L1 
L2 and L3 have been combined together and said as junior level. In 
that promotion an upliftmeqt is based on the time factor i.t. after 
they complete a certain periOd of time and other things being equal, 
one gets elevated. Whereas from junior level to the middle level, one 
has to pass through the requirement of interview assessment 
and potential for future." 

*~~_';=~So~h~~1l;&'~:iii~~rv: ~b:~!:r ~~c: 
from various parts of the country. The CMD, In Ltd. assured the 
Committee that they have noted the suggestion. 
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5.7 Stating about the outflow of candidates recruited the CMD. ITI Ltd. 
informed the Committce that in the second year outflow was about 

10-15 percent. In the third year it increased to abopt 45 to 50 percent and 
after four years, the left over was about 10-15 percent. When asked about 
the reasons for this the witness stated that it was because of the 
opportunities and bettcr perks available to them out. The witness also 
informed the Committee that they had communicated to the Ministry 
about the problem of brain drain due to low financial packages. When 
asked from the Ministry as to what action has been taken by the Ministry 
in this regard, the Ministry informed the Committee in a written reply as 
under:-

"The problem of brain drain is there in the Company owing to the 
opcning up of telecom sector and setting up of manufacturing units 
by MNCs and private sector companies. The company has been 
discussing about this problem with the Ministry on different 
occasions. This problem was also mentioned by CMD, ITI in his 
lctter dated 6.3.95. The flight of technical personnel from PSUs is, of 
course, a serious problem. 

The pay scales in PSUs including ITI have recently been revised. 
The company is also diversifying into various other projects and 
updating their technologies. They are also contemplating to enter into 
value added services viz. Paging, Radio Trunking and VSA T etc. It is 
expected that these measures would arrest the exodus to lOme extent 
as the' engineers will get more job satisfaction to stay on in the 
company." 

5.8 The percentage of production hours to hours paid for was quite low 
during the past many years. During 1994-95 this percentages was 54.79 in 
Bangalore, 86 in Naini, 73.22 in Rae Bareli, 70.75 in Srinagar, 90.72 in 
,Mankapur and 84 in EC Unit. 

5.9 When the Committee desired to know the reasons for low 
production hours to hours paid, the CMD, ITI Ltd. stated during evidence 
as under:-

"Sir, earlier, we have talked about the surplus manpower; that 
manpower is paid whereas we do not have the production. SQ, 
corresponding to that there is a gap between the production hOUri 
and the paid hours. So, low utilisation is one of the reasons." 

S.10 Stating about the steps taken to improve this percentage, the 
witness further stated as under:-

"To improve this percentage, we have introduced the Voluntary 
Retirement Scheme so that the paid hours can be reduced. Another 
one is to utilise the available manpower for productive purpose by 
diversification of some of the activities which we have explained to 

,IOU a litt1ee.rJier, but the, total utilisa~if>~. ~, ~J~ R,ui!)le 
'becabse tbe products whtch are coming Iii 1Ife ril'ftft ate •• 
manpower-oriented. So, we will not be able to fully utilise that 
manpower. " 
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B. Materials manaaement 
5.11 The total inventory during the year' 1992·93 to 1995·96 was 

Rs. 729.94 crores, Rs. 662.74 crores, Rs. 636.30, and Rs. 534.33 crores 
respectively. The inventory as compared to norms was as follows:-

Norms 1992-93 1993-94 1994-95 1995-96 

Work-in-Progress 1.5 months 1.9 1.5 1.96 2.1 
(in months of 
production) 
Finished Goods 0.5 months 1.1 1.36 1.99 1.4 
(in month of sales) 

Total inventory 50% 49% 43% 61% 68% 
(Percentage 
of sales) 

5.12 The Committee desired to know the reasons for the inventory of 
work in progress and finished goods being generally higher than the norms. 
The CMD, ITI Limited, informed the Committee during evidence as 
under':-

"In the case of work-in progress, on an average, there is not a very 
wide gap. But in the case of finished goods, it is very high. When the 
norm is half-a-month, it has been kept for one to two months. It is 
due to the production cycle time and the inspection cycle time which 
results in such situation. We have also observed that Whatever 
production we achieve during the last quarter, the entire production 
cannot be passed by the insp,ection wing and, as such, large quantities 
of finished loods are left over at the year end.". 

5.13 Later in a post evidence reply the Company informed the 
Committee as under:-

"ITI while quoting to DoT and Non-DoT customers has to work with 
very limited lead time for delivery. Some of the selected goods are 
kept in ex·stock in anticipation of ord:m. Long lead time of customer 
inspection at times results in such inventory. To be in readiness to 
supply material in time, certain sub-assemblies and assemblies are 
maintained in the shop, which assists in work-in-progress for the 
production of final system." 

5.14 Whc;n asked if they agreed with the contention of ITI, the Ministry 
informed the Committee in a written reply as under:-

"There may be a few cases of urgent requirements of the DoT wbere 
the lead time for delivery is less. The contention of ITI is, therefore, 
not fully correct. 

Inventory management is primarily the activity to be controlled by 
the Company. This issue is periodically reviewed by the Management 
of tbe Company as also by the Board of Directors." 
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5.15 When asked whether this excess inventory was responsible for 
write off of nn amount worth Rs. 40.61 crores, the CMD, ITI stated 
during evidence as follows:-

"This write off has not been done for this reason. This practice of 
'write ocr has not been adopted since the start of the company. All 
this is due to the accumulation over a long period. This has 
happened particularly due to the fast cbanging technology. If tbe 
same teohnology continues and if the same product continues, this 
obsolescence does not take place. But due to the obsolescence in 
electronic or telecommunications which bas set in, we had to treat it 
as a write off. In the past, during the seventies and eighties, there 
was hardly any write off. It was all due to accumulation and a 
decision was taken to write of(. " 

5.16 There was net shortage of Rs. 214.96 lakhs during 1992-93 and net 
excess of Rs. 254.99 and 195.54 during 1993-94 and 1994-95. The 
Committee desired to know from the company the reasons for these 
sbortages and excess. The CMD ITI Limited, informed the Committee 
during evidence as under:-

"The shortages and excesses as reflected are based on the physical 
verification of the stores. In every unit, we have the stock of raw 
materials and components which is physically verified periodically 
and on a continuous basis. Based on that physical verification and 
the stock indicated in the pin card, the difference is located, the 
figure of Rs. 2 crore is for the entire company. In certain cases, the 
quantity is in excess; in certain cases, the quantity is less. Now, 
these are analysed subsequently to reconcile. In a number of cases, 
these arc due to the documentation and mix of the components. In 
every unit, the components run into 10,000 to 20,000. When the 
documentation is made, sometimes, it so happend that instead of 
showing it, for example, under code No. D2-5678, it is shown under 
code no. 68 where it gets posted and is reflected there. 
So, these types of variations comes in a large number because once 
we have a large number of components wbich we have to verify, 
later on, we try to gct it reconciled. These are the actions which we 
take on a continuous basis. This is a continuous process which we 
do." 

5.17 Later in a post evidence reply the company informed the 
Committee as under:-

"Main reasons for such shortages and excesses are attributable to 
the following factors. 
Mismatching of code number of materials during physical 
verification. 
Non-updation of pincards and stores ledgers in the computers. 
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Delay in regularisation of material issued on Joan basis on 
authorisation. 
These shortages/cxcesses are generally rectified after checking of 
stores during the next financial years." 

C. Research & Development 
5.18 The Company has set up Research and Development divisions at 

Baogalore in 1952, at Naini in 1m, at Rae BareU in 1989 and at 
Mankapur in 1990. In 1948 know-how came from collaborators and wu 
limited to knowledge of manufacture ef Automatic Exchanlel usin, 
Strowger Switching system. It was transferred from Bangalore to Rae 
BareH. Know·how for producing Desk 332 type telephone came from 
abroad and further models developed inhouse. Technology for Crossbar 
Switching Equipments was imported in 1964 but system ICP was 
developed, and was produced in Rae Bareli. Other systems developed 
includcd 16 transmission systems. The value of production of own 
devcloped systems and products accounted for 60 percent of value of 
production during 1987-88 and 1988-89. ' 

5.19 The Telccommunications Research Centre (TRC) was a wing of the 
DOT. From August, 1987, TRC limited itself to R&D functions and 
engineering support was entrusted to a newly formed lOCiety called 
Telecommunication Engineering Centre (1EC) which was under DOT. In 
August 1984, a Centre for Development of Telematics (C-DOT) bad been 
set up also as a registered society fully funded by Government. In August 
1989, the R&D functions of TRC were taken over by C-DOT which came 
under the Telecommunications Commission of DOT. The Ministry Itated 
(January 1992) that product development and engineerin, wu entrusted to 
the Company's R&D, while system engineering and te.chnical development 
was entrusted to Telecommunications Engineering Centre under DOT. 

S.20 The Committee desired to know from the Company the expenditure 
incurred on R&D during the last three years and whether it was 
commensurate with the size of the operations of the company. Replyina in 
affirmative to the latter question, the CMD, ITI Ltd. informed the 
Committee during evidence as under:-

"For R&D on revenue expenditure during 1992-93 RI. 24.85 crore 
were spent, during 1993-94 RI. 40.76 crore were spent and during 
1994-95 RI. 28.33 crore we~e spent. The capital expenditure incurred 
for these three years were Rs. 1.87 crore, RI. 3.84 crore and RI. 2.14 
crore respectively." 

S.21 When asked whether the company has been able to achieve its 
objectives in the field of R&D, the witness stated as under:-

"In the past we have achieved objectives for R&D by introduction of 
new projects developed by the ITI itself and total sale has been 
approximately to the extent of 30-40 per cent of the products 
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developed by the ITI. But in the recent past we have not been able 
to do 10 because of the fast chanlin. technoloJY and introduction 
into the world market. In the past we had achieved our objectives." 

S.22 In this regard the Ministry informed the' Committee in a written 
reply as under:-

"The company has been able to acquire expertise in R&D over the 
yeara. The company has now, one of the beat R&D set up in the 
country located at Bangalore and Naini. The R&D centres have 
advanced facilities such as Hybrid Micro Circuit Lab, large scale 
integrated circuitsivery large integrated circuit labs, computer centre 
and computer aided design centre. These facilities are backed up by a 
complement of highly qualifacd engineera and other specialised staff. 
Mankapur and Palatkad Units are also havi ... R&D facilities for 
products support. Over 20% of m turnover comes from products of 
in-house design. New product design and production support is a 
continuous activity in R&D. The R~D expenditure during 1993-94 
was Rs. 47.05 crores (3.08% of the turnover) and during 1994-95 the 
same was Rs. 34.25 crores (3.30% of the turnover)." 

5.23 When asked whether the company has chalked out any long term 
R&D activity programme, the CMD, m Ltd. replied as under:-

"Y C5 sir, we have drawn the programme for the R&D by identifying 
certain products which will be taken up by the R&D for 
development. Simultaneously, we have also entrusted them the plan 
to cover the obsolescence, to have re-engineering for the material 
cost reduction in the existing range of the product and to provide a 
long term support on the products which we are supplying to the 
DoT or to the customera. This is the plan which we have got." 

5.24 On being asked whether the company is .coping up with the new 
technology in the current liberalised scenario, the witness informed the 
Committee as under:-

"Sir, in the present context, it is not. It is because of the gap between 
the time for development and the time by which the product is to be 
introduced. There is a wide gap there. The product or the market 
cannot wait tiD that time and as such more of acquiring the 
tecbnology i.e. purchase of technology rather than developing in-
house. We have to do it because there is a large brain-drain out of 
the R&p. We are not irtvtng those skilled peraoooel which we were 
having in the past." • 

5.25 Out of 185 R&D projects taken up by the Company from 1975-76 
to 1989-90, 17 were completed at a cost of Rs. 3.58 crores but were not 
productionised for want of orders or import of foreign technology. On 
82 projects Rs. 6.82 crores were spent but they were abandoned or short 
. closed between 1980-81 and 1989-90 consequent to acquisition of foreign 
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technology, unlikelihood of orders, unsatisfactory performance, or lack of 
infrastructure in the company. 

5.26 When asked about the comments of the company in this regard, the 
CMD, ITI Ltd. stated during evidence as under:-

.. All the projects were based on the DoT requirement and these were 
also abandoned in consultation with them, once their requirement 
was not there. The entire funding was done by them. They identified 
the product, they identified the project and then ·only the activity 
started." 

5.27 In this regard the Ministry informed the Committee in a written 
reply as under:-

"R&D of ITI has achieved good results. 20% of their turnover comes 
from products of in-house design. R&D projects are normally taken 
by the company with the approval of their Board of Directors, 
keeping in view the technological scenario in the country and 
requirements of DOT. There is no specifie assurance given by the' 
DOT that orders would be placed on ITI. Some of the projects 
cannot be productionised owing to large time taken in R&D work 
and obsolescence of technology in the intervening period. Factors like 
acquisition of imported technology and absence of skilled manpowcr 
also come in the way of produetionisation of some of the R&D 
projects. " 

D. Order to Telematics 

5.28 The CMD, ITI Limited had informed the Committee during 
evidence that as far as pricing of ITI products was concerned the company 
was facing an unhealthy competition. The witness stated that in case of five 
to six major products in the market, the prices were unreasonable. He also 
stated that an independent Committee could examine this and ITI could 
produce all the data to substantiate the claim that the prices were 
unreasonable. When asked how the prices could be unreasonable as these 
were fixed by Bureau of Industrial Cost! .and Prices (BICP), the CMD, ITI 
Limited stated during evidence as under:-

"The BICP fixed the prices of all our products in the year 1986 and 
since then, we have been getting those prices. But after the 
introduction of the tender, the tender prices have been given to us, 
not the BICP prices. Before the BICP also, we gave all data. They 
fixed the price of each product. Based on that price, the results are 
there. Recently, you might have come across that for the C-DOT 
exchanges of 1000-2000 lines which is a medium-range exchange, 
almost all the parties have backed out from the tender. They have 
not accepted the tender price that has been offered. It is only the ITI 
which accepted it because the ITI does not want to go out from DoT 
or the business. We have accepted that. We are supplying the 
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products in spite of the fact that those prices are resulting into losses 
to the Company. If you wish and if you get it examined in the 
Committee, the truth will come out that the ITI's business has not 
come down due to quality but due to this type of price which is 
available to the ITI." 

5.29 The Committee desired to know whether Government have 
received any complaints against dumping, the Secretary, Department of 
Telecommunications stated during evidence on 16.1.96 as under:-

"We have not come across any evidence of dumping as such. What 
had happened is that in the last four years-thanks to the industrial 
policy which is liberal and which is promoting competition-a lot of 
new companies for the manufacture of telecommunication equipments 
have come up. Therefore, now that the DoT for the last two or three 
years have started buying equipments through open public tenders, 
prices have dropped. The ITI is not able to cope up with the 
competition and so that ITI is facing the problem." 

S.30 According to some press reports some foreign companies were 
offering unreasonable low prices and DoT had compelled all suppliers to 
provide switches at this unreasonable price. When asked to state whether 
Government has conducted any enquiry into these press reports, the 
Secretary. Department of Telecommunications stated on 16.1.96 as 
under:-

"The competition is being provided by six major manufacturers of 
equipmef!ts which arc Indian companies having foreign collaborators, 
with foreign equity partners. But the equipments have been 
manufactured here, of course a part of which comes in the form of 
CKD and SKD. Complaints have come from one of them and the 
Press Report has been quoted by management of the ITI. who were 
feeling the impact of competition. Those statements were made by 
one of the manufacturers. We have floated the next tender. The 
prices that have been referred to by the Chairman of the Foreign 
Company relate to an order which has been given only about two 
months back because there were a lot of tender formalities which 
have to be sorted out. The impact of those prices has not been felt on 
the working of the ITI because we are talking of 1994-95 when this 
tender was not really relevant. But prices of many other equipments 
have gone down in open competition because in the last three years 
we have been buying from most of the manufacturers through open 
market. There is a large production base in the country." 

The witness further stated:-
"Let us look at the ITI. We have looked into it and we have found 
out that there was no case of dumping as such there were aspects of 
competition. It is possible some of the competitors may ~ making 
conscious loss. It is not dumping really because the equipments were 
manufactured in India." 
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5.31 Later in I post evidence reply, the Ministry informed the 
Committee as under:-

"In the Press note issued by CEO of ~. Ericsson it is alleged 
that the rates quoted by the Companies for new Technology 
Switching Equipments are too tow. In this regard it is submitted 
Ihat in the lame very lender of 1994 ~. Ericsson quoted the 
price of Rs. 5220 per line al compared to Rs. 5615 per line by ITI. 
The rates quoted by other Vendors are given below:-

S.No. Company Weighted average price 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 

(Rs. per line) 

~. Alcatel Modi 4359.59 ' 
~.~ 4752.32 
Mot. Siemens 4851.72 
Mot. Ericsson 5220.89 
Mt.AT&T 5534.12 
Mot.m 5615.50 
Mt. Fujitsu 5709.47 
Mt. Intelecom 6713.19 

From the above it cannot be concluded that the rates quoted were 
dumping prices." 

S.32 When asked whether the Government have received any complaints 
in this regard from m Limited, the witneSs stated on 16.1.96 as under:-

"Company has made complaints about number of equipments. The 
lowest tender was quoted when we had given it to ITI. They 
cannot protest at that level. Sometimes they come up with 
complaints. It is lower than the cost of the materials and therefore 
they are not able to accept that order. Where do I go." 

The witness further stated:-
"When the company brought it to our notice we found that there 
was no occasion of believinl that it was I case of dumping 
internationally. I am saying 'no' to that. I am also saying that in 
two or three cases, the tcnderen-not essentially international 
luppliers-were quotinl a price which was lower than th.e cost of 
raw materials to the m." 

S.33 The Committee desired to know whether the Ministry had ever 
analysed how indilenous theae projects are and whether importing in the 
form of components and assembUnl throup collaborator . was not 
dumping, the Secretary, Department of Telecommunications jnfonned the 
Committee on 16.1.96 as under:-

''They ue m urers from different parts of the world. They 
not come here t the ITI. There are Japanae, German, 

British, American and Swedish manufacturers. They have set 
manufacturing facilities for Iwitching in India and they are availin, . ' .. '. 

, 



S3 

. of the import policies of the Government of India for importing 
certain components. 
"They are also competing amongst themselves. As a result of that, 
the DoT, u an operator is getting equipment at almost half-or 
one-third of the price. Should we not take them from the national 
point of view? Or should we only look at it from the corporate 
angle of the m? Or should we look at the larger bue of the 
production equipment? The equipment price is coming down and 
the production is able to sustain expansion of services. In the last 
five years, we have been able to double the number of telephones 
in the country." 

ID reply to a question u to what wu the definition of dumping 
accordiaa to the Ministry, the Secretary, Department of 
Telecommunication stated as under:-

"Sir, I have to look: not only at the health of the m but also the 
health of total telecom industry." 

5.34 The Committee desired to know whether before floating a tender 
the Ministry has lOme estimated price of the tender, the Secretary, DoT 
ltIted u under:-

"E.ery tender is evaluated by a group of officers who ue members 
of the Tender Evaluation Committee.· They look into aU the 
related facts and figures and then recommend as to who should be 
Jiven .wbat order on lowest tender basis." 

5.35 wllea uked wbat wu the y6rd stick by which the Ministry knows 
whether the tenden presented are genuine or reuonable, the witness 
stated u under:-

"If I were tenderinl a contract for the construction of. a building, I 
would c:ertaiDly have an eatimate. Here I am buying an equipment. 
Therefore, I do 110t think an estimate price is required." 

5.3618 a tender for purchase of SBM 512 P equipments, tM. Telematic:s 
..... quoted the lowest and wu given the advance purchase order on 
18.9.1995. However, the Company did not furnish the bank parantee 
widdn the stipulated time and APO placed on the Company wu 
witbdrawll. 11le bid security amount of only RI. 20 lakha which wu the 
upper liait fixed ill .. y contract was forfeited. Durina evidence of the 
DoT, before the Committee on 17tb January, 1996, the Secretary bad 
UIUI'ed daat in 0I*r to lee that no suppUcr CUI lay with a system in 
quotiDa • Price wIaidl be doeI not want to bonour. they would lite stiffer 
coaditioDa to be iIlc:orponted in the tender. 

5.37 The Committee were of the opinion that in the pretent 
c:in:umJtaaceI wild IIIOIt of the tendcn were of the value of more than 
RI. 10 c:rorca the cem, of RI. 20 IatbI on tbe carneat money had DO 
IaIIdity IDCI it aeeded to be reviled. The Member (P) Telecom 
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Commissiol1s concurred with the view of the Committee saying that "there 
is a need to have a look at it. The Secretary DoT also assured the 
Committee that they would review it." 

5.38 When asked as to what action has been taken against the company, 
the Member (P), Telecom Commission informed the Committee as 
under:-

"In this particular case, it was a bank guarantee covering the 
deposit. When a particular company wins a contract, we give them 
letter of intent and they are supposed to submit a bank guarantees 
for their performance. They have not submitted that in the given 
time. Ultimately we forfeited that bank guarantee for bid 
security. " 

5.39 On being asked as to what was the percentage of guarantee for 
earnest money the witness informed the Committee that it was calculated 
on the basis of 2 percent of the estimated value of tender limited to a 
maximum of Rs. 20 lakhs. When asked how the estimate values were 
prepared the witness stated "we do have rough estimates." When the, 
Committee desired to know whether the company has since been 
blacklisted, the witness stated as under:-

"We have not blacklisted. But as our Chairman mentioned that he 
had raised it in a Commission meeting wherein he had talked 
about the necessity for having an arrangement about blacklisting." 
"If a party backs out, the maximum that can b~ done is to forfeit 
his eamest money deposit which has been done in thi,-case." 

5.40 Later in a post evidence reply, the Ministry informed the 
Committee as under:-

"The earnest money deposit presecribed in the Purchase Manual of 
DoT has since been revised. The bid security against a tender is 
now equal to 2% of the estimated value of the minimum quantity 
proposed to be procured from the compliant L 1 bidder in the 
tender and there is no upper lim,it. Earlier the maximum bid 
secruity was limited to as. 20 iakhs." 

5.41 In regard to the black listing of the Company it was stated that the 
case was being examined in consultation with the Legal Cell of 
Department of Telecommunications. 

S.42 When asked when was the tender floated and when did the party 
back out from the tender, the Member(P) TClecommunication stated that 
the tender was floated in November, 1994. However, the witness was 
unable to inform the Committee about the details of backing out of the 
company from the tender. 

5.43 The Secretary DoT informed the Committee on 17.1.96 that though 
the Telematics backed out from the offer some companies like 
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Punjab Communications, NELCO & BHEL are ready to supply the 
equipment at'the rates offered by Telematics. When asked about the views 
of Ministry in this regard the witness stated as, urtder:-

"They are not wilting to supply this equipment at the lowcst 
quoted price. That is the moot point. The complaint made by ITI 
to the Government is that this price is not workable. The only 
evidence I have about workability is the people coming, quoting 
and willing to supply at the lowest price. That is what we are 
testing out. We are willing to give orders to ITI at these prices, but 
they are not willing to take it." 

5.44 When asked whether supply of equiplllent at a lower price will not 
result in deterioration of quality, the witness stated:-

"We are not compromising quaiity, whether it is supplied by m or 
anyone else. Everything else remaining the same a certain price 
has been quoted in an open public tender. This Rs. 20 lath limit 
was applied across the board. Other companies havc also quotcd in 
the same tender and if some of them are willing to honour such 
prices. I bave to find out whetber they mean it or not and I have 
to give them an order. In fact, we have a policy of reserving thirty 
per cent of our orders for ITI." 

5.45 The Committee pointed out that reserving thirty per cent of orders 
for ITI at the lowest price will increase the losses of ITI, the witness stated 
as under:-

"This is an odd case. There are three kinds of situation which are 
generally obtaining. One is a case whcre besides the thirty per cent 
reserved order for m, ITI is also the lowest bidder and thus it 
gets additional orders on the strength of being the lowest bidder. 
The second scene is where ITI is not the lowest bidder but is 
willing to accept the lowest price which comes to us in an open 
tender. 
Most of the time, these are the two situations, which prevail. But 
thcn, the third situation too happens exceptionally. In this case, 
the third situation has occurred, where thc lowest tendered price is 
considered to be uDviable by In. In that situation, unless it is 
proven across the board beyond doubt by the whole industry that 
the price quotcd by the private operators is not workable. I cannot 
straightway give them an order at a higber price." 

5.46 When asked whether the pricing by BICP was possible, the witness. 
stated:-

"No, that is not possible, because today, we are going by open 
tenders and as long as private sector suppliers are willing to supply 
equipment to me, without compromising on quality, at a price. 
which has been determined by open tenders, I have no means of 
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offering and higher price to ITI. In fact, that is the logic of 
competition, liberalisation. That is what I was submitting 
yesterday. I was submitting that ITI has to transit from . the earlier 
culture of 'cost plus' basis and a captive customer of a competitive 
situation where they will have to compete in prices. t. 



PART-B 

RECOMMENDATIONS/CONCLUSIONS OF mE COMMITI'EE 

I. T .1. Limited was established In July, 1948 a8 a departmental 
undertaking of the Government of India. It was formed into a company In 
January, 1950 with an authorised capital of Rs. 1.50 crores. At the end of 
March, 1996, the authorised capital stood at Rs. 100 crores and the paid up 
capital at Rs. 88 crores. The company has seven manUfacturing units 
located at Bangalore, 2 in Kamataka, Nalni, RaebareUly and Maokapur In 
Uttar Pradesh, Palakkad in Kerala and Srina&ar In Jamln.U and Kashmir. 
Presently the Telephon'jl instruments are produced at Banplore, Nainl and 
Srinagar. Transmission equipment at Banplore, Nalnf and Rae BareU, 
SmaU Electronic and Digital Trunk Automatic Exchanaes and Switching 
Equipment at Palakkad, Electronic Switching System (ESS) and special 
products at Bangalore and Electronic Di&ital SwitchinC Equipment at 
Mankapur and BanKalorl!. On the basis of their examination the Committee 
have made a number of suggestions which are contained In succeeding 
paragraphs. 

2. The company is under the administrative control of the Ministry of 
Communications (Department of Telecommunications). According to the 
Secretary, DoT the MInistry have a dual relationship with ITI-one as an 
administrative Ministry and the other as a principal customer. The 

. Committee are astonished to learn that as a MInIItry they would Uke to take 
a particular view of ITI whereas as a customer they will have a dlfterent 
perspective. In fact from the examination of the subject the Committee have 
received an impression that Deptt. of Telecommunications are treating the 
company only as a mere supplier instead or sincerely helping It as an 
administrative department. The Committee are very much perturbed over 
such an attitude of Department of Telecommunications towards ITI 
especially when the Department Itself concedes the historic contribution 
made by ITI, in Telephone Industry in the past and wants a strong presence 
of the PubUc sector IS a counterweight or u • balancing ractor against 
private companies in view of the cbaaaed sc:enario wben the productloa in 
telecom Industry according to their own admission bas gone up to a level of 
RI. 7,000 crores from Rs.3,OOO crores four years ago. They therefore, 
stron"y desire the DoT to provide every pouible belp to ITI ID order to 
blinK the company out of red and to enable It to face the cballeD .. from 
multinationalllndlaD private companies in the telecom leCtor. 

(Recommendatloa SI. No.1) 

57 
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3. The Committee are constrained to observe tbat the Memorandum of 
Understanding which the Company started signing wltb Govenmaent from 
1991-92 onwards has never been entered Into In time. The MOU W8S beIDa 
signed 3 to 9 months after the commencement of the respectin ftnandal 
year. In the context of MOU for the year 1995-96 bavina been slped on 
30th November, 1995 .... Secretary. DoT bad agreed wltb the Committee that 
the MOU must be signed before the beginnloa of tbe year. However, It Is 
disquieting to note tbat the MOU for the year 1996-97 was apin 
inordinately delayed and signed only on 12th November, 1996. The 
Committee have been empbaslsing the need. of timely IipiDa of MOU, lince 
Jong. They understand that tbe Department otPubUc Enterprilel bave 
recently Issued pideUnes for expediting tbe process of enterlna Into MOU •• 
The Committee desire that these guidelines should be foUowed In letter and 
spirit in order to ensure that sucb delay. do not recur In future. 

(Recommendation SI.No.%) 
4. During the evidence, tbe Committee were Informed by tbe eompany 

tbat the Ministry's obHgations whicb were recorded In the MOU were Dot 
being fulnned. The compimy had cited many examples Uke Inadequate 
budget outlays. delay In settlement of outstanding dues. faUure In timely 
freezing of specifications for equipment indicated in purchase orders. delay 
in clearance of project proposals, Inadequate reimbursement of VRS 
payment and compensation for Srinagar Unlt·s operational cost wbere the 
Government reportedly had fai1ed to fulft) the MOU obUaatlons. Though the 
Ministry have claimed that the required assistance bas always been provided 
to the company but for which the Company would not have obtained 
excellent ratilll but the fae.t that nnmy obligations have remained unfulftl1ed 
in the past leave the COQlmitttee witb an unmistakable impression that the 
usistance provided to the Company by DoT hal Dot at all been adequate 
and timely and this alone bas eontrlbuted to tbe eompany'. dHftcu1ties In 
facing tbe cbanged e.vlronment. Besides. they would like to point out that 
the company coul., only let 'Fair' ntlnl for both the yean 1994-95 and 
1995-96. They ·.ould, therefore. like the M1n1stry to Implement thelr 
obligations as set out in MOU more scrupulously and allo to consider the 
requirements of tbe company sympathetically to enable It to meet the new 
cballenges brought about by UberaUs1ltlon. 

(Recommendation SI. No.3) 
S. While, the Committee expect the Ministry to fulftlltJ MOU obligation 

with aU the sincerity. they are of the opinion tbat merely taking Into 
aecount the failure of the MInistry to dl5cbarge Its obHptlona under the 
MOU while evaluating the PSU's performance would not Hrve the purPose 
since it only amounts to gfviDK some concessions to the undertaklna due to 
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Doo-wfol'8lBDCe or the Ministry. They, therefore, recommend that B 
I)'Item IhoulcI be evolved whereby the· rea5(;nS for the failure of 
administratIve MInIstry to fulm Its oblliations uDder MOU should be 
analyled and respGDllblllty fixed. 

(Recommendation Sl. No.4) 
6. The Committee are surprised to learn that whUe the other MOU 

slgnlna companies do not require the approva) of the administrative 
MiDlstry to depute any or their offtcers on forelJn tour except for CMD, 
thete powers bave not been elven to ITI's CMD even though the MOU 
for 1995·96 envisales promotlng ITI as a cloba) player. Accordinl to the 
company this is seriously afl'ectlng the company's business opportunities. 
The Committee do not agree wltb the contention of tbe Ministry that this 
power bas not been delegated In order to economise tbe expenditure and 
that tbe proposais from the company wbich have adequate Justification 
are processed and considered promptly. They are unable to understand 
as to wby a particular pollcy sbould not be followed unlfo~ and how 
a distinction In regard to excercise or particular power c!{'n be made 
amongst the MOU signing companies. They, therefore, desire the 
Ministry to brinK the company at par with other MOU slanina companies 
without further delay. 

(Recommendation Sf. No.5) 
7. Chief Executive of a Company occupies a pivotal role in as much as 

all major decisions emanate and get implemented under bis leadership 
and direction. It is In this context that the Committee have been 
recommending from time to time in their various reports that the post of 
chief executive of any undertaking should not be kept vacant for lona. 
They are however constrained to observe lbat the post of CMD of ITI 
remained vacant from 1.6.1995 to 19.9.1996 at a time when the 
profitability of the company was sharply eroding. The Committee stronely 
recommend the Government to take advance a(tlon In thll reprd and 
ensure that the post or chief executive of an undertakina is nlled up as 
and when It falls va(ant. 

(Recommendadon SI. No.6) 

8. The Strowger Switching Equipment at Rae BareH which envlsa&ed 
manufacture of 1 lakh lines of Strowger Equipment by May 1978 at a 
cost of Rs. 16.08 crores could reacb the capacity of 80,886 lInes only and 
that too by March, 1983. The Committee were Informed that the reasons 
ror delay Included delay In construction of factory buDdinl. non 
development of andUarles, delay In setting up of In-bouse racilltles, lack 
of Infrastructural facilities etc. The Committee are of the opinion that 
altbough lack of Infrastructurai facUlties might have contributed to the 
delay to lOme extent, but delay In construction or factory building and 
tettlna up of In-house facHlties arefadors which could definitely have 
been avoided by better management and foresight. They, therefore, desire 
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that the factors responsible for the delay should be probed indepth and 
responsibility fixed therefor under intimation to the Committee. 

(Reeommendation SI. No.7) 

9. Expansion of crossbar capacity from 60,000 lines to 75,000 lines at 
Baaplore at • cost of Rs. 3.05 crores, was taken up in May, 1979. The 
expansion which was to be completed by February 1983 was actually 
adlieved by 1983-84. The contemplated saving of Rs. 10.5 lakhs per 
annum In Nickel and Silver could also not be reaUsed because of non-
commissioninc of contact welding machines procured at a cost of Rs. 1.21 
crore from Mis. Inter Modern, a West German Finn. The Supplier's 
technicians instaDed the machines but there were problems during trial 
runs for which the techDkianl pve various reasons. According to the 
company the attitude of the suppliers was non helpinK and the 
responslbUity rested with them. Subsequent to the technoloaic::al 
advancement, crossbar technology itself was phased out, rendering tht; 
machines obsolete and the amount incurred on their procurement 
lnfruduous. The Committee are not convinced by the claim of the 
Company that sincere aft'orts were made by the CompanylMinistry to get 
the machines· commissioned since at no !ltage any legal action was 
initiated apinst the supplier. What Is more surprising Is tbe fact that tbe 
supplier company has not been blacklisted so far although ITI has 
claimed not to have entered Into further commercial dealings with this 
Company. The Committee recommend the Company to be ·moq cautious 
while making such deals in future. Tbe. Committee have been informed 
that one portion i.e. press unit of the machine bas since been disposed 
of. They desire that the other portion i.e. the weld,nR unit may also be 
disposed of at the earliest under intimation to them. 

(Recommendation SI. No.8) 

10. The Committee note that the mllchlnl equipment manofaclorinE 
factory at Palkkad which was concelv~dln 1974 underwent expansion In 
three phases. It Is disquieting to find that although Rs. 98.58 "11. W8. 
Incurred on expansion only 23,325 to 33,883 lines per annum were 
produced from 1981-82 for 1985-86 Bgainst estimate of 60,000 Hnes per 
annum. Similarly Blalnst 3,75,000. Hoes of DTAX, EPABX and RAX 
equipment to be produced from 1986-87 to 1989-90 only 2,42,863 Hnes 
could be produced. What Is more SUrprislnl Is the conrucllDl reasons 
advanced by the company and the Ministry for the lower production. 
The Committee were Informed by the CMD. ITI Umlted during evidence 
that shortfall in production was because the DoT did not place orders to 
the extent of the projections made by them. On the other hand the DoT 
have Informed the Committee that theydld Dot place the orden as per 
feasibUlty report of ITI on account of lack of well proven deslln for 
general use and obsolescence of technology. The Committee need bardly 
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emphasise su(h differences in per(eption ought to have been avoided wltb 
better communication between the Company and the DOT. Tbey 
earnestly desire the Company and the Government to work In 
harmonious manner for the betterment of the Company. 

(RKOmmendation SI. No.9) 
11. The Committee have been informed by ITI that it had proposals In 

1982 to set up a project at Bangalore for manufacturine 5 lakh Hnes of 
Electronic Switching Systems at a cost of Rs. 149.19 crores. However, the 
Government decided In 1984 to set up the project at Maokapur at a cost 
of Rs. 177.02 crores with the basic objective to develop Manka pur which 
Is a backward area. In March, 1990, the cost went upto Rs. 219.35 
crores. The Company had also to incur an extra expenditure of Rs. 1.78 
crores on flood control and prevention measures. In the process the 
Company's Idea to uWise the excess labour at Banealore was defeated 
with the change In location. The Committee express their unhappiness 
over the change in location of the project. 

(Recommendation Sl. No. 10) 
12. The Committee note with concern that the performance of the 

company In respect of products manufactured at Bangalore complex has 
been showing a declining trend. The percentage of achievements to 
targets in terms of standard man hours during 1994-95 was 39.33 tor 
Strowger equipment, 58.35 for telephone, 68.14 for transmission and 
15.34 for electronic switching. The losses incurred by the Bangalore 
Complex have increased from Rs. 38.60 lakhs In 1993-94 to Rs. 93.93 
lakhs In 1994-95 and to RI. 110.89 lakhs in 1995-96. The reason for such 
poor performance has been stated to be lack of orders even after 
Introduction of new technology. The Committee desire the matter should 
be examined by the DOT at the highest level with a view to solve the 
problem of inadequate orders for Bangalore Complex and bring the unit 
out of red. 

(Recommendation Sl. No. 11) 
13. The Committee regret to note that production of Multi Access 

Rural Radio (MARR) systems at Nainl was 71 % in 1992-93 and 45% in 
1993-94 of the capacity. The reason for under utllisation ot capacity was 
stated. to be that In case of MARR, ITI had developed a particular 
deslp and they were going ahead based on proJectloll5 liven by the 
DOT, however, in between speciftcations were Issued by· DOT for a new 
design. While the Committee do not disagree that there are frequent 
cbaDies 10 the technologies but they are of the firm view that such 
changes should be anticipated weD In advance 10 that the company Is DOt 
put to • loss. The Committee have also been Informed that DOT had 
acreed to place orden on ITI for 20 percent of the total requirement for 
MARR each year. However, they are distressed to find that orders· 
placed on ITI were 2% during 1994-95, nil during 1995-96 and 10% 
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during 1996-97. The Committee recommend that Government should ensure 
that· orders on ITI are placed In future at least to the extent agreed to. 

i (Rec~mmendatlon 51. No. 12) 
14. The CommiUee observe that the production In the company wa. not 

spread uolformly over the year. Whlleln tbe half year ended September it 
ranged between 25.5% to 36.5% It was in the raoae or 38.9% to 53% in the 
last quarter durina the yean 1986-87 to 1994-95. Accordlaa to Audit, an 
Improvement of even 10% in the production in the tint Dine mouths of the 
year would speed up the funds inflow resulting In a savina of Rs. 3 crom 
on interest charps apart from other beneftt.. Tbouah the Mlnlltry ha .. 
also been emphasising the importance of .preadi .. the production uniformly 
during the year the CMD. ITI Ltd was candid In admlttinc before the 
CommlUee that it was the fault of the company since the production In the 
earUer months of the year was affected due to high Inddence of absentel.m. 
The Committee strongly J'e(:ommend tbat In should make serlou. eft'orts to 
achieve uniform production during the year. lbey would like to be 
Informed of the speciftc stcps taken in tbis direCtion. 

(Recommendation 51. No. 13) 
IS. The Committee regret to note that the quality manuals issued by ITI 

from time to time have not been implemented roily in Banaa10re, Naini, Ral 
Bareli and Srlnagar units. Subsequently ISO 9000 Implementation process 
was formally laun('hed in April, 1991. Electronic elty unit, Bangalore an' 
Palakkad unit achieved ISO 9002 certification ill April, 1993 an' 
September. 1993 respectively. The Telephone and Transmission Division. or 
Naini unU abo obtained ISO 9001 certification In December 1994;- TlU now 
25 products of the company have achieved selt-certlftc:ation statu. from 
DOT. According to the Company's plans all the divisions and the units had 
to be covered under ISD 9000 certification by the end or tbe year 1996. Tbe 
Committee are pained to observe that this taraet bas not been achieved so 
far. Tbey re('ommend that serious etTorts be made to ensure that aU 
divisions and the units of the company are coured under ISO certlflcaUon 
at lbe earliest under intimation to them. The Committee also deslre that the 
quality ('ontro) system In the ('ompaoy .sbould be suitably strenatbened In 
the present age of com~tltlon. 

(RecommendatioD SI. No. 14) 
16. The Committee have been informed that fTf has been supplylna 

Telecom equipment to Railways, DefeDt'f! etc. In order to utilise iI. obsolete 
machines and surplus manpower it has DOW taken up servke are.. like 
turn-key-jobs, Installation and commission or telecom projects and 
establishing repair centres. A Committee haas also been formed to study the 
feasibility of takin& up part R8SembUes or components In the area of 
all'iculture, automobile, power sedor equipment etc. with minimum 
investment. The Committee desire lbat this ltudy mould be completed 
expeditiously and • time bouod programme prepared for dlvenUleation lato 
new ana so Identified under intimation to them. 

(Recommendation 81. No. 15) 
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17. Tbe Committee are astonished to observe that ITI could not enter 
into the basic service sector since the pubUc sector companies were 
precluded Crom participation In the tender. Tbe jQstificatJon given for not 
.Uowlng the public sector companies to enter Into this area was that two 
opera ton were envisaged In every State-a Government operator and one 
more operator. Apart from the constraint on Public resaurces, giving 
permission to Government companies for operating basic services would 
have led to a situation where DOT as an operator would be competing 
with 8 Government company. The Committee do not agree with this 
argument put forward by the Ministry of Communications. It Is further 
dlsquletln, to note that even Cabinet approval was not considered 
necessary for precluding public sector companies from basic service sector. 
The Committee recommend that the polley In regard to the basic service 
sector should be reviewed by Government and for tenders to be noated In 
future, pubUc sector companies should be allowed to partJclpate. 

·(Recommendation 81. No. 16) 

18. The Commlta-e have been Informed that the company had requested 
the Government to Increase Its eqully base to Rs. 288 crores Crom the 
existing Rs. 100 crores and a soft loan of Rs. 150 crores. The requests of 
the Company were stated to be under process In the Ministry of 
Communications. The Committee would Ilke to be informed about the 
decision taken by the Government In this regard. They feel that In view of 
the crisis through which the Company Is paSSing, the request of the 
Comapany deserves immediate allentlon of tbe Government and desire that 
a decision In this regard be taken at the earliest under Intimation to the 
Committee. 

(Recommendation SI. No. 17) 

19. The Committee observe that the Company whleh was earnlna pronts 
till 1993·94 suddenly started Incurrlnl huae losses from the year 1994-95. 
Aplns' a net pront of Rs. 84.35 crores earned durin, 1993-94, the 
Company Incurred a loss or Rs. 81.91 crores during 1994-95 and 
RI. 183.96 crores during 1995-96. The main re8500I attributed by the 
Ministry for this sudden downfall are reduction In prices of telecom 
equipment, low orden, buge Interest burden, openlna of telecom sector 
and Increase In manpower cost of the company. Various corrective 
.measures have been stated to be taken up by the company sucb as 
diversification Into new areas exploitation of market potential In other 
seaments viz. Railways, Defence, exports etc., reduction In cost of 
production, strenltheninl their markellnl set up etc. While the Committee 
would like to be Informed about the ImprovementJ eft'ected' In the 

, functlonlnl of the Company u a result of these measures, they desire that 
an In-depth study of the company should be conducted by a bla:h level 
Committee to examine the exact causes of debacle of the compaay 
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and to recommend suitable measures for the revival oC the company. The 
outcome oC such study should also be Intimated to the Committee. 

(Recommendation SI. No. 18) 

20. The Committee note with concern that the Company's sale to non· 
DOT customers has- been abysmally low' from the very beginning. The 
Company's sale to non·DOT customers which was 12 percent oC the total 
sales in 1988·89 came down to as Iowa. 4.7 percent during 1993·94 though 
It Increased to 11.9% during 1995·96. The Committee are of lbe Drm view 
that this over dependence of the company on DOT .Is one of the major 
reasons Cor Its poor performance. Though various steps are stated to have 
been taken by the Company to Increase Its sales to non·DOT customers the 
Committee Ceel that these steps are not adequate In the current fast 
changing sc:enarlo In the telecom sector. They alSo'wlsh to emphasise that 
unless the company Is able to check the cost ofl'ts" prOducts (which Is 
admittedly on the higher side) It will not be In a positlOb' to compete In t~e 
markel. The areas which need particular attention are labour cost and 
overhead costs. The Company should also lay greater emphasis on 
technolOl)' updatlon and ovenll Improvement In eCfklency besides 
strengthening the marketing system. 

(Recommendation SI. No. 19) 

21. The Committee have been InCormed by the Company that It had to 
pay liquidated damales amounting to RI. 49.35 crores on suppUes made to 
DOT during 1987.88 to 1991·92 and Rs. 10S.97 crores from 1991·92 to 
1993-94. The Committee are constrained to abse"e that thoulh DOT does 
not pay anything to the company Cor the delayed paymenls, the Company Is 
penalised Cor the delayed delivery for which DOT Is also responsible to some 
extent. The Committee disapprove - such attitude or the Ministry and 
recommend that when there Is a provision for liquidated damages to be paid 
by ITI, a provision should also be made In the agreement Cor paynlenl or 
penal interest to ITI for delayed paYIr.~nts from DOT ~ The Committee have 
also been InCormed that a Committee bad been constituted by DOT to 
examine cues of payment or liquid ... ,.. damages by ITI and In most or the 
cases that Committee had recommended refund of the liquidated dam.1ft to 
m. They desire that examination of aU luch cases should be completed 
expeditiously and the amoUnt due to In reCtanded to the Company within 
three months. 

(Recommendation 51. No. 20) 

22. The Committee Dote with concern that the exports of the company are 
showl... a d'eellnlna trend. Durin& 1995·96 the Company could achieve 
exports or only Rs. 141.63 lakhs against Rs. 276.43 lakhs for the previous 
year. This Is despite tbe filet that the MOU for the year 1995·96 contained a 
provision for presentlllJ ITI IS a alohal player In tbe Deld of telec:om. 
Needless to say concerted ell'orb are needed on the part or the Company a. 
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well as the Government for boosting the exports. The Committee therefore 
recommend that the company should submit a concrete a~tlon plan In this 

~ . teaard to Government who CD their part should render aU possible 
assistance required by the Company to Increase Its exports. 

(Recommendation SI. No. 21) 
23. The Committee are dismayed to find that the percent ale of sundry 

debts In ITf Increased from 59.1 In 1992-93 to 71.47 In 1995-96. The 
Committee have heen Klven to understand that one of the maln reasons Cor 
such high percentage of sundry debts is the luppli~not being spread evenly 
over the year and heavy yearend billing by the company. The Committee 
desire that earnest errorts should be made by tlJe company to raise the bills 
in time In order to avoid accumulation or sundry debts. The Committee also 
nnd It stranie to note that thougb the sale Crom ITI to DOT bas been 
Increasing Crom year to year but the provision in DOT budget for payment 
to ITI Is not being increased proportionately. The Company have also 
Informed ,the Committee thot there were ad-hoc deductions and unilateral 
decisions taken by DOT which resulted In -long outstanding dues. The 
Committee desire that such instances sbould be avoided In future and 
adequate provisions made in the DOT budget Cor payment to ITI. Besides, 
the company should take appropriate measures to streamlIne Its machinery 
for recovery of outstanding dues. 

(Recommendation SI. No. 22) 
,'1 .. Je 24. The Committee have been Informed that the manpower strength of 
fl"the company as on 31st March, 1996 was 26.271. Though there Is 

admittedly surplus manpower in the company and a voluntary Retirement 
Scheme has also been introduced, the Committee observe that no scientific 
study has been conducted to assess actual manpower requirement In each of 
tbe units of the company. The Committee recommend that sucb study 
should be done at the earliest so that the exact quantum of surplus 
manpower could be Identified and remedial steps taken to reduce the 
surplus starr. They also desire that with a view to have qualitative 
Improvement of manpower, more regular training programmes for 
executives as well as non-executives should be conducted. The Committee 
also recommend that apart from recruitment Crom IITs, there should be 
reaular recruitment system In the Company by advertisements In various 
newspapers etc. so that the company could have talented personnel from all 
parts or the country. 

(Recommendation SI. No. 23) 
25. The Committee have been informed by the Company that there is 

heavy outnow or technical personnel recruited by the company. While in the 
second year the outDow was about 10-1S per cent, after Cour years the left 
over was about 10-15 per cent. The Committee feel tbat better service r conditions. adequate promotional avenues and creation of such condition 
which are conducive to Job satisfaction In the company could be the only 
solullon to the problem. They therefore desire that every earnest effort 
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should be made In order to arrest the exodus of talented skilled and 
technically quallned statT from the Company. • 

(Recommendation SI. No. 24)· 
16. The Committee nnd that the Inventories for work In prOKrea, 

finished goods and the total Inventory was very much In excess compared to 
norms durinK 1994·95 and 1995·96. Stating the reason for this excess 
Inventory the company have Informed the Committee that the hleher 
inventory Is due to limited lead time available for delivery and the Deed te 
be In readiness to supply the material in time. The Committee are not 
convinced with this contention of the company. Had it been so, the norms of 
inventory could have been suitably revised. Moreover, according to DOT, 
the lead time is not less in all the cases. The Committee therefore desire that 
the company should improve its inventory management in order to keep the 
Inventory wUhln the norms. The Committee nnd that due to this excess 
inventory the company had to write ott an amount of Rs. 40.61 crores dqe 
to obsolescence of technology. The Committee desire that suitable measores 
should be laken in order to avoid recurrence of such Incidents in. future. 

(Recomendatlon SI. No. IS) 

17. Research & Development Is to utmost Importance In an area like 
telecom where technologies are changing fast. The Committee have been 
informed that ITI has one of the best R&D set up In the country located at 
Bangalore and Nalnl. But It Is a matter of concern to note that while in the .. 
past the company could achieve the objectives of Its R&D bylntroauctlon of 
new project developed by it, the position has changed now for the worse. In 
the changed scenario where the telecom sector has been opened up, some of 
the products cannot be productlonlsed owing to longer time taken In R&D 
and obsolescence of technology In the Intervening period. The flight of 
skilled manpower Is also a problem. The Committee, therefore, urge that 
the R&D set up In the company should be Itrenathened to meet the Dew 
challenges. At the same time care has to be taken that while taking up 
projects for R&D the commercial viability and aU such other factors are 
taken Into account wen In advance so that the etTorts do not result In sheer 
wastage of money and manpower. 

(Recommendation S1. No. 26) 
28. The Commlltee have been Informed by IT! that the company Is facing 

unhealthy competition due to unreasonable prices offered by some 
multinational companies. According to the company earlier the prices were 
fixed by Bureau or Industrial Costs and Prices (BICP) but after the 
Introduction of tender system, BICP prices were not given to the company. 
Though the DOT does not agree with the contention of ITI that the prices 
quoted by lOme private companies were dumpln. prices, the Committee 
have come to tbe conclusion that ITI was being put at a loss on the pricing 
front after Introduction of the tender system. They, therefore, recommend 
th.t the Govem·ment sbould extend to ITI an lIIecessary help in order to 
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enable them to atain cost-eff'ectlveness so that they are In a position to 
.. compete with the private as well as multi-national companies In the Telecom 
l' Sector. 

(Recommendation SI. No. 27) 
29. In a tender Cor purchase of SBM SUP equlpments. Mis Telematlcs 

bad quoted the lowest Dnd was given advance purchase order (APO) on 
18.9.1995. Later on the company backed out from the tender and bid 
security umount of Rs. 20 lakhs which was the ceiling at that time In such 
cases was forfeited. However, it is strange to observe that the party was not 
blacklisted. It was only when the Committee took up examination of this 
matter that the DOT started examining whether the company should be 
blacklisted. The Committee are shocked to find that while floating a tender, 
the DOT does not assess the estimated price of the tender. The tender Is 
given to the lowest bidder irrespective of the rael whether the prices quoted 
by the tenderer are feasible or not. Though the ceiling of Rs. 20 lakhs as 
earnest money has since been removed and the bid security Is now equal to 
2% or the estimated value of the minimum quantity proposed to be 
procured from the compliant L-l bldder,the Committee feel that this alone 
Is not sufficient. They recommend that the provision should also made to 
blacklist a party in case It fails to honour Its bid without sufficient grounds. 

(Recommendation Sl. No. 28) 
30. The observations and conclusions or the Committee contained In the r earlier paragraphs show that ITI Is a typical example oC how a public 

undertaking ,has to suffer because or the apathetic attitude of Government. 
Although the Committee agree that there Is lack of manpower planning and 
proper cost control in ITI, they have received an unmistakable Impression 
that tbe company could have been prevented from the situation in which it 
finds Itself today, hod the necessary and timely assistance been forthcoming 
from the Ministry. On the contrary, what they have found is that ITI has 
bccn treated Just like any other supplier. MOU obligations on the part of 
tbe Ministry have not been fulfilled, huge liquidated damages have been 
inOicted on It which later turned out to be unjustified. The Company bas 
been left to face unhealthy competition due to unreasonable prices offered 
by some multinationals. And it has even been debarred along with other 
public sector companies to enter the basic service sector. The Committee, 
therdore desire that the high level Committee recommended to be set up In 
paragraph 19 should also look into effect 011 ITI of all such policies and 
remedial action taken In this regard so that ITI the premier public sector 
undertaking could be saved from becoming sick and be able to race the 
competition from MNCs and private companies. 

NEW DELIII; 
30 April, 1997 

10 Vllisaklw, 1919 (Saka) 

(Recommendation SI. No. 29) 

G. VENKAT SWAMY, 
Chairman, 

Committee on Public Undertakings. 
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