ADMINISTRATIVE REPORT COMMISSION

PUBLIC
SECTOR

UNDERTAKING




GOVERNMENT OF INDIA

ADMINISTRATIVE REFORMS COMMISSION

REPORT
ON

PUBLIC
SECTOR
UNDERTAKINGS

OCTOBER 1967

PRINTED IN INDIA BY THE MANAGER GOVERNMENT OF INDIA PRESS
SIMLA FOR THE MANAGER OF PUBLICATIONS CIVIL LINES DELHJ
1967

Price: Inland Rs. 2.90 P.—Foreign 6sk. 10d. or 1 § 5 cents.



CHAPTER
e

11
III
v
v
V1
Vi

VIIL
X

- Resources—External and Internal

CONTENTS

Introduction v
Public Sector To-day

Organisational Structure

asé

Public Enterprises, Parliament and Government

Planning and Construction of Projects

Financial and Materials Management
Personnel

Audit and Appraisal

Summary of Recommendations

Annexure

Past

12
30
41

56

66
89

96
120



(ii)

The best way to enable an undertaking to be run with the
greatest efficiency is to confer on it maximum possible autonomy
and hold it accountable for performance. In this connection, I
would refer to a few of the more important recommendations we
have made in our Report, We have recommended the setting up of
‘sector corporations’, one for each specified major area of enterprise
having as its main function the promotion and development in that
area including the setting up of new projects. The units in the
corporation will have operational autonomy and the sector corpora-
fion on its part will provide for and coordinate common service
activities like research and consultancy, training and sales promo-
tion. A reorganisation of the Bureau of Public Enterprises has been
recommended with a view to making it a more effective service
agency for the Ministries and the public undertakings. Another
recommendation breaking new ground relates to the constitution of
several Audit Boards for conducting efficiency audit as well as for
making appraisal of performance. Each Audit Board would deal
with certain specified areas of enterprise.

The control and supervision of Parliament have to be made
more effective and purposeful, We have therefore suggested that
time must specifically be set apart for discussion by Parlidment of
the working of the public undertakings.

N

The Commission considers the work done by the Study Team
to be of great value and thanks its Chairman and the members.

The Secretary of the Commission, Shri V, V. Chari, has done his
work in so painstaking and methodical a manner that he deserves
special appreciation.

Yours sincerely,

K. Hanumanthaiya
Shrimati Indira Gandhi,
Prime Minister,
New Delhi.



CHAIRMAN

ADMINISTRATIVE REFORMS COMMISSION
GOVERNMENT OF INDIA
NEW DELHI

October 17, 1967
My dear Prime Minister,

I have the pleasure of presenting to you another Report; the
Report on Public Sector Undertakings. The Commission has already
presented two reports, one on Lokpal and Lokayukta and another
on Planning Commission. - '

The Commission had appointed a Study Team to examine the
problems relating to public sector undertakings and make suitable
recommendations. A copy of the report submitted by the Study Team
is enclosed. :

Public undertakings constitute the pivot of Government effort to
speed up economic progress and bring into existence a socialist pat-
tern of society. The investment made in, and encouragement given
to, public undertakings are unprecedented and high hopes have been
raised of their performance. While it has to be recognised that they
have made considerable contribution to the economy of the country,
it is equally evident that their performance has not been up to the
mark. The size of cumulative and annual losses that a number of
them have incurred, cause concern, The quality and price of goods
manufactured have not in many cases given full satisfaction. It is
said that the Indian peasant, the poorest in the world, is made to
pay the highest price in the world for the fertiliser he purchases.

There are very many reasons for this state of affairs; the prin-
cipal one pertains to organisation and management. A public under-
taking has to be worked with public spirit. The management and
fabour have both to realise that public undertakings are the property
of the people, to be run for general good, and that personal gain,
selfish ends and sectional interests have to be eschewed. Keeping
this point in view, the Commission has made recommendations for
improving administrative efficiency and industrial relations.

Public undertakings have to work on business principles and
- employees therein must depend on merit, and not. on inbuilt
security. At the same time the promotional prospects must be such
as to facilitate the lowest employee to rise to the highest position, if
he has the requisite qualifications and ability. The practice of
deputing Government officers for temporary service in public under-
takings should cease. The Commission has made recommendations
for the proper selection of personnel, their training and for providing
them with adeguate prospects.
L/S3ARC—1



CHAPTER 1
INTRODUCTION

The rapid achievement of economic progress has been the major
objective of governmental policy and action since India won freedom
in 1947. Economic development before Independence was largely left
to the efforts of the private sector, and the role of the State was
confined to providing the essential economic infra-structure. The
position has changed radically since then. There has been a rapid
and considerable expansion of the public sector. Public enterprises
have assumed a key role in the economy of the country and their
performance will now largely determine the speed and effectiveness
with which we can achieve our social and economic goals.

2. The Commission appointed in May, 1966, a Study Team to
examine and report on the various problems relating to the manage-
ment of public sector undertakings. The Team was headed by Shri
Ravindra Varma. and included as members Shri P, R. Ramakrishnan,
Shri P. Venkatasubbaiah, M.P., Shri Kripal Singh, Shri R. C. Dutt,
Maj. Gen. Sardanand Singh (Retd.), Shri Prakash L. Tandon and
Shri S. T. Raja. Shri Naresh Chandra, Deputy Secretary in the
Admninistrative Reforms Commission; ~worked as Secretary to the
Team.

3. In view of the large number of public undertakings and the
wide range of their activities, the Study Team concentrated its
attention mainly on the important and basic problems of managing
the industrial and commercial enterprises of the Central Govern-
ment. The Team held as many as forty meetings and visited ten
public undertakings. The Team has approached its task with a
freshness and clarity of outlook and its report has highlighted, in
an objective and comprehensive manner, major defects and defi-
ciencies in the working of the public enterprises. The Commission
would like to place on record its high appreciation of the work done
s0 painstakingly by the Chairman, Members and Secretary of the
Study Team.

4. The Commission have carefully considered the report of the
Study Team and have, in addition, discussed some of the main
problems with several competent and experienced persons including
the Chairman of the Parliamentary Committee on Public Undertak-
ings. the Union Minister of Industrial Development and Company
Affairs, and the Union Minister of Labour, Employment and Reha-
bilitation, the Secretary of the Department of Labour and Employ-
ment, and Chairmen of two important public enterprises as well
as some representatives of labour. The Commission also visited six
public undertakings, and Chairman by himself visited four public
undertakings in addition. Useful discussions were held on the site.

5. We do not vropose to deal in this report with the enterprises
run directly by Government departments. We have constituted a
L/S3ARC—1{a)
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Study Team on Railways and a Working Group on Posts and Tele-
graphs and we intend to report separately on the administrative
management of these departments. We did not think it necessary to
deal with concerns in which Government hold only a minority interest
and, therefore, do not have any direct responsibility of management,
Our findings and recommendations mainly cover the undertakings of
an industrial and commercial character in the Central sector. But
our recommendations can be applied mutatis mutandis to similar
concerns of the State Governments.

6. We have not dealt with in detail certain aspects of commercial
and financial organisations in the public sector as they will be more
appropriately discussed in our report on Economic Administration,



CHAPTER 1I

PUBLIC SECTOR TO-DAY

Prior to the commencement of planning for economic develop-
ment, activity in the public sector was confined to sectors like rail-
ways, ports, communications, broadcasting, irrigation and power and
a few departmental industrial undertakings such as the ordnance
factories, railway workshops and P & T workshops. Since then, the
growth and expansion of the public sector has been phenomenal. To-
day, public undertakings cover a vast and varied range of activities,
2.g., mining and metallurgy; manufacture of electrical goods, machine
tools, chemicals and fertilisers; building of ships, aircraft and loco-
motives; building and construction; oil exploration and refining; pro-
vision of air, sea and road transport; industrial financing and writ-
ing of life insurance. Except for the nationalisation of life insurance
and air transport and the acquisition of interests of previous owners
of a few units like the Praga Tools, the Hindustan Shipyard, the
Hindustan Zine, etc., the expansion of the public sector represents
the entrepreneurial effort of the State.

2. The administration of publiec undertakings has now assumed
a vital significance for the economic development of the country. The
setting up of public enterprises has proceeded in accordance with
the industrial policy of the Government embodied in two Resolutions
issued in April 1948 and April 1956. The Industrial Policy Resolution
of 1948 called for a dynamic national policy directed to a continuous
increase in production by all possible means together with measures
to secure its equitable distribution. For implementing that policy, the
Resolution stressed the need for the State to play a progressively active
role in the development of industries. The Resolution made it clear
that ‘for some time to come, the State could contribute more quickly
bv expanding its present activities where it is already operating and
by concentrating on new units of production in other fields rather than
acquiring and running existing units’. The public and private
sectors were thus given complementary roles in promoting industrial
development. The manufacture of arms and ammunition, production
and control of atomic energy and the ownership and management
of railways were to be the exclusive monopoly of the State and
the responsibility for setting up new undertakings was reserved to
the State in six basic industries—coal, iron and steel, aircraft manu-
facture, ship-building, mineral oils, and manufacture of telephone,
telegraph and wireless apparatus (excluding radio receiving sets).

3. The initiative and direct participation in the industrial sphere
by the State were thus in a comparatively restricted field. The need
for further amplification of this policy and for extending the scope
and coverage of the public sector arose due to subsequent develop-
ments in the political and economic spheres. The Directive Principles

3
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of State Policy ensnrined in the Constitution adopted in January 1950
indicated the socio-economic goals towards which the efforts of ihe
State were to be oriented. In the light of these principles, planning
for economic development assumed special importance. A national
Planning Commission was accordingly set up in March, 1950 and the
nation’s First Five Year Plan was finalised by the end of 1952, While
the First Plan was under implementation, the pursuit of a socialist
pattern of society was accepted by Parliament as the principal
objective of social and economic policy. With the completion of the
First Five Year Plan, it became clear that there was urgent need for
accelerating the pace of economic development through the expansion,
among others, of heavy industries. Taking these 'changes and needs
into account, Government reformulated their industvial policy in
April, 1956.

4. The Resolution of 1956 declared that: “The adoption of the
socialist pattern of society as the national objective, as well as the
need for planned and rapid development, require that all industries
of basic and strategic importance, or i.1 the nature of public utility
services, should be in the public sector. Other industries which are
essential and require investment on a-scale which only the State, in
present circumstances, could provide, have also to be in the public
sector. The State has, therefore, to assume direct responsibility for
the future development of industries over a wider area”.

5. The Resolution classified industries into three categories. In
the first category were placed the industries the future development
of which was to be the exclusive responsibility of the State. The
second category consisted of industries which would be progressively
State-owned and in which the State would, therefore, generally take
the initiative in establishing new undertakings, but in which private
enterprise would also be expected to supplement the cffort of the
State. The third category included all the remaining industries where
future development would generally be left to the initiative and
enterprise of the private sector.

6. It is in pursuance of this policy that the Government have set
up an increasing number of undertakings and the public sector has
come to occupy a commanding position in the economy of the country
and to play a crucial role in achieving ‘a self-reliant and self-generat-
ing economy’. Against this background, we now proceed to survey
the picture that the public sector presents to-day.

‘7. The industrial and commercial undertakings in the public
sector can be classified into three groups: (i) undertakings run
directly by the departments or executive agencies of the Government;
(ii) undertakings run by statutory corporations; and (iii) undertak-
ings run by Government companies registered in accordance with
the provisions of the Companies Act, 1956.

8. Of the 76 industrial and commercial undertakings in the
Central sector at the end of 1966-67, 70 were Government companies,
f.e., companies in which Government’s participation was not less than



5

51 per cent. The remaining six have been set up as statutory corpora-
tions and they are:

1. Life Insurance Corporation,

2. Central Warehousing Corporation,

3. Air India,

4. Indian Airlines Corporation,

5. Oil and Natural Gas Commission. and
6. Food Corporation of India.

We are pointing out this fact because many undertakings have been
styled as ‘Corporations’ even though they are Government companies
registered under the Companies Act. Thus, the Fertilizer Corporation
of India. the Indian Oil Corporation, the State Trading Corporation,
cte., are actually companies and not statutory corporations.

9. A noticeable feature of our public sector is the existence of
more thar one undertaking with an independent legal status func-
tioning in the same field of industry, e.g.. oil refineries and pharma-
ceuticals. On the other hand, certain big enterprises include more
than one operating unit. Thus, the Hindustan Steel Ltd. administers
five projects—the three steel plants located at Bhilai, Rourkela and
Durgapur, the Alloy Steel® Plant at Durgapur, and the coal washeries
at Durgapur and elsewhere. The Bokaro Steel Ltd., however, stands
oulside this big enterprise. Similarly, the Bharat Heavy Electricals
Ltd. has five operating units——the High Pressure Boiler Plant at
Tiruchirapalli, the Heavy Electricals Equipment Plant and Central
Foundry Forge Plant at Hardwar, the Heavy Power Equipment Plant
and the Switchgear Unit at Hyderabad. This multi-unit enterprise in
the electricals sector used to be part of an even bigger enterprise
from which it was separated. The residuary unit remaining after
separation was the Heavy Electricals Ltd., Bhopal.

10. The volume of investment made in the public undertakings
in the corporate sector has increased enormously since Independence.
During the period of the Third Plan. the investment in the shape of
equity and loans in the undertakings of the Central Government rose
from Rs. 953 crores to Rs. 2,415 crores. The corresponding investment
at the commencement of the First Five Year Plan was only about
Rs. 29 crores. Further investments have been made after the close of
the Third Plan period and the latest available fisures show that the
investment in the Central Government undertakings is now of the
order of Rs. 2,930 crores. The Draftt Qutline of the Fourth Five Year
Plan envisages an investment of Rs. 3,408 crores in the industrial
and commercial undertakings in the Central sector. The total invest-
ment in the corresponding undertakings in the States was about
Rs. 2,000 crores at the end of the Third Plan.

11. Quite often, the public undertakings are criticised on the
ground that the returns from them are very meagre as compared to
private enterprises. The Study Team has drawn attention to several
special features of the public sector which are often disregarded in
making critical statements on the performance of public enterprises.
[t has pointed out that a substantial amount of investment is as yet
tied up in undertakings under construction and further that it would
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not be fair to expect the promotional and developmental undertakings
to give commercial returns on the capital invested in them. Having
regard to these considerations, the Central Governmert undertakings
can be broadly classified in the fellowing categories:

Investment as
at the end of
Category Number Third T’lan
period (Rs.
in crores)

(i) Undertakings under construetion .. .. 17 332

(#i) Running concerns:

Hindustan Stecl . .. .. .. 1 960
Undertakings other than Hindustan Steel .. 39 899
(iif) Promotional and Developmental mndertakings .. 14 217
(fv) Financial institutions (ineluding Life Insurance
Corporation) .. .. os - . 3 7
Total %, 74 2,415

12. The performance of the running concerns during 1965-66, the
latest year for which data are available, has shown a decline in terms
of net profits. Although the turnover of the largest public under-
taking, viz., the Hindustan Steel Ltd. increased from Rs. 205 crores
in 1964-65 to Rs. 239 crores in 1965-66, the net profit earned by this
undertaking declined from Rs. 2.1 crores to Rs. 1.7 crores. Of the
remaining 39 running concerns, 30 earned profits, one broke even and
8 others incurred losses. The overall financial results of these under-
takings in broad terms. are as shown in the following statement :

1965-66 Previous
year

(Rs. in erores)

(A) Net profit earned (after providing for depreciation,
interest and tax) :

Hindastan Steol . .. .. . 1-7 2-1
Running concerns other than Hindustan Steel .. 15-8(30)  19-1(2%
Total (\\) .. 175 21-2

(B) Loss incurred 7-9(8) 2-4(4)

Total net profit (A)—(B) .. 9-6(39) 18-8(34)

Nors : Figures in brackets indieate the number of undertakings. As stated abave, inthe case
of ane undertaking, there was neither profit nor foss in 1965-66.
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13. Even for the undertakings which have been brought under
the category of ‘running concerns’, note has to be taken of the fact
that a portion of the amount invested in them is tied up in projects
under construction or in partial production. It is, no doubt, true that
the return on capital employed in the public undertakings has been
on the low side, though most of this capital relates to heavy industrial
plants which usually have long gestation periods. In the year 1965-66,
the pattern of investment industry-wise was as follows:

Category Investment
(Rs. in crores)

Steel .. . . . .. .. . 981
Engineering .. . . . s .o e 490
Petroleum .. .. . .. . .. .. 205
Chemicals .. . . . . o .. 220
Mining and Minerals .. .. . . _ 181
Aviation and Shipping (including ship-building) .. . . 131
Financial institutions .. .. cir . . .. 7
Miscellaneous . 3 o o .. . 110
2,415

14. It is clear that most of the investment has been on heavy
industries and in areas where trained man-power and technical know-
how was generally not available in the country. Also, these projects
were set up, more or less, to force the pace of economic development
and their managements very often found themselves entrusted with
the responsibility of operating a large and sophisticated complex
without adequate support from ancillary industries. The large capital
outlay on these projects, with tied foreign aid, necessitates the
provision of sizeable amounts towards depreciation. During the Third
Plan period, the Central Government undertakings set aside:Rs. 218
crores towards depreciation, This makes it difficult for managements

now to secure a high rate of return on the capital invested in these
projects. '

15. In judging the performance and shortcomings of the public
enterprises, it is important to bear in mind certain features which
distinguish them from the enterprises in the private sector. The
public undertakings are, no doubt, enjoined to observe business and
commercial principles, but it is obvious that the profit motive cannot
be such an overriding factor in their case as it is in private enterprise,
For example, in State trading, location of projects in backward
regions, or operation of domestic air services on uneconomic routes,
public interest rather than profit motive is the deciding factor.
Public undertakings also face problems in securing managerial
personnel of high quality. It was but natural that in the beginning,
most of the managerial personnel in the public undertakings should
have come from Government departments and not from the industrial
and commercial fields. For several reasons, the terms and conditions
of service in the public undertakings have to bear a relation to those
prevailing in the Government departments. This makes it difficult
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for them to procure the services of persons well versed in manage-
men‘tj skills to the same extent that the enterprises in private sector
can do,

* 16. It cannot be gainsaid that the public undertakings in India
have served as powerful instruments for achieving social and econo-
mic cbjectives. Serious gaps in the economy, particularly in the field
of heavy industries, such as manufacture of steel, heavy machine
tools, heavy electricals equipment, exploration and refining of oil,
manufacture of heavy chemicals and fertilisers and the indigenous
production of defence equipment have been overcome through public
enterprise. For instance, the total production of steel ingots which
was entirely in the private sector, was 1.5 million tonnes in 1950-51.
It increased to 6.2 million tonnes in 1965-66, with the Hindustan
Steel alone producing 3.44 million tonnes. The production of crude
oil recorded a significant rise during the Third Plan period itself,
rising from less than half a million tonnes in 1960-61 to 5 million
tonnes in 1965-66, The production of machine tools increased from
Rs. 30 lakhs worth of goods in 1950-51 to Rs. 23 crores in 1965-66. In
addition to machine tools, the Hindustan Machine Tools now makes
annually about 2} lakh watches. In the field of heavy electricals, con«
siderable advance has been made although the units of Bharat Heavy
Electricals are yet to come into normal production. The sales of
heavy electricals equipment made by Heavy Electricals, Bhopal, was
Rs. 5.8 crores in 1964-65 and Rs. 7.43 crores in 1965-66. Dependence
on imports for goods in these sectors has shown a marked decline in
recent years. In 1960-61, 91.6 per cent of the total supply of machine
tools had to be imported; this figure had come down to 44.6 per cent
by 1964-65. As regards petroleum products (other than kerosene),
the percentage of imports of total supply went down from 91.5 to 1.6
during the same period. The considerable savings in terms of foreign
exchange can easily be inferred from these data. Perhaps of even
greater importance is the extent of progress achieved in the manu-
facture of a wide range of equipment needed for defence, such as
military tanks, jet aircraft and electronic devices.

17. An important economic objective of State enterprises in
India, which has come to be increasingly recognised in recent years,
is the generation of surpluses for purposes of further development.
Such a contribution to the accumulation of capital by public enter-
prices is particularly important in view of the limits to the raising of
taxes and to the floating of loans for developmental purposes. The
Industrial Policy Resolution of April 1956 states that: “it is to be
expected that public enterprises will augment the revenue of the
State and provide resources for further development in fresh fields”.
At the end of the Third Plan period, the total internal surpluses
generated by the public undertakings of the Central Government
were of the order of Rs. 287 crores. Of these, Rs, 69 crores were
retained by the enterprises for self-financing, and as much as Rs. 218
crores were utilised towards provision for depreciation. The Draft
Outline of the Fourth Five Year Plan envisages a surplus of Rs. 760
crores from the Central Government enterprises (excluding railways)
- and Rs. 325 crores from the enterprises of the State Governments,
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~ 18. The public sector undertakings have also helped in reducing
the regional imbalances through a planned dispersal of the new
industries. Broadly speaking, Government have kept in view the
claims of the relatively backward areas in locating new public sector
enterprises in so far as this could be done without disregarding the

essential economic and technical considerations. Thus, steel plants

have been located in Madhya Pradesh, Orissa, West Bengal and Bihar; -
fertiliser factories in Bihar, Orissa, Assam, U.P., Kerala, Punjab and

Maharashtra; precision instruments factories in Rajasthan and Kerala; .
and the new machine tools plant in Rajasthan.

19. Other important objectives of public enterprises are: (a)
increasing opportunities for gainful employment; and (b) prevention
of concentration of economic power in private hands. Employment
has increased considerably with the expansion of the public sector.
The number of employees in the Central enterprises other than rail-
ways, Posts & Telegraphs, and ordnance factories increased from
about 1.54 lakhs in 1959-60 to 4.7 lakhs in 1965-66.

20. The growth of investment in the public sector helps to reduce
the concentration of economic power. in private hands, The share of
the public sector as a whole in the reproduceable tangible wealth of
the country which was about 15 per cent in 1950-51, increased to 35
per cent by the end of the Third Plan périod. The progressive
increase-in the assets of the public undertakings implies increasing
control of the country’s economy in the public interest.

21, While the public enterprises have strengthened and diversified
the Indian economy and given impetus to economic growth, their
working has also revealed defects which need to be removed with
a view to improving performance in the future. Several public sector
projects have taken longer in construction than originally estimated,
due to defects in planning and delays in sanctions. Capital expendi-
ture has been avoidably high in many projects resulting in over-
capitalisation. Examples of such projects are the Heavy Electricals
al Bhopal, the steel plants of Hindustan Steel, and some of the ferti-
liser units, particularly the one at Trombay. In many projects expen-
diture has been excessive on townships, houses constructed for higher.
executives, administrative buildings and guest houses.

22. Several public sector projects have accumulated substantial
losses. By the end of the Third Plan period, the Hindustan Steel
had accumulated losses of about Rs. 60 crores, the Heavy Electricals,
Bhopal, of about Rs. 26 crores, the Neyveli Lignite Corporation of
about Rs. 4.5 crores and the National Mineral Development Corpora-
tion of Rs. 2.5 crores. Losses of lesser magnitude have also accumulat-
ed in the case of several undertakings, such as the National Coal Deve-
lopment Corporation, the National Buildings Construction Corpora-
tion, and the Fertilisers and Chemicals Travancore Limited. It is,
of course, true that in projects having long gestation periods, losses
or low returns are inevitable in the beginning. However, even after
making allowances for this factor, we find that there have been
other causes too which have contributed to the accumulation of
losses to a substantial extent. Thus, over-capitalisation is one of the
main causes. In some cases, the implementation of expansion pro-
grammes before a project reached full production, as in the case of
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the Hindustan Steel, or inadequate utilisation of installed capacity,
as in the case of the Heavy Engineering Corporation, Ranchi, and the
Heavy Electricals, Bhopal, have also contributed to the accumulation
of losses. There are also a few cases where losses could be attributed
to shortcomings of the concerns themselves.

23. Perhaps, the most important failure of the public sector has
been its inability to develop to the requisite extent its own resources
of managerial and technical personnel and its continued dependence
on foreign engineers and technicians and deputationists from Govern-
ment. Progress has also been tardy with regard to the setting up of
the necessary designing and consultancy organisations, Of equal sig-
nificance is the failure to achieve healthy labour-management rela-
tions in several public undertakings. Little headway has been made
in evolving and introducing effective incentive schemes.

24, Further, neither in quality nor in price have some public
undertakings brought full satisfaction. Many kinds of special steel
have still to be imported because the public sector steel planis are -
yet to achieve the needed quality of manufacture. In the case of basic
products like steel and fertilisers it has not been possible to keep
prices within reasonable limits. With the recent increase in steel
prices, the position now is that the price of steel in India, as com-
pared to the domestic price prevailing in other countries, is higher
by about 25 to 30 per cent. The position is even worse in the case of
fertiliser which is a basic agricultural input. With the recent revi-
sion of fertiliser prices,* the agriculturists now. have to pay about
Rs. 2,343 per tonne for ammonium sulphate and Rs. 1,826 per tonne
for urea. These prices are 75 to 100 per cent higher than those pre-
vailing in other countries. Whatever may be the special and com-
pelling reasons for these high prices in India, it is unfortunate that
the Indian farmer, about the poorest in the world, is required to
pay for his fertiliser, prices which are about the highest in the world.

25. The organisational structure devised for the management of
the public undertakings has also several deficiencies. The top manage-
ment, consisting primarily of ‘policy-making’ type of governing
boards have largely been unable to give sustained and positive direc-
tion to persons at the operating level. There is too much of official
representation and too little of technical talent on the governing
boards. The position is also not satisfactory in regard to devolution
of adequate powers on the top management boards and their delega-
tion to the operational levels. While the spread of Government
control has been wider than necessary, the control exercised by Gov-
ernment at certain key points has not been effective. The demarca-
tion of responsibilities between the Government and the public under-
takings is also not sufficiently clear-cut and this tends to erode the
autonomy of the public undertakings.

26. We have, in appropriate chapters of the report, made recom-
mendations for overcoming the defects outlined above. Here, we refer
briefly to the guiding principles in the light of which we have formu-
lated the recommendations.

* These prices are in terms of per metric tonne of plant nutrient.
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27. In the first place, there is the basic consideration of vesting
each operational unit with powers which are necessary for its funec-
tioning with speed and efficiency, and without hindrance and inter-
ference from outside in its day-to-day administration. If would be
futile to give powers and authority  io the operational units if they
are prevented from exercising them effectively by imposing frus-
trating curbs and controls.

28. Secondly, it is essential to take a long-term view of the needs, -
requirements and problems of the future development of different
sectors of public enterprise. It is highly important that strong manage-
ment institutions are developed in different sectors of industry to
take care of their promotional and developmental needs and for
planning of future expansion.

29. In the third place, no organisational reforms can be effective
unless special attention is devoted to the human factor, both at the .
managerial and the operating levels. It is, therefore, necessary that
personnel of all categories should be helped and encouraged to
develop the requisite will, attitudes and a sense of belonging as well
as necessary abilities, skills and esprit de corps required for forging
public enterprises into an effective instrument for economic advance
and national welfare. ’

30. Lastly, we would like to emphasise that nationalization or
socialisation does not mean bureaucratisation. Not only should -the
public enterprises have the maximum possible autonomy to function
on sound business and commercial lines, they should also be respon-
sive to the needs and interests of the community. Unlike the private
sector where profit is the motive force, the main objective in the
public sector ought to be public good. Besides promoting and sustain-
ing economic growth, public enterprises should strive to supply the
community products and services of standard quality and at reason-
able prices. :

31. Planned economy and growth of the public sector in a big
way are difficult without a total national effort. In this context, the
performance of the public sector should be such as to inspire confi-
dence and a sense of pride in the minds of the people. The damage
1o national economy as a result of miscalculation or mismanagement
of these enterprises cannot be tolerated with equanimity by the people
who ultimately have to bear the burden of not only providing the
capital but also of having to pay high prices for their products.

32. Considerable experience has now been gained in the setting
up and running of large and complex enterprises. With systematic
effort, it should be possible to profit from this experience in not only
increasing the resources generated by the public undertakings but
also in reducing capital costs of future public sector projects. Neces-
sary changes have also to be brought about in the management orga-
nisation of public enterprises. The procedures obtaining in the Gov-
ernment as well as in the public undertakings have to be improved
1o enable the undertakings to function along sound business and
commercial lines. The relationship between Parliament, Government
and public undertakings needs to be reoriented to enlarge the auto-
nomy of the public undertakings but preserving none the less the
essential features of accountability. These, in the main, are the issues
we deal with in the subsequent chapters of our Report.



CHAPTER III
ORGANISATIONAL STRUCTURE

Forms of Organisation—Statutory Corporations and Government
Companies

The problems facing the public undertakings to which we have
drawn attention in the previous chapter are deep-rooted. We are con-
vinced that an overhaul of the system is needed to ensure that the
affairs- of the undertakings are efficiently managed and the under-
lying objectives are adequately achieved. It has to be recognised that
the public undertakings are only a means to an end and, therefore,
what is necessary is to ensure that the means do secure the end.
The first problem to which we consider it necessary to address our-
selves is the organisational structure of these undertakings.

2. The present organisation of public undertakings reflects a
marked preference for the Government company form. The table
below gives a classified statement of the public undertakings of the
Central Government as at the end of 1966-67. '

Nature of undertaking Government  Statutory Total
: companies corporations

Industrial and Manufacturing W, 45 .. 45
Public Utilities and Services .. By 4 2 6
Promotional and Developmental .. | R 5 2 7

Commercial and Trading (including construb: :
- tion agencies & hotels) ‘ 14 1 15

Financial institutions (including Lifc Insura-

nce Corporation) - . 2 1 3
Total s 70 6 76

The original intention was to set up public undertakings in the
form of statutory corporations. The Government company form was
introduced subsequently some years-after the first Industrial Policy
Resolution. The principal merit of the company form that appears
to have appealed to the Government is the flexibility that it pro-
vides for subsequent reorganisation. In the case of statutory corpora-
tions, Government have to seek approval of Parliament every time
they introduce a change in the organisational structure or bring into
existence a new undertaking., As Parliament cannot directly manage
the undertakings, it is inescapable that it should repose trust in their
boards of management. This could be better secured if Parliament
were to approve, after discussion, the setting up of the undertakings
through legislation or a resolution. Such a procedure would alse
facilitate investing them with the requisite measure of autonomy.

12
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3. In the beginning, the policy of setting up public undertakings
as companies had come in for much criticism, the main. points of this
criticism being :

(i) the undertaking set up as a Government company evades
the constitutional responsibilities which a State-owned
enterprise owes to Parliament, '

(ii) the law regulating limited companies becomes a mere
fiction as all or most of the functions normally vested in
the shareholders and management are with the Governs
ment;

(iii) a meeting of shareholders in the case of a Gevernment
company is meaningless as declaration of profits and ap-
poiéltments to the Board rested with the Government;
an :

(iv) the extent of autonomy provided could be reduced by the
executive agencies of the Government.

4. The Estimates Committee in their 80th Report (April, 1960)
took note of this criticism and recommended that all wholly State-
owned public undertakings should generally be in the form of sta-
tutory corporations. The company form should be an exception to
be resorted to only when Government have in an emergency to take
over an existing enterprise or have decided te launch an enterprise
either in association with private capital or with a view eventually
to transferring it to private management. In their reply to this recom-
mendation given in September, 1962, Government contended that
the ‘Company form was advantageous in that it allowed the flexibi-
lity and autonomy for the successful operation of commercial enter-

- prises and also provided for ‘Parliamentary control over the com-
panies under the special provisions of the Companies Act’.

5. We have carefully considered all the aspects of the question
whether a statutory corporation or a Government company is the
more suitable form. We believe that there is an important advantage
in adopting the form of a statutory corporation as compared to com-
pany form. Statutory corporations are set up after full public debate
and with the approval and sanction of Parliament. This leads to a
clear and precise definition of their objectives and obligations. It also
results in a clear demarcation of powers between the Government
and the public undertaking. Further, Parliament, having vested auto-
nomy in the undertaking through an enactment, will itself take care
to ensure that such autonomy is fully recognised by the executive
agencies of the Government. '

6. In certain cases, however, the company form is preferable.
For instance, the company form is more appropriate for undertakings
which have an element of private participation. It is also desirable
for those undertakings which are predominantly trading concerns
or which have been set up to improve or stabilise a particular area
of business, as in the case of the construction undertakings, the trad-
ing corporations and hotels. Further, when it is necessary to set up
an undertaking which is comparatively small in size and it is to be
given an independent legal status, a company may be floated for the
L/S3ARC—2
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purpose. This will obviate the need for the elaborate procedure
required for setting up a statutory corporation.

Recommendation 1

We recommend that :

(1) The form of a statutory corporation should in general be
adopted for public sector projects in the industrial and
manufacturing field.

(2) For projects in which there is an element of private parti-
cipation, the Government company form may be adopted.

(3) Promotional and developmental agencies should, as far
as possible, be run as statutory corporations or depart-
mental concerns.

(4) Undertakings which are predominantly trading concerns
or which are set up to improve and stabilise particular
areas of business may have the company form.

Sector Corporations

7. There is a great need for coordination and provision of com-
mon services among public sector undertakings operating in the same
field. The failure to take this need into account at the planning stage
is one of the most unsatisfactory features relating to the setting up
of public undertakings by Government. The Study Team has remark-
ed that “the establishment of a number of individual undertakings
of varying sizes, very often functioning in the same field of industry,
has led to a fragmentation of the industrial effort in the public sector”.
Theoretically, it may be possible to achieve coordination at the level
of the Ministry responsible for a particular area of public enter-
prise but the problem becomes more complicated in the case of under-
takings which are under the control of more than one Ministry. Apart
from this, at the Government level it is only the important issues
of policy and the size and direction of investment alone which would
atiract some attention. Even in this respect we have noticed defi-
ciencies in the manner in which such attention has been given by
Government.

8. We find cases where new projects have been set up without
utilising the organisation already built up in running multi-unit
undertakings and without entrusting to it the management of the
new projects. For instance, in the setting up of the Cochin Refineries,
the managerial and technical expertise of the Indian Oil Cor-
poration was not utilised. A new undertaking styled as Machine
Tools Corporation of India has recently been set up as a separate
Government company, in spite of the existence of the Hindustan
Machine Tools in the same field. There are cases in which the exist-
ing multi-unit undertakings have been bifurcated, such as the Heavy
flectricals Limited, the State Trading Corporation of India and the
Heavy Engineering Corporation. Cases also exist where a new Gov-
ernment company has been set up more or less at the expense of an
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brganisation that had already started developing in & multizunit
undertaking. Such unsystematic and needless proliferation leads to
fragmentation of the total industrial effort in the public seetor. We:
feel that in allowing this proliferation to take place, and in failing
to set up integral statutory authorities in coherent sectors of public
enterprise, we have not only denied ourselves the benefits of large-
scale operations but have also missed a major purpose of nationaliza-
tion of key sectors of our economy.

9, "We notice that in other countries the policy generally has beeil
to set up an integral authority in a nationalized seeter to which is
entrusted the general responsibility for promotion and developmeii
in that sector. We are of the view that such sector corporations should
be set up in India in major areas of public enterprise. We recognise,
. of ccurse, that a sector corporation should not be allowed to crush
under the weight of its authority and size the operational autonomy
of its units. It should, if properly operated, enable the units to secure
a measure of freedom from control by Government in fields swhere
a purely departmental approach would not be desirable.

10. The setting up of sector corporations should not result in:
their {unctioning as large monopolies-in the public sector eliminat-
ing competition among units producing a similar range of products
or providing similar services. We have to preserve the managerial
personzality of the constituent units by giving to each of them a
financial framework within which it is to operate and against which
its pertormance is to be evaluated. The budget, accounts and perform-
ance data of each of the units should be separately compiled. This
would help to infuse in them a spirit of healthy competition. It will
also facilitate a comparative appraisal of the success achieved by
different units in reducing costs and increasing productivity.

11. The advantages of setting up of a‘single integrated éorporav'
ti(in in each major sector of industry may thus be summarised as
follows :

(i) it will avoid the fragmentation of the industrial effort in
the public sector; :

(ii) it will reduce the span of Government control as many of

the functions that are coordinative per se will be taken
care of by the corporation;

(iii) it will make Government control more effective by keep-
ing it confined to a few vital and strategic points;

(iv) it will help to achieve the economies of large-scale opera-
tions and the establishment of otherwise expensive staff
organisations and of common service facilities in the fields
of research and consultancy, training of personnel and sales
promotion; and

(v) it will lead to better personnel management, uniformity
in the terms and conditions of service of employees, wider
prospects for the managerial and technical personnel and

the development of managerial resources in the public
sector.

L S3ARC—2(a)
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- 12. Sector corporations may be established for running the indus-
trial and manufacturing concerns of the Government. in the follow-
ing areas:

(i) Iron and Steel,;

(ii) Engineering and Machine Tools;
(iii) Electricals;

(iv) Coal and Lignite;

(v) Petroleum and Petro-chemicals;

(vi) Mining of iron and other ores and mining and processing
of non-ferrous metals;

(vii) Fertilisers; and
(viii) Chemicals and Drugs.

In demarcating the above areas, we have slightly modified the recom-
mendations of the Study Team by sub-dividing two of the items
recommended by it and constitfuting separate corporations for “Elec-
tricals” and for ‘“Chemicals and Drugs”. This sub-division has been
made in view of the need to achieve a greater measure of homo-
geneity in the activities of the units proposed for inclusion in the
same sector.,

_ 13. Besides corporations in the industrial and manufacturing field,
twQ .more corporations may be set up, one for Aviation and the
other for Shipping. In our view, there are marked. advantages in
replacing the two existing statutory air corporations by a single cor-
poration with two operating —units. The types of specialists and
techni¢ians who are recruited by the Air India and the Indian Air-
lines Corporation are the same. The wage structures of the two cor-
porations are more or less the same and on important routes the air-
craft requirements are similar. There are possibilities for having com-
mon offices, workshops and other establishments and thereby reduc-
ing costs. Even the boards of managements of the two air corporations
have been, more or less, the same for some years. Similar considera-
tions apply to the two shipping lines, viz., the Shipping Corporation
of India and the Mogul Line Ltd., which are under the control of
the Ministry of Transport and Shipping. These two shipping lines
and .the allied concern of Hindustan Shipyard which is also under
the control of Ministry of Transport and Shipping may be brought
into a single Shipping Corporation.. .

14. The advantages of establishing sector corporations may also
be derived in the case of hotels. The two Government companies in
this field, viz., the Ashoka Hotels and the Janpath Hotels may be
combined with the India Tourism Development Corporation to form
a single sector corporation. This would involve the transfer of these
hotels from the control of the Ministry of Works, Housing and Supply
to- the Ministry of Tourism and Civil Aviation. Bringing the adminis-
tration of Government owned hotels under the Department of Tourism
has also been recommended by our Study Team on the Machinery of
the Government of India. : C
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15, We anticipate a great expansion in the field of eléctrjonics,
It would be advantageous if this field is éntrusted to a sector corpora-

tion responsible for the promotional and developmental activities in
that field. '

16. In our recommendations concerning the formation of sector
corporations we have not included Defence undertakings. These will
be considered in our report on Defence Matters,

17. In some of the areas mentioned above, there are a few under-
takings, e.g., Cochin Refineries and Fertilisers and Chemicals Tra-
vancore Ltd. which have an element of private participation ‘in the
capital invested in them. In future, also, there will be occasions when
it would be necessary to put up new projects having private capital
participation. With the creation of sector corporations, the responsi-
bility for setting up and management of such projects should devolve
on tiese corporations. We feel that it would be advantageous if the
‘State-owned shares held in these undertakings are transferred to the
sector corporation concerned.

Reeqmmendation 2
" We recommend that :

(1) Al the industrial and manufacturing concerns in the
areas mentioned in paragraph 12 and the concerns in the
fields of air transport, shipping and hotels and tourism
should be grouped into sector corporations as indicated
in Annexure, The State-owned shares in- an undertaking
in which there is private participation should be trans-
ferred to the sector corporation. o o

(2) A sector corporation should also be set up in the field
~ of Electronics when a programme for a, large-scale expan-
ston in this field is decided upon.

Functions of Sector Corporations

18. A clear statement of the functions assigned to:the sector cor-
porations, the powers reserved to Government and the powers that
should be delegated to the operating units of the corporation can serve
as the basic safeguard against both the erosion of autonomy of the
corporation by the agencies of the Government and the undue con-
centration of powers at the corporation level. We are anxious that
the new sector corporations should refrain from exercising undue
administrative control over the constituent units and should con-
centrate attention on their special responsibilities for promotion of
research and development, provision of designing and consultancy
services needed by the constituent units, coordination in recruitment
and training of personnel and providing other common service faci-
~ lities ‘which can be more economically provided from a central point.
The sector corporations can play an important role in scrutinising
the ‘internal budgetary programmes of the enterprises, developing
information and reporting systems needed for management control,
and making a comparative appraisal of performance. They can also
provide an effective machinery for the speedy disposal of grievances
and complaints pertaining maladministration- and abuse of autho-
rity by officers subordinate to the corporation. The other important
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duties of the corporation will be : to ensure, as far as possible, uni-
formity in wage structure, to determine the broad recruitment and
promotion policy that should be followed by constituent units and to
lay down scales of amenities to be provided to employees, with a
view to achieving economy in expenditure on housing and other faci-
lities., Within this framework, the aim should be to devolve full
operational autonomy on the constituent units so that the project
ma‘)agers are able to carry on the day-to-day administration of the
units without interference from above.

Recommendation 3

We, therefore, recommend that :

(1) The powers of the Government vis-a-vis the sector cor-
porations and the functions of the corporations should,
in general, be as follows:

Powers reserved to the Government :

(i) to appoint the Chairman of the corporzition and the
Government representatives on the board of the
corporations;

(ii) to appoint, in consultation with the Chairman, other
members of the board of the corporation;

(iii) to give directions to the corporation as to the
exercise and performance of its functions in matters
involving national security or substantial public
interest and to ensure that the corporation gives
effect to such directions;

(iv) to call for such returns, accounts and other infor-
mation with respect to the property and activities
of the corporation as may be required from time to
time; :

(v) to authorise the amount of capital to be raised and
the terms and conditions on which it may be raised;

(vi) to approve the corporation’s five-year and annual
gla(.ils of development and the corporation’s capital
udget;

(vii) to approve the corporation’s revenue budget in case
there is an element of deficit which is proposed to
bedmet by obtaining funds from the Government;
an

(viii) to approve agreements involving foreign collabora-
tion proposed to be entered into by the corporation
and fo approve purchases and contracts of a major
nature involving substantial eamital outlay which
?_re in excess of the powers vested in the corpora-
ion,

Functions of the Sector Corporations :

(i) to advise the Government on general matters affect-
ing industry in the public sector;



19

(ii) to promote and develop industry in the public sector
including the setting up of new. projeets in accord-
ance with the Plan;

(iii) to promote, provide or coordinate activities relating
to—

(a) training of personnel;

(b) research and consultancy;

(e) sales promotion; and

(d) such other common services as the constituent
ltl_nits may agree to be provided by the corpora-
ion;

(iv) to evolve a common policy for the wages and salaries
and other terms and conditions of service of the
employees of the corporation; .

(v) to.gspprovef the revenue budgeis of the constituent
units; . . Rt
(vi) to scrutinise the capital budgets of the constituent
~units and submit a consolidated budget to the Gov-

ernment; '

(vii) to ‘make appointments to posts below the board
level in the sector corporation; ‘

(viii) to appoint the chief executives of the constituent
- unifs in consultation with the Government;
. (ix) to appoint heads of departments in the constituent
units in consultation with the chief executive of the
unit concerned;

(x) to eall for such refurns, accounts and other infor-
mation with respect to properties and activities of
each of the constituent units as the corporation may
-require from time to time;

(xi) to secure the largest degree of dencentralisation con-
sistent with the proper discharge by the corporation
of their duties and functions; and

(xii) to set up an effective machinery for the speedy
disposal of grievances and complaints pertaining to
maladministration and abuse of authority by officers
subordinate to the corporation.

(2) Subject to the above, all the necessary powers required

- by the constituent units to discharge their duties and

functions should be conferred on the managements at
the unit level.

Monagement Boards of Sector Corporations

19. In every public undertaking, the responsibility for overall
management has been vested in a governing board. In general, there
has been a marked preference for a board in which most of the
members are part-time. In a few cases, like the Indian Oil Corporation,
the State Trading Corporation of India and the Oil and Natural Gas
Commission, a few full-time functional directors have also been
appointed. Most of the directors of Government companies and the
members of the governing boards of the statutory corporations are
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-Government officers. The boards exercise general supervision over
the affairs of the undertakings, meet periodically and give directions
and sanctipns to the management.

20. The Study Team has reported that the system of having
boards of this type has not worked well. The part-time directors
have seldom been able to devote sufficient time and attention to their
work. It has not even been possible for them in many cases to attend
the meetings of the boards. Part-time directors have not been able to
give that sustained and systematic attention which the affairs of the
undertakirnigs require. It is-also argued that in the present scheme of
‘things where broad policies are laid down by the Government and
the responsibility for carrying on the day-to-day administration is
vested in the chief executive, there is only a small area left in which
“this type of board can function. Such a board has sometimes been
criticised as being ineffective and even redundant,

21. The alternatives to a policy-making type of board are either
a fully functional board like the Railway Board or a mixed type of
board which includes both full-time functional and part-time mem-
bers. An example of the latter type is that of the Indian Oil Corpora-
tion. We feel that fully functional boards for public undertakings
will neither be feasible nor desirable. There has to be an element of
Government representation on the board which will necessarily require
the presence of part-time members, We would like to emphasise,
however, that the official nominees on the board should represent
the- Government as -a whole rather than any one Ministry and that
their selection should be made in the light of the qualifications that
they possess rather than on their being attached to a particular
Ministry. This will enable selections to be made from a wider field
and avold frequent changes arising out of transfer of the officer con-
cerned from one Ministry to another. It should be ensured that
Government’s nominees are selected on the basis of their competence
to deal with problems which are considered at the board level and
that they are fully posted with Government’s views.

22. It would be advantageous to bring into the board “outsiders”
with a fresh outlook. This can be done by including two or three part-
time members who have established outstanding reputation in the
field of industrial, commercial or financial enterprise, in public admi-
nistration or in trade union organisation. The presence of such part-
time members, who are not directly connected with the operations
of the undertakings will enable the board to view proposals with a
broader outlook. Persons selected for part-time membership of the
board should naturally be imbued with faith in public enterprise and
should not have such business or other interests as may affect their
objectivity in discharging their duties on the board.

' 23. We have considered the desirability of including a representa-
tive of the workers on the board of management. Such an arrange-
ment, if ' worked in the proper spirit, can have a number of advant-
ages. It can give the workers a greater sense of participation in the
management of the enterprise and in turn the board will have the
benefit of the viewpoint of the workers. However, the experience
of some other countries in this regard does not fortify us in making
such a recommendation at the present stage of our socio-economic
development, However, the presence of a non-official member who
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has had long and intimate experience of working in the trade union
organisations would be of advantage. '

24. We have taken note of the objection sometimes mcde aganst
the functional or mixed type of board that it blurs the*authority of
the chief executive and leads to friction between him and the full-
time directors. The example of Hindustan Steel where the experience
of having full-time directors on the board did not prove to be success-
ful is also at times cited. We have considered this carefully and feel
that the mixed type of board tried in the Hindustan Steel did not
come up to expectations because of certain special factors and not
because of any inherent defects in the system. One instance where
the system did not work as expected under some special circum-
stances should not deter us from adopting a pattern which is not
only logical but which is also the general pattern prevailing in the
larger enterprises both in the public and the private sectors
all over the world. We are of the view that chances of friction bet-
ween the chief executive and others on the board will be minimised
if the proper role and importance of the authority of the chief
executive is appreciated and respected both by the board-and.the
administrative Ministry.

Recommendation 4
We therefore, recommend as follows :

(1) The boards of management of sector corporations should
be of a mixed type. The board should consist of-- -

(2) a full-time Chairman-cum-Managing Director;

(b) full-time functional directors, their number d_ep_'end-
‘ing on the needs of the case; :

(¢) not more than two part-time Government represen-
tatives; and . S o

(d) two or three part-tiine members from outside the
Government. N

(2) The Government representatives should be selected on
the basis of their qualifications and experience and net
byimsvirtutrye of the office which they hold in a particylar

(3) Part-time members from outside the Government should

. be persons with nroven ability in the flelds of indus-
trial, commercial or financial enterprise or in adminis-
tration or in trade union organisation. These gualifica-
tions should be laid down in the Act, or In the case of
Government companies in the Articles of Association.
These members should have faith in public enterprise
and should not have such business or other interests as
may affect their objectivity in the discharge of their
duties on the board. ' S '

Structure Below the Corporation Level

25. The organisational structure below the corporation level can
be devised in different ways. One way is to give independent legsl
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status to the constituent units also. This would make the organisa-
tional structure of the public sector multi-tiered as is the pattern pre-
vailing in Italy where the top management institutions, the IRT* and
ENIy, are statutory corporations and the subsidiary units are com-
panies. Another way is to define the organisational structure of the
constituent units in the Act setting up the sector corporation and lay-
ing down the relationship between the sector corporation and the con-
stituent units. A third alternative is to define the structure of the
corporation in an Act and to provide that the organizational structure
below the corporation level will be determined by the corporation in
consultation with Government. :

26. The suitability of any of these alternatives in a particular
case would depend on a number of circumstances. For instance, in the
case of undertakings which are not wholly owned by the Govern-
ment we have already suggested that they should continue to have
the company form. In the case of such undertakings, therefore, a board
of directors will have to be set up as required by the Companies Act.
The composition of the board of such units will depend upon the ex-
tent of shares held by the Government and the private parties and the
agreement between them, It is to be noted that if the State-owned
shares are held by the sector corporation, it will not be necessary to
include Government representatives on the board of directors of such
Government companies. The sector corporation can itself appoint its
representatives from among its directors and executive heads of de-
partments to serve on the boards of such companies.

27. The management organisation of a constituent unit which is
not in the form of a company would depend upon the size and nature
of its operations. In the case of the smaller units, it may be sufficient
to have only a single executive, a general manager, functioning direct-
ly under the board of the sector corporation while in the case of the
larger ones, it may be desirable to set up a committee of management
under the chairmanship of the chief executive of the unit. This com-
mittee should, however, be of a functional type comprising such heads
of departments as may be considered necessary for the purpose. Pro-
vision to this effect can either be made in the Act setting up the cor-
poration or the matter can be left to be decided by the corporation in
consultation with the Government. From the standpoint of flexibility
and for facilitating the changes in circumstances to be taken into
account, the latter alternative may have certain advantages. But this
very flexibility, we believe, may lead to frequent changes being made
in the organisational structure to the detriment of the stability of the
management organsation. We have already suggested that the sector
corporations should be set up in the form of statutory corporations.
We feel that it would be advantageous to provide for the organisation
of the constituent units in the Act. Care should, however, be taken to
see that this does not lead to undue rigidity, making it difficult to pro-
vide for the special circumstances of individual cases, particularly for
the units, which may be set up in the future. It would be appropriate,
therefore, to lay down the organisational structures of the units in
broad terms, leaving an area of flexibility to provide for special needs
of individual cases. »

*Tstituto per la Ricostruzions Industriale (Institute for Reconstruction of Industry, Italy).

{Ente Nazionale Idrocarburi (the great petroleum complex’ in Italy).'




Recommendation 5

We recommend that:

(1) The constituent unit of a sector cornoration wiiich has an
element of private participation and, therefore, the form
of Government company should have a board of directors
as envisaged at present under the Companies Act. No
Government representatives need be appointed on these
boards and the sector corporation which holds the-State-
owned shares should nominate its renresentatives from
among its directors and the executive heads of departments
to serve as part-time members on the boards of such
companies. The composition of these boards will depend
upon the extent of shares held by the sector corporation-
and the private parties and the agreement between them,

2) For a constifuent unit which is wholly owned by the Gov-
ernment, there should be a committee of management if
the size and nature of the operations of that unit so re-
quire, This committee should be functional and have the
chief executive of the unit as the chairman and the heads
of key departments as members. For the smaller wholly
owned units there need only be a single executive, who -
m%y function directly under the board of the sector corpo-
ration.

(3) The organisational strucfure of the constituent units of a
sector corporation should also be defined in the Act setting
up the corporation, but only in broad terms so as to enable
the corporafion to devise specific structures in individual
cases in consultation with the Government and within the
framework laid down in the Act. Provision should also be
made in the Act to enable the corporation to devise the or-
ganisational structure for a new unit in the same way.

Steps to be taken to set up Sector Corporations

28. For giving final shape to our recommendations, concerning
the setting up of sector corporations, it will be necessary to have a
separate law enacted by Parliament for each major area of public
enterprise. These Acts should provide for the establishment of a sector
corporation in each area and for bringing the existing wholly owned
undertakings in the field under that corporation. However, as the en-
actment of the necessary legislation in this regard may take some
time, Government may, to begin with, amalgamate, under the provi-
sions of the Companies Act, all the companies wholly owned by the
Government and operating in the same major area of enterprise into
one multi-unit company. The State-owned shares in an undertaking
which is not wholly owned by the Government can be transferred to
the appropriate multi-unit company so formed® Thereafter, the multi-
unit company may by law be transformed into a statutory corpora-
tion. In the case of the oil sector, however, an Act of Parliament will
be necessary for bringing together the Indian Oil Corporation, and
the Oil and Natural Gas Commission which is a statutory corpora~
tion into a single sector corporation,
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Recommendation 6
W: recommend that:

(1) Until such time as the necessary legislation is enacted for
giving effect to proposals relating to sector corporations,
Government may under the provisions of the Companies
Act bring about the amalgamation of the existing Govern-
ment companies which are functioning in the same major
area of enterprise and which are wholly owned by the Gov-
ernment and transfer the State-owned shares held
in public undertakings not wholly owned by Govern-
ment to the appropriate multi-unit undertaking. In the
amalgamated company, powers and functions will be dis-
tributed between the fop management and the operating
units in 2 manner similar to that contemplated for the dis-
tribution of powers between the sector corporation and the
operating units. Subsequently, the multi-unit companies
can be transformed into statutory corporations under Acts
of Parliament.

(2) The Indian Oil Corporation and the Oil and Natural Gas
Commission should be grouped together to form one sector
corporation by an Act of Parliament.

Application of the Companies Act to public undertakings

29. We now take up the guestion of suitability of the provisions
of company law for the public undertakings. Several of the provisions
of the Companies Act have little or no meaning in relation to Govern-
ment companies, e.g., provisions stipulating the holding of annual
general body meetings and requiring notices and returns to be filed
with the Registrar of Companies. The Articles of Association of the
Government companies contain a number of provisions for transfer-
ring, making calls on and forfeiture of shares, and imposition of penal-
ties which are of little significance. Under Section 620 of the Compa-
nies Act, Government have the power to exempt any Government
company from the operation of any provision of the Act. We find that
hardly any use has been made of this section. The idea should be to
reduce to the minimum the provisions of the Companies Act which
need apply to the Government companies since most of their affairs
are in any case controlled by Government. The actual provisions that
should not apply to a Government company would have to be deter-
mined specifically in each case. :

30. When shares held by the Government and some Government
companies are transferred to sector corporations in accordance with
our recommendations ‘made earlier, those companies will lose their
status as Government companies. In order that they may continue to
be eligible for the relaxations provided for Government companies in
Section 620 of the Companies Act, it will be necessary to enlarge the
definition of “Government company” so as to include companies not
less than 51 per cent of whose shares are held by sector corporations,
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Recommendation 7

We recommend that:

(1) Full and effective use should be made of Section 620 of
the Companies Act for exempting a Government com-
pany from such provisions of that Act which are not
meaningful in theéir applfcation to it.

(2) The definition of a “Government company” should be en-
larged so as to include.a company not less than 51 per
cent of whose shares are held by a sector corporation.



CHAPTER 1V
PUBLIC ENTERPRISES, PARLIAMENT AND GOVERNMENT

Relationship with Parliament

Public enterprises are financed from public funds. It follows that
they must function within the confines of public accountability. The
essential feature of this accountability in a democracy is the supervi-
sion and control exercised by Parliament. The need for such supervi-
sicn and control is all the greater in a country like ours which is com-
mitted to the goal of bringing about a socialist pattern of society.
We have, therefore, considered it necessary to explore the means
whereby Parliamentary supervision over the performance of public
enterprises can be made more effective.

2. There are several opportunities for discussion in Parliament on
the working of public undertakings. Thus, discussions can take place
on the annual report of an undertaking, or during the budget debate,
or, as the subject matter of half-an-hour discussion. However, there is
no regular programme with a specific time schedule for discussion of
the performance of public undertakings. We feel that such a full dis-
cussion every year in Parliament is desirable and necessary. For this
purpose, the supply of adequate information in a proper manner to
Parliament is of great importance. We later discuss the improvements
that rieed to be brought about in the Annual Reports of public under-
takings which are submitted to Parliament. It may be noted that with
the setting up of sector corporations, Parliament would not be called
upon to consider a very large number of Annual Reports as each sec-
tor corporation will be presenting one consolidated Annual Report on
its working and that of its constituent units.

Recommendation 8

We recommend that Parliament be approached to agree to
earmark a number of days for discussion of the working of
public sector undertakings.

3. The most effective form of Parliamentary supervision is = the
examination by a Committee of Members of Parliament. It also gives
the managements in the public sector an opportunity to appear before
a Parliamentary Committee and explain their position and problems
across the table. A joint Committee of both Houses set.up in May 1964
took over ‘functions vested in thg Committee on Public Accounts and
the Committee on Estimates iil ‘relation to the public undertakings’.
The reports brought out by the Committee on Public Undertakings,
have thrown much light on the problems.and the working of public
undertakings. Inevitably, in the beginning, the Parliamentary Com-
mittees had to rely on detailed information elicited from the under-
takings through questionnaires issued by them. The Study Team has
reported that management of the public sector enterprises have to
perform a heavy task in replying to such questionnaires with the care
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with which they have to be answered. Incidentally, the Select Com=
mittee on Nationalized Industries in U.K. does not follow such a pro-
cedure. It transacts its business mostly by discussions ‘across the
table’ based on information contained in Annual Reports of the public
enterprises and the memoranda received from the managements of
these enterprises on broad issues framed by the Select Committee.

4., We have considered the advantages that would accrue if the
Committee on Public Undertakings took up simultaneous examina-
tion of a group of undertakings falling within one area of enterprise
and brought out a consolidated report thereon. This will enable the
Committee to cover, within the time at their disposal, a larger num-
ber of undertakings and to examine their problems more deeply. The
Committee would also be able to avoid having to reconsider similar
issues of different undertakings operating in the same field of industry.
It will also make it possible to undertake a simultaneous and compa-
rative appraisal of the performance of different projects in the same
area of enterprise. A consolidated report of the Committee will also
enable Members of Parliament to acquaint themselves better with the
probleéms on which they should focus their attention.

Recommendation 9

We, therefore, recommend that the Committee on Public Un-
dertakings may consider taking up for examination a group
of undertakings falling within one major area of enterprise
and bringing out a consolidated report thereon.

5. The Annual Reports of public undetakings should have as their
main objective the presentation of adequate information to Members
"of Parliament in a readily intelligible form. On the examination of
the Annual Reports, the Study Team has come to the conclusion that
only a few undertakings have been furnishing comprehensive infor-
mation on their operations and future programmes, and that ‘there is
insufficient recognition of the fact that one of the main purposes of
the Annual Report is to enable Parliament to make an assessment of
the efficiency with which an undertaking is being run’. We feel
that the adoption of a common pattern of reporting and the use
of standard operational indices will enable Members of Parlia-
ment to keep themselves posted with the working of public under-
takings, and make comparative studies. A

Recommendation 10
We recommend that:

(1) The Bureau of Public Enterprises, in consultation with
the Ministries and public undertakings, should work out
a model form for the Annual Reports of public undertak-
ings. Standard operational indices should also be prepar-
ed for use by the public undertakings in order that essen-
tial information relating to their working is brought out
in the Annual Reports in a readily intelligible form,
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() Eai(i'intsAnnual Report should cover inter alia the following
points: — ‘

(a) Information about the adequacy of the quantity and
quality of output and reductions in ecost;

(b) information relating to the utilisation of the princi-
pal ingredients of production, viz., labour, materials
and installed capacity; in the case of undertakings
not concerned with manufacture like transport and
trading concerns the corresponding information
should relate to factors relevant to such concerns;

(¢) comparative performance between different parts of
the undertaking, between one undertaking and an-
other, and in relation to similar undertakings abroad;

(d) a brief report on future plans indicating the extent
of demand for the product proposed fo be met, the
variations in the quantity and quality of supply and
the steps planned to reduce costs; and

(e) a brief summary of the past operational results with
comparisons of the resulfs achieved during a specified
period in order fo bring out long-term trends.

6. It is necessary to achieve a proper balance between the require-
ments of accountability of the enterprises to Parliament and their
need for freedom in day-to-day operations. While Parliament must
oversee and review the performance of public undertakings with a
view to promoting and safeguarding the public interest involved, the
manner of achieving this purpose should be such that it does not wea-
ken the initiative of the management and thus affect its efficiency.
Too detailed and continuous an examination by Parliament, particu-
larly of day-to-day administration, will compel the responsible Minis-
ter to call for more information from public undertakings and insist
upon his prior approval being taken even in matters coming within
the sphere of management. This will obviously have an adverse effect
on the initiative of those responsible for running the undertakings.

7. A general criterion that can be applied to determine the extent
of Parliamentary review is that it should not extend to matters of
day-to-day administration. While this criterion is easily accepted, diffi-
culties arise when it is applied to individual cases. One way of decid-
ing whether a matter relates to day-to-day administration is to pres-
cribe a set of objectives and obligations for the enterprises and then
to treat any act as not being one of day-to-day administration if it
directly affects the fulfilment of those objectives and obligations. In
the same way, all matters, except those which have a bearing on any
established policy of Government, either in relation to that undertak-
ing or the public sector as a whole, should ordinarily be treated as
matters of day-to-day administration. This test cannot, however,
suffice in all cases and there will be instances where Parliament would
like to discuss matters which have aroused wide publicity even though
seemingly pertaining to day-to-day administration.
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8. We have considered the instructions and guide-lines-laid down
by the Speaker on the scope of the admissibility of guestions in Par-
liament on public enterprises run by corporate bodies. In this con-
nection, the Study Team has stated that: ‘Often ‘questions get admit-
ted and answered even though falling within the area of day-to-day
administration. Sometimes detailed information is gathered and sup-
plied although similar information had been supplied before in a
slightly different form to an earlier question’. We agree with the
Study Team and feel that Ministries should not fail to bring to the
notice of the Speaker questions which under the rules in force are not
admissible. The need for questioning in Parliament on the detailed
working of these undertakings should not ordinarily arise in the
future in the context of the role and functions that we are proposing
for the sector corporations, the Audit Boards, the Bureau of Public
Enterprises, the administrative Ministries and the Committee on Pub-
lic Undertakings and in view of the suggested improvement in the
form and content of the periodic reports for discussion.

Recommendation 11

We recommend that the Ministries should not fail to bring to
the notice of the Speaker questions which under the rules in
force are not admissible. Ny

Relationship with Government

9. We have emphasised in an earlier chapter the need for evolv-
ing a management and control system in respect of the public enter-
prises which would strike a right balance between autonomy and con-
trol.  Excessive external control will inevitably have .a frustrating
effect on the management, weaken its initiative and restrain it from
taking quick decisions on the spot. At the same time, Government
must have the power to issue policy directives, exercise strategic con-
trol and make the necessary coordination arrangements keeping in
view its responsibility for the effective implementation -of the socio-
economic programmes of the country, It is, therefore, necessary to pro-
vide for a proper system of coordination and control of the public
undertakings in the corporate sector while adequately safeguarding
their operational autonomy. In order to achieve this purpose, the
management must be imbued with a spirit of public welfare and
dedication to its task and Parliament and Government must repose
trust and confidence in the management of the undertakings while
being ever-mindful of their obligations to safeguard the public inte-
rest.

10. At pesent the powers reserved for the Government mainly
relate to such matters as the appointment of the Chairman and Mem-
bers of the Boards of Management, appointments or approval of ap-
-pointments to posts of Financial Adviser and to posts carrying sala-
ries above a certain minimum, approval of capital expenditure pro-
grammes and borrowings, appointments of auditors and issue of direc-
tives or instructions in certain cases, approval of rules and regulations
and ggneral supervision over the affairs of the undertakings.
L/S3ARC—3 ’ )
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11. The Study Team has found that while the span of Govern-
ment control is wider than it need be, the effectiveness of the control
is not adequate. Ineffective control is worse than no control because
while it inhibits the operational initiative by an external conirol ap-
paratus, it fails in its objective of regulating matters in those areas
where regulation is essentially required. A well-regulated control
system should ensure beth managerial responsibility and freedom
which constitute the hall mark of successful commercial institutions.
Control by Government should, therefore, not be diffused and dispers-
ed over all and sundry items of work, but should be confined to basic
things and key points.

12. Keeping in view this basic approach to the role of Govern-

ment wvis-e-vis public undertakings, we have further to take into ac-
count the following factors:

(1) the accountability of Government to Parliament;

(ii) the position of Government as the dispenser of public
funds;

(iii) the overall responsibility of Government of ensuring that
the public undertakings achieve the objectives underlying
their formation and that corrective action is taken in
time when the affairs of an undertaking are tending to go
wrong; and

(iv) the necessity of an overall periodic assessment of the per-
formance of the undertakings.

13. So far as the first consideration is concerned, we have sug-
gested that Parliament itself will have to exercise a measure of self-
restraint in matters of day-to-day administration. Trust and confi-
dence rather than interference will have to be the guiding principle.
As to the second factor, our firm view is that the necessary control
should be exercised by a vigilant post-audit of information, returns
and reports rather than through powers of prior sanction; in any case
the annual budget procedure would also be an effective means of
achieving the purpose. As regards Government’s responsibility, it
would be best discharged through a careful selection of the Chair-
man and Members of the Board and only in the last resort, by the use
of power to issue directives. Further, the proposed Bureau of Public
Enterprises and the Audit Boards, to which we refer later, will take
care of the last factor.

14. We have taken note of the factors pointed out by the Study
Team which, in an indirect manner, result in greater control of pub-
lic undertakings than is necessary ar desirable. The Team has further
pointed out that ‘the presence of a Secretary or a large number of
representatives of Ministries on the board results in its acquiring the
character of a Government committee rather than that of an autono-
mous board of management’. We also agree with the Study Team that
powers should not be reserved to Government, as at present, in such
matters as appointments to posts below the board level. The status
accorded to the chairman of a public undertaking determines to a
considerable extent the working relationship between the public
undertaking and the administrative Ministry concerned. It will be
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necessary. in some cases to provide emoluments to chairmen of sector
corporations which may be higher than those available to senior-
most civil servants.

15. One notable aspect of indirect control is that while Govern-
ment influence the decisions of the public undertaking, they do not
share the responsibility for those decisions. The ease with which this
form of control can be exercised is apparent from the fact that open
directives are rarely issued by Government. We are of the view that
instructions or suggestions given to the public undertakings by the
Government should be open and should be brought out in the Annual
Report of the undertaking.

Recommendation 12

We recommend that:

(1) No efficer of a Ministry should be made Chairman of a
public undertaking, nor should the Secretary of a Minis-
try be included in its board of management.

(2) The top management posts, like those of the chairman or
full-time members of the board, shounld be filled by offi-
cers on deputation only when there is no suitable alter-
native available. As a general rule, Government servants
selected for appointment to these posts should, on ap-
pointment thereto, opt out permanently for service in the
public sector.

(3) The Government officers abvointed as part-time members
of the hoard should be fairly senior and not below the
rank of a Joint Secretary. These officers should not be
taken as represenfing any particular Ministry so that
even when they are transferred, they confinue on the
boards, the Ministry concerned making the necessary ar-
rangements to keey the officer informed of its views.

(4) The chairmen of the sector corroratiens should be accord-
ed a status consistent with the recnirements and impor-
tance of their functions without the limitations as to
emoluments as exist at present.

(5) All appointments below the board level should be made
by the board itself. However, in the case of the chief ex-
ecutive of a constituent unit and its Financial Adviser, the
appointment should be made by the board in consultation
with the Government. '

(6) The power vested in the managements for sanctioning
capital expenditure should be reviewed with a view to
making upward revisions in the case of the larger under-
takings.

(") The board should have full freedom in delegating its
powers to its executive officers whenever necessary.
L/S3ARC—3(a) '
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(8) Any suggestion from Government to a public undertak-
ing asking if to act in a manner different from that dicta-
ted by economic cousiderations should invariably be in
the shape of a formal directive and it should be duly
brought out in the Annual Report of the undertaking,

Government Machinery for Co-ordination

16. With the expansion of the public sector, a number of Minist-
ries and agencies of the Government are concerned with work relat-
ing to public undertakings. Several Ministries deal with public under-
takings in the industrial and manufacturing field alone, viz., the
Ministries of Industrial Developmentt and Company Affairs; Steel,
Mines and Metals; Petroleum and Chemicals; Communications; Trans-
port and Shipping; and Defence. The organisational set-up of the
Ministries themselves is a subject which is being examined by another
Study Team constituted by the Commission. Qur recommenda-
tions on that subject will be contained in our report on the Machi-
nery of the Government of India. Here, we confine ourselves to the
arrangements for dealing with the common problems of public under-
takings, and will consider only the role, organisation and functions
of the Bureau of Public Enterprises and the technical and planning
cells in the Ministries looking after the public sector.

The Bureau of Public Enterprises

"17. The Bureau of Public Enterprises was set up in April 1965,
to provide a central point of reference and consultation on important
aspects of management, explore avenues of economy in capital costs,
devise steps to improve productivity and profitability, review perio-
dically the working of public undertakings and to present reports
and reviews of their working to Parliament or Government agencies.

18. We find that even after the setting up of the Bureau, there
are a number of other agencies which continue to deal with different
aspects of work relating to public undertakings. For instance, the
Management Division (Committee on Plan Projects) of the Planning
Commission is engaged in the study of planning and construction pro-
blems of public sector projects, problems of inventory control, infor-
mation and reporting systems, etc. The Project Coordination Division
ot the Ministry of Industrial Development and Company Affairs
also deals with coordination problems except those which involve
policy decisions. The work relating to the Industrial Management
Pool is looked after by a cell in the Home Ministry. Instead of
effectively coordinating the work relating to the public sector, these
various agencies add to the problem of coordination being in need
of coordination among themselves. We feel that the existing multi-
plicity of the present arrangements must be reduced. The present
Bureau can be so organised as to become the main if not the sole
central agency for this purpose.

19. The Study Team has discussed at length the role and func-
tions that should be assigned to the Bureau of Public Enterprises.
We agree with the Team that ‘the basic nature of the Bureau should
be that of a service agency; one of assistance to the public enterpri-
ses and the Ministries concerned rather than that of proctorial super-
vision of their deficiencies and failures’. But in our view the func-
tions proposed by the Study Team for the Bureau are much wider
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and more comprehensive than are necessary or desirable. We do not
intend the Bureau to be another spoke in the wheel; we envisage its
role as one that will keep the machinery in trim and enable its effi-
ciency to be assessed and kept up. We are of the view that the orga-
nisation for providing consultancy assistance in such matters as plan-
ning and construction of projects and production problems should be
within the public sector itself. In fact, with the setting up of the sec~
tor corporations suggested by us, the %ight place for such technical
and consultancy organisations would be in their head office organisa-
tion. We feel that making the Bureau the central agency for giving
advice in patently managerial matters will result in undue, indirect
control of public undertakings by an outside agency and will involve
unnecessary conflict.

20. We wish to point out that the three principal organisations
that we envisage for the regulation of public undertakings other
than the concerned Ministries are the Bureau of Public Enterprises,
the sector corporations and the audit boards which we describe in
a later chapter. We have, therefore, considered the role and func-
tions assigned to each of these organisations with a view to avoiding
duplication of effort and securing a purposeful and coordinated
functioning. We have already referred to the possible duplication of
effort between the Bureau and the sector corporations in the provi-
sion of technical and consultancy assistance to public sector projects
in certain matters. There is also the possibility of an overlap between
the Bureau and the proposed audit boards in respect of work relat-
ing to appraisal of performance of public undertakings. We would
like to clarify that a systematic critical appraisal of performance of
public undertakings is not envisaged for the Bureau which is a body
inside the Government. In our view, an objective appraisal can be
best undertaken by an agency outside the Government and we have
later on suggested this as the function of the audit boards. The
Bureau cdn, however, undertake the appraisal of different aspects
of working of public undertakings with a view to defining and sug-
gesting the possibilities of a uniform approach to problems of com-
mon interest and solutions therefor.

- 21. The most important functions of the Bureau should be to act
as a data bank and as a clearing house of information both for the
Ministries and the public undertakings, to compile and analyse in-
formation and to present factual reports on the performance of public
undertakings to Parliament and the agencies of Government. The
Bureau can also provide technical and expert assistance from a
central point to the controlling Ministries in the scrutiny and evalu-
ation of feasibility studies and project reports, identification and
study of common problems of public undertakings, building up of
adequate finance and accounts organisations and adoption of improv-
ed management and cost accounting techniques, achieving of
economies in capital costs by laying down norms for buildings and
townships and other amenities. The Bureau can also help the admi-
nistrative Ministries in making appointments to the boards of public
undertakings.

22. In order to discharge these functions effectively, the Bureau’
should be well-staffed with experts in different fields and with per-
sons who have had experience in the working of public undertak-
ings, In the nature of things the Bureau must command attention
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and respect for its views. It is not intended to be a super-body and
its authority will be derived, not from powers of sanction or super-
intendence, but from the acceptability and the qualitative content
of its advice. It is necessary that it should have at its head a Director-
General with the status of ‘a Secretary to the Government of India.

Recommendation 13

We reccmmend that:

(1) The Bureau of Public Enterprises should be invested

)
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with authority appropriate to its responsibilities. It should
be headed by a person of the status of a Secretary who
should hold a fuil-time charge of it.

The person heading the Bureau should be acquainted
with the working of public undertakings and should be
competent to deal with nroblems of economic and statis-
tical nature.

The work at present boing looked after by the Project
Coordination Division of the Ministry of Industrial
Development and Company Affairs and the Manage-
ment Divisien ~(COPP) of the Planning Com-
mission and the work of the Home Ministry relating to
the Industriai Lianagement Pool should be transferred
to the Bureau of Public Enterprises.

The functions of the Bureau, in broad terms, should
be—

(a) to maintain panels of suitable persons with a view
to assisting the administrative Ministries in making
appgintments to the boards of public undertakings
and providing consultation for such senior posts
under the corporations as may be prescribed;

(b) to furnish periodical reports to Parliament and Gov-
ernment on the working of public undertakings;

(c) to act as a data bank and as a clearing house of
informaticn in respect of important matters of com-
mon interest incluging information about organisa-
tional struciure and pricing policies in public sector
undertakings in other countries of the world;

(d) to coordinate the work relating to the examination of
public undertakings by Parliamentary Committees;

(e) to compile information on the ferms and conditions of
service of empleyees and to advise public undertak-
ings with a view to ensuring desirable uniformities
in these matters;

(f) to maintain liaison with the Department of Adminis-
trative Relicrms in resnect of matters like work-
study, operaticns research and improved reporting
systems; ’
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(8) to assist the concerned Ministries and Finance
Ministry in making a more expert scrutiny and
evaluation of feasibility studies/DPRs;

(h) to assist the Ministries in controlling expenditure
on residential and administrative buildings, resi-
dences of senior executives, townships and ancillary
facilities; and

(i) to advise public undertakings on matters on which
advice is sought.

23. As regards the location of the Bureau, we have considered
two suggestions made to us: one favours the location of the Bureau
in the Ministry of Industrial Development and Company Affairs, and
the other, in the Ministry of Finance. We have also noted the views
expressed on this subject in the interim report of the Study Team
on the Machinery of Government of India, suggesting the location
of the Bureau in the Ministry of Industrial Development and Com-

. pany Affairs. The Study Team on Public Sector Undertakings, after

taking into consideration the views  of the other Study Team, has
recommended that the Bureau should continue to be located in the
Ministry of Finance. No doubt, it is true that much of the work of
the Bureau would relate to the industrial public undertakings and
on that ground it would prima facie appear to be more appropriate
to locate it in the Ministry of Industrial Development and Company
Affairs. We also recognise the need of avoiding a preponderance of
a ‘“finance-ridden” outlook in the working of the Bureau. It is, how-
ever, to be noted that the Ministry of Industrial Development and
Company Affairs, besides being the principal Ministry concerned
with industrial development as a whole is itself the administrative
Ministry in respect of a large number of industrial public undertak-
ings, It would obviously be inappropriate to locate the Bureau in a
Ministry which has administrative control over a large number of
undertakings on whose performance it will have to report with inde-
pendence and objectivity. It should not be difficult to ensure that
the working of the Bureau is not unduly influenced by narrow
financial considerations when'it is headed by one with the status
and qualifications we have suggested. The Ministry of Finance being
concerned with economic coordination is, in any case, required to
examine the investment programmes and financial results of the
public undertakings. Thus, placing the Bureau in the Finance Minis- .
try will help reduce duplication in making coordination arrangements
in the Government. We agree with the Study Team that the service
aspect of the Bureau’s functions would be better preserved if it is
located in the Finance Ministry. We are on the whole convinced that
the balance of advantage lies in retaining the location of the Bureau
in the Ministry of Finance.

Recommendation 14

We, therefore, recommend that the Bureau of Public Enter-

prises should continue to be located in the Ministry of
Finance.
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Organisation in the Administrative Ministry

24, The size of the internal organisations in the Ministries con-
cerned with public undertakings has to be considered in the light
of the role and set-up of the Bureau of Public Enterprises and the
sector corporations. The type of talent needed for staffing all these
organisations is scarce. It would be prudent, therefore, to avoid
setting up of a number of similar units at different places. The con-
cerned Ministries do, however, need small and compact technical
and planning cells to undertake scrutiny and evaluation of proposals
of capital expenditure coming from the public undertakings and for
analysing and screening the various reports and returns which are
received from the undertakings. For this purpose, it will be economi-
cal if the technical expertise in the Government is organised, as far
as possible, at one place, viz., the Bureau of Public Enterprises, from
where it can be drawn upon, when needed, by the administrative
Ministries concerned. Also, those Ministries can always seek the
assistance of the experts available with the sector corporations. In
particular, the technical organisation needed for planning of projects
should be developed in the corporations without duplicating it in
the concerned Ministry.

Recommendation 15

We therefore, recommend that a small technical cell should
be set up in each Minisfry concerned with public undertak-
ings to assist in the scrutiny and evaluation of feasibility
studies and detailed project reports and for the analysis and
utilisation of progress reports and returns received from
public undertakings. These cells need not be on an elaborate
scale in view of the proposed strengthening of the Burean
of Public Enterprises and the building up of the technical
organisations in the sector corporations.

25. We have also considered the problem of location of the con-
trol over the public undertakings among different administrative
Ministries. The general pattern appears to be that an undertaking
is placed under the Ministry that is concerned with the development
of that sector of industry or with the regulation of that area of acti-
vity in which the undertaking is engaged. There are a few exceptions
as in the case of the industrial undertakings of the Ministry of
Defence. In their case, the location is not based on the functional
principle but on the ground that the Defence Ministry is the sole or
main consumer of the products of the undertaking. We are in general
agreement with the existing policy of locating public undertakings
on the functional principle, save in exceptional cases where strong
reasons exist for deviating from this principle,

Recommendation 16

We, therefore, recommend that the location of public under-
takings under the different Ministries should be as indicated
in Annexure. ‘
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Reports and Returns

26. In order to keep track of the progress made in public sector
undertakings it is necessary to periodically review performance by
calling for reports and returns. An analysis of the number and kinds
of reports submitted by various public undertakings to the Govern-
ment indicates very wide variations in their number as well as fre-
quency. Despite calling for a large number of reports, Government,
in many cases, have not been able to utilise them adequately for
informing themselves about problems of the undertakings or for
assessing their performance. Parliamentary Committees have noted
many instances of this during the course of their examination of
public undertakings.

27. The following defects have been pointed out by the Study
Team with regard to reporting:

(i) A rational system of reporting is yet to be designed for
providing the Government with timely information about
the true picture of the functioning of the public enter-
prises.

(ii) In many cases, the number of reports and returns being
obtained from the public enterprises is unduly large.

(iii) The form and content of the reports need to be modified
in order to cut out non-essential information and to con-
centrate on items which are important, for the exercise
of control at key points.

(iv) Adequate expert cells do not exist in the controlling Minis-
tries or at a central point in the Government for processing
the reports and returns and for taking follow-up action.

We agree with the Study Team that ‘if it is ensured that required
information, properly analysed, is available to the management, the
Government will need very little information extra to that which is
compiled and put to the management board of the public enterprise’.

Recommendation 17
We recommend that :

(1) An expert Study Group, under the Bureau of Public
Enterprises should be set up to make a detailed examina-
tion of reporting by the public undertakings to the Gov-
ermment. This group can enlist the help of officers con-
cerned in the Ministries and public undertakings as well
as of the external consultants in the field. The informa-
tion requirements of the controlling Ministries and other
Government agencies should be reviewed to avoid over-
lapping and to enable standardised returns to be deve-
loped.
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(2) The forms devised for the submission of information by
the public undertakings to the Government should, as far
as possible, be identical with the forms adopted for sub-
mitting similar information to the management board.

(3) The administrative Ministry should periodically review
the extent of utilisation of the reports and returns ob-
tained from public undertakings in order to cut out non-
essential items of information and to strengthen their
own organisation, if necessary, for carrying out the pro-
cessing and analysis of information received through the
reports, and for taking follow-up action on them.



CHAPTER V
PLANNING AND CONSTRUCTION OF PROJECTS

Planning of Projects

The public sector in India has expanded in recent years at a rapid
pace in pursuance of the Government’s policy to accelerate industrial
‘development in a planned manner, Most of the public sector projects
in the industrial and manufacturing field have been set up in the face
of heavy odds. Not only were the infrastructure facilities lacking;
there was also acute shortage of trained manpower and technical
know-how, There was a marked dependence, therefore, on foreign con-
sultants and collaborators right from the stage of planning and project
formulation. It was, more or less, inevitable, that defects and deficien-
cies should have occurred in the planning of these projects resulting
at times in avoidable capital expenditure and delays in construction.
The initial planning and staffing was in hands not well-versed in
launching commercial ventures. In the improvised administrative
arrangements, the commercial element came, not from experience or
business acumen, but from theoretical knowledge and thinking, often
korrowed and adapted. It is not surprising, therefore, that the Com-
mittee on Public Undertakings, in their 13th Report observed that
‘many of the present uneconomic legacies of our undertakings can
certainly be related to inadequate attention having been paid to
various aspects at the planning stage of the project’.

2. The ambit of the public sector in India under the present poli-
cies and theraccepted social objectives is bound to be ever-widening.
The draft outline of the Fourth Plan envisages a further investment
of Rs. 3,500 crores on industrial projects and mining schemes in the
Central public sector. The need for improved planning of projects,
adoption of modern techniques of planning, development of indige-
nous consultancy services and adequate staff organisations to achieve
greater self-reliance is, in this context, self-evident. ‘

3. The Report of the Study Team gives a number of concrete
examples based on its own study and draws attention to information
contained in the reports of the Parliamentary Commitiees and the stu-
dies conducted by the Committee on Plan Projects of the Planning
Commission. These indicate how in the case of a number of projects in-
adequate attention at the planning stage led to the prolongation of
the period of construction, delays in the attainment of production
targets and much higher investment than was originally envisaged.
The main defects pointed out in this connection by the Study Team
are as follows :

(i) the omission to take certain steps during the project formu-
lation stage resulting in the execution of projects on the
basis of incompletely conceived plans and estimates; and

39
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(ii) the assumptions made during initial planning often not
being verified or supported by a thorough analysis of the
relevant factors, the more significant deficiencies being:

(a) lack of detailed analysis on the scope and pattern of
product mix,

(b) inadequate soil investigation required for the selection
of site,

(c) lack of proper assessment of the demand for the pro-
duct, and

(d) incomplete analyses of commercial profitability as well
as national econormic benefit.

4. The Study Team has by way of suggestions for the improve-
ment of the planning process recommended adoption, as a guide, of .
the Memorandum on ‘Feasibility Studies for Public Sector Projects’
which has been prepared by the Planning Commission in cooperation
with the Ministries concerned. We are in agreement with this propo-
sal and appreciate the emphasis placed by the Study Team on the
importance of making a proper demand survey and analysis before
going in for sizeable investment in a project. While the general ap-
proach in the Memorandum is sound, we hope that project planners
will be careful to adapt the general suggestions to the practical needs
of each project.

Recommendation 18

We recommend that :

(1) Planning Commission’s Memorandum on ‘Feasibility
Studies for Public Sector Projects’ should bé@ adopted as
a guide for the steps to be taken including the prepara-
tion of documents, before sanctioning a project.

(2) For every project involving investment above, say, Rs. 5
crores, a feasibility study should be made along the lines
set out in the Memorandum.

(3) Before going in for additional capacity in the public
sector, the agency concerned should assess the demand
for the product after taking all relevant factors into
consideration.

(4) A project should not be included in the Plan unless the
feasibility study has been completed and it has been
found to be satisfactory on scrutiny. However, when such
a study is not complete the project may be mentioned
only as a notional target without mentioning locations.

5. The Planning Commission’s Memorandum suggests that in
cases where foreign collaboration is not required, the approval to
initiate preliminary work on the project may be based on the feasi-
bility report without waiting for a detailed project report. The sugges-
tion if adopted will naturally reduce delays. After approval has been
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accorded for launching the project, only the supplementary project
estimates, as suggested in the Memorandum, need be prepared for the
purposes of obtaining sanction for the final release of funds. However,
in cases where foreign collaboration is necessary, it would be prudent
to get a fuller project report from the foreign consultants and have it
approved only after a further report on feasibility from the stand-
point of national economic benefit has been prepared by the Govern-
ment or the public undertakings. -

Recommendation 19
We recommend that :

(1) For projects not requiring foreign collaboration, Govern-
ment approval to go ahead with the initial work on the
project may be given on the basis of the feasibility report

- and final sanction for the release of funds should be given
after supplementary project estimates-taking the neces-
sary changes into account have been prepared.

(2) For projects that require the detailed project report o
be prepared by a foreign technical collaborator, the
Government or the public undertaking should prepare a
feasibility study from the standpoint of national econo-
mic benefit and the approval of the project should be
based on this report.

6. After the formulation of the project report, its scrutiny and
evaluation - has to be made in accordance with proper criteria and
without undue loss of time. In principle, the criterion for evaluating
a project should be its national economic benefit. It would, of course,
be essential to ensure that the evaluation is not vitiated by any ambi-
guity in determining national economic benefit or by insufficiency of
data. All considerations affecting the importance and urgency of the
project and the public interest involved should be brought out ade-
guately and objectively.

Recommendation 20

We recommend that :

(1) Government and the Planning Commission should evolve
and lay down standard guide-lines clearly for ascertain-
ing the national economic profitability. :

(2) Immediately on the receipt of the feasibility study/DPR,
a piloting committee should be set up consisting of the
represenfatives of all the Ministries and agencies con-
cerned and this committee should undertake a concurrent
and collective examination of the feasibility study /DPR
so that delaysS due to successive examination by different
agencies may be avoided. : .
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7. Whilst Indian consultancy services have been improving both
in the public and private sectors, our dependence on foreign consul-
tants continues to be marked. It is no doubt true that the larger
undertakings like the Hindustan Steel, the Fertilizer Corporation of
India and a few others have aready developed designing and engi-
neering organisations which can prepare project reports without
foreign help. In a few cases, public undertakings have also executed
projects which have been planned and designed by themselves. How-
ever, on the whole, much headway in this direction is yet to be made.
Without a proper and well-established base of designing, engineering
and other technological services, our dependence on foreign consul- -
tants cannot be reduced. We agree with the Study Team that the
public undertakings should be assisted and encouraged to build up
designing and consultancy cells in their head offices so that this
common service may be economically provided from a central point to
a large number of operating units. Moreover, the sector corporations
should have the assurance that the work of setting up new projects
will be entrusted to them. They would then be able to set up and
maintain designing and consultancy organisations as an economic
proposition. Turnkey contracts should be avoided as far as possible.
There might be occasions, however, when such contracts become un-
avoidable for acquiring the latest technical know-how. In such an
event, all necessary steps have to be taken to ensure that Indian engi-
neers acquire the necessary experience and technical know-how from
the foreign' technicians.

Recommendation 21

We recommend that :

(1) Public undertakings should be encouraged and assisted to
set up adeguate designing and consultancy organisations.

(2) The work of project planning and formulation should be
handed over to the sector corporations.

(3) Turnkey contracts with foreign collaborators should
ordinarily be avoided. In the special case when it is
decided to award such a contract, care should be taken to
see that complete drawings and designs are supplied by
the foreign contractors, and that Indian engineers and
technicians are given full and adequate training and
associated with the construction work.

Construction

8. Of the outlay on a project set up in the industrial and manu-
tacturing field, a major portion is spent on construction of factory
buildings, townships and other civil works. The importance of proper
construction planning and construction management for reducing
capital costs on the project is, therefore, obvious. The report of the
Study Team gives details of the cost overruns and delays in construc-
tion of certain public sector projects. The main deficiencies pointed
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out are as under:

(i) Planning for construction has not been sufficiently detailed
and comprehensive. In many cases a master plan including
all the major elements of work was not developed and this
diluted the effectiveness of management control.

(ii) There has been insufficient appreciation of the role and
contribution of different contractors and other participants
in project construction to the effort as a whole.. This has
resulted in lack of coordination during the construction.

(iii) Few project managers have had necessary expert assist-
ance with the result that new scientific techniques have not
been adequately -used in construction planning.

(iv) In many instances, items having a critical bearing on the
completion of the project, e.g. earmarking of necessary
foreign exchange and ordering of equipment and materials
having long delivery lead-time, were not adequately taken
care of in advance,

Recommendation 22
We recommend that :

(1) Once a project has been approved, systematic and
thorough planning of the construction programme should
be undertaken before starting actual construction,

(2) For all projects involving sizeable investment, say, of
Rs. 5 crores and above, a complete master plan of cons-
truction should be drawn up with the help of network
techniques like the PERT and CPM (Pregramme Evalua-
tion and Review Technique and Critical Path Method).

9. The bulk of construction work is carried out under contract.
Deficiencies in the preparation and award of contracts and the
management of work performed by different contractors have a vital
bearing on the quality and timely completion of construction work.
The Study Team has cited cases to highlight the major defects in the
preparation and award of contracts. These mainly are as follows :

‘(i) The obligations of different parties to the contract have
been often inadequately defined.

(ii) Contract documents do not generally include realistic con-
tract milestones of key events based on a master plan and
schedule of construction.

(iii) In several cases, penalty clauses have been found to be in-
effective and clauses providing for incentive payments have
either not been incorporated or have not been confined to
the elements critical to the completion date of the pro-
ject.

(iv) Delays have ofteri taken place at various stages before the
completion of the contract documents, viz.,, in the prepara-
tion and scrutiny of tenders, selection of contractors and
signing of the contracts;
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(v) Adequate and reliable information regarding the perfor-
mance capabilities of various contractors has been general-
ly lacking.

10, We have considered the various suggestions made by the
Study Team to overcome the above deficiencies. We agree with the
view that the ‘completion of a project on time within cost estimates
depends largely on proper planning and coordination of each and
every contract in the project’, and the ‘control and coordination that
" the project management can effect are directly related to the condi-
tions incorporated in the contract documents’.

Recommendation 23
We recommend that :

(1) The construction effort under each contract should be
scheduled and coordinated within the framework of a
master plan.

(2) For various types of items of work, model contract papers
shouldsbe drawn up for the use of project authorities so
that vagueness in defining the obligations of different
parties is aveided.

(3) Contracts should provide for incentives as well as penal-
ties, The penalty clauses will be more effective if instead
of being linked to a single completion date, fhey are link-
ed to key stages of work to enable management to ensure
adherence to the time schedule, Incentive payments for
the completion of a project on a date earlier than that
specified in the agreement should be provided for when-
ever such earlier completion of the contract would faei-
litate the earlier completion of project as a whole.

(4) Performance data should be collected about contractors
doing work on public sector projects so that sufficient
documentation may be available to the management for
supporting their decision to reject the lowest tender in
case the contractor making it is adjudged unsuitable.

11. Throughout the period of construction, management have to
keep constant vigil to monitor the progress of construction and con-
trol costs. The use of efficient reporting systems is essential for this
purpose. The Study Team has pointed out that the present reporting
system can be much improved upon by the adoption of modern net-
work techniques and by the use of such reports as not only give
expenditure data but also relate financial expenditure to physical pro-
gress. These reports should also contain accurate forecasts of the final
project costs and the future cash requirements,
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Recommendation 24
“ We recommend that the net-work techniques should be
adopted for monitoring the progress of construction. ‘

12. The major components of the expenditure incurred during the
construction phase of a project are the wage and salary bill of the
construction engineering personnel and the cost of construction equip-
ment. While recruiting construction personnel and in purchasing
equipment. the possibility of over-pitching demands in an attempt to
follow too optimistic a schedule of construction should be avoided. -
After the construction of a project is completed, difficulty is experi-
enced in shedding surplus construction staff and in utilising the heavy
items of expensive construction equipment, which though still service-
able, cannot be utilised on the project. The Heavy Engineering Corpo-
ration and the Neyveli Lignite Corporation are examples of under-
takings which have experienced this difficulty. These difficulties are
experienced in even greater degree by the smaller undertakings, We
feel that with the setting up of sector corporations, these problems
will become less acute since a corporation will be able to achieve
continued utilisation of the -construction personnel and equipment on
its projects in a phased, coordinated and efficient manner.

Recommeniation 25

We recommend that till such time as the corporations are
set up, the Bureau should compile information about the sur-
pluses, or likely surpluses, of construction personnel and
equipment and disseminate this information among the public
undertakings with a view to securing their more efficient
utilisation.

13. Considerable experience and knowledge are gained during the
construction phase-of a project which, if properly compiled and
utilised, can lead to better execution of similar projects in future. If
deviations from original estimates appear to be substantial, an
investigation into the causes may yield useful lessons for the future.
In this connection, it should be noted that estimates are often delibe-
rately pegged at low levels in order to make the project look more
profitable than it actually is. We would strongly suggest that those
who are in charge of a major project should compile its history so as
to bring out the technique adopted, the nature of the difficulties ex-
perienced, remedial measures taken, changes necessitated due to lapse
of time and the changes in labour and other conditions. These case
histories should be circulated to all the agencies concerned with plan-
ning and construction so that past mistakes could be avoided and
profitable use could be made of measures that proved successful.

Recommendation 26
We recommend that :

(1) Detailed information should be compiled about deviations
from earlier estimates and this information should be
eommunicated to the agencies connected with the techni-
cal scrutiny of feasibility studies of similar projects.

L/S3ARC—4
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(2) A project completion report should be drawn up ror each
project containing such information as may be found use-

ful during the construction of similar projects in the
future.

(3) Work on the project completion report should prefer-
ably be undertaken from the start so that all wuseful
data at every stage of construction is sifted, analysed and
reported while events are still fresh in memory.

(4) Case histories based on the project completion report,
. bringing out the problems encountered and measures
adopted to overcome them, should be prepared and circu-

lated to all the agencies who are likely to find them use-
ful.



- CHAPTER VI
RESOUBCES—EXTERNAL AND INTERNAL

Except in the few cases where there is some private participation
in capital, the entire funds for building up the fixed assets of a public
enterprise are provided by the Government. Of the Rs. 2,415 crores
invested in the industrial and commercial undertakings of the
Central Government as at the end of 1965-66, Rs. 2,304 crores were:
provided by the Central Government. The policy followed by Govern-
ment is that each project should be financed on the basis of approxi-
. mately half its capital being in the shape of equity and the rest being
in the shape of loans. As regards release of funds for capital expendi-
ture, the Government provides them on an annual basis within the
sanctioned budget. The present position is that the administrative
Ministries are expected to plan on a quarterly basis and make re-
leases in monthly instalments after consulting the Ministry of
Finance. Such a measure has been adopted with a view to avoiding
needless strain on the ways and means position of the Government
as a whole, The Study Team has found that public undertakings
are experiencing difficulty under the present arrangements in secur-
ing funds needed for capital expenditure. We feel that such strict
pre-scrutiny is not conducive to efficiency and has in some cases
resulted in holding up work on projects under construction.

Recommendation 27
We recommend that:

(1) A uniform loan-equity ratio need not be adopted for all
public enterprises irrespective of their size, productive
function and borrowing capacity. » :

(?) The administrative procedures for releasing funds fo the
public undertakings should be liberalised to ensure that
work is not held up while projects wait for an elaborate
pre-scrutiny of proposals asking for the release of already
budgeted amounts. It should be possible for the Govern-
ment o exercise post-withdrawal scrutiny of the manner
in which the funds have been released to and utilised
by the public undertakings.

2. The public enterprises are expected to meet their requirement
of working capital through cash credit arrangements with the State
Bank of India or its subsidiaries, or by utilising temporarily their
internal resources, While the present policy of the Government
that public undertakings should meet their working capital require-
ments by obtaining funds from Banks without the support of a
Government guarantee is sound, the fact remains that many pro-
jects, particularly in the initial stages, experience great difficulty in
doing so. Commenting on such a difficulty felt by the Bharat Heavy
Electricals, the Committee on Public Undertakings (39th Report—
L'S3ARC—4(a) 47 : ‘ o
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March 1967) observed that ‘they see no reason why the public sector
projects should not be authorised to borrow their entire requirements
from the Banks on the basis of a guarantee provided by the Govern-
ment’. A certain degree of inconvenience is also caused by the present
restriction that public enterprises should ordinarily bank with the
State Bank of India or its subsidiaries.

RKRecommendation 28

We recommend that:

(1) Government should be willing to provide the necessary
guarantee if a public enterprise is unable to secure funds
otherwise,

(2) Public enterprises should be free to have cash credit
arrangements with any scheduled bank that has deposits
above a certain limit. Government should be kept in-
formed of such arrangements.

3. While Government companies are not obliged to submit their
revenue budgets to the Government or Parliament, the statutory
corporations like the Oil and Natural Gas Commission and the air
corporations have to do so, as required by the statutes creating them.
While we attach great importance to effective Parliamentary super-
vision, we agree with the Study Team that it will not, by commercial
standards, be a sound policy to make public the revenue budget
estimates of State enterprises, Such a step, as the Study Team has
emphasised “is likely at times to place the enterprise in a disadvan-
tageous position vis-a-vis its counterparts abroad or in the private
sector”. We also agree with the Team that working to a revenue
budget, approved by a higher authority can “prove to be a very
severe constraint on an undertaking that is expected to run on
business and commercial lines”. :

Recommendation 29

We recommend that a public undertaking whether a Gov-
ernment company or a statutory corporation, should not
be required to submit its revenue budget to Government or
Parliament for prior approval except in cases where the
Government is expected to make up the deficit, if any, in the
budget. T

4. Tt is now universally recognised that the public undertakings
should generate surpluses and augment the revenues of the State and
provide resources for further development. In the Third Plan an
amount of Rs. 300 crores was indicated as the surplus expected from
the Central Government undertakings other than the railways. We
find that the estimates were not supported by any analysis of the
surplus expected from individual undertakings, The amount was
fixed ad hoc without even consulting the public undertakings. The
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Committee on Public Undertakings made the following observation
in their 11th Report (May 1965) in this regard—'the Committee
regret the manner in which the assessment of the surpluses from
the public undertakings has been made for the Third Five Year
Plan..... The Committee trust that while making provisions in the
Fourth and subsequent Plans the estimates of surpluses from public
undertakings would be made on a realistic basis and in consfiltation
with them’. ’

5. Government derive returns from their capital investment in
the form of interest on long-term loans and dividends as may be
declared on the share capital. Although the dividend on equity capi-
tal naturally depends on the profits of the public enterprises, the
budget of the Central Government does contain estimates of the
returns expected from the running concerns. On an analysis of the
budget of recent years the Study Team has found that the anticipat-
ed accruals to Government were determined more or less ad hoc
with the anticipations going off the mark in many cases. Moreover,
no guide-lines have been prescribed for determining the division of
profits (after depreciation) into retained ‘profits and the dividends
to be paid to the Government.

6. The situation calls for a general statement of Government
policy on the objectives and financial obligations of public enter«
prises. We find that such a statement was issued by the Government
in the United Kingdom in respect of their "nationalized industries.
We have considered this statement and find that something along
these lines may be done in India,

Recommendation 30.

We recommend that Government should make a comprehen-
sive and clear statement on the objectives and obligations
of public undertakings. This statement should lay down the
broad principles for determining the precise financial’ and
economic obligations of the enterprises in matters such as
creation of various reserves, the extent to which enterprises
should undertake the responsibilities of self-financing, the
anticipated returns on the capital employed, and the basis
for working out rational wage structures and pricing -policies.
These governing principles should be formulated in consul-
tation with the public enterprises. There should also be regu-
lar consultation between the Government and public enter-
prises to review the extent to which they can expect addi-
tional finance from Government for their capital requirements
and the amount of surpluses that are expected from the
undertakings. -

7. The return on the capital invested in the public undertakings,
as we have already observed, is generally on the low side. There is
no denying the fact that there is scope for reducing costs—capital
as well as revenue. We have made suggestions in this regard in other
chapters of this report. Here, we would like to refer particularly to -
the expenditure on townships and ancillary facilities which has often
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led to increased, but avoidable capital costs. The outlay on townships
constitutes over one-tenth of the total investment on the projects.
For the Central Government undertakings alone, the total capital
outlay on townships is reported to be of the order of Rs. 300 crores.
The Committee on Public Undertakings which examined this ques-
tion in detail in their 8th Report (May 1965) observed that ‘evidently
the accommodation provided in some cases is on a scale larger than
necessary’. The Committee in the same report also commented on
the wide disparities in the scales of accommodation adopted in
various public undertakings and made the following observations:

“The Committee regret to observe that the public undertak-
ings have followed very liberal scales of accommodation,
particularly for the higher categories of their employees..:
In the absence of any direction from the beginning to adhere
to at least Government scales, the public undertakings
appear to have fixed their own standards of accommodation.
What is more surprising is that the scales of accommodation
prescribed by the Ministry of Finance in 1960 are also not
being followed by all the public undertakings.... The Com-
mittee hope that the newly set up Bureau of Public Enter-
prises would look into such matters and ensure that all
instructions issued by Government are compiled with by the
public undertakings”.

8. Many public undertakings have indeed been lavish in provid-
ing residential and .office accommodation. We are of the view
that the senior executives in the public sector should not attempt to
emulate the standards prevailing in  some private concerns and
that in these matters there should be comparability between the
facilities made available for officers serving at corresponding levels in
the Government and in the public undertakings. We see no reason
why the residences and offices of the top executives in the public
sector should be on a more liberal scale than those of the senior-most
officers of the Government.

9. The Committee on Public Undertakings has also referred to
the extravagance of, and wide variations in the expenditure incurred
on ancillary facilities such as education and hospitals in different
public undertakings. The Study Team has pointed out that the pro-
vision of these facilities as well as those of accommodation and trans-
port results in a sizeable subsidy to the employees of the undertak-
ings. The Study Team has also stated that the quantum of subsidy
per employee per month varies from Rs. 25 to as much as Rs. 80 in
different undertakings. Some economy can obviously be achieved by
applying more or less uniform standards and observing business
prudence in providing these facilities. We trust, however, that while
such economy is necessary and desirable the responsibility of the
authorities for providing the basic amenities in respect of housing,
education and health which are among the primary needs of man
will be fully kept in view.

Recommendation 31

We recommend that the Bureau of Public Enterprises
should be asked to work out standard scales in such matters
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as housing accommodation, hospitals and education facilities
and other amenities provided to the employees. These stand-
ards should be worked out in consultation with the public
undertakings and the Ministries. concerned, note being taken
of the varying conditions in different projects. The Ministry
of Finance should ensure that the scales preseribed are
actually complied with.

10. Despite the measures taken to achieve economies, outlay on
townships will continue to be an item of heavy capital expenditure
in most projects, particularly those which are situated in out of the
way places, The Study Team has pointed out that very few public
undertakings have been able to derive any benefit from the Subsi- .
dised Housing Scheme under which financial assistance is provided
through the State Governments for the construction of houses for
industrial workers drawing salaries below a certain level. Under the
scheme, the expenditure incurred by the empolyers on housing
workers drawing salaries below a certain level can be met to the
extent of 75%—25% as outright subsidy and 50% as loan. The Study
Team has referred to the observations of the Committee on Public
Undertakings, made in their 8th report (May 1965), that of the total
. amount of Rs, 45.79 crores disbursed under the Scheme up to the end
of 1962-63, only Rs, 82.6 lakhs related to the assistance extended to
the public undertakings.

11. We agree with the Study Team that it should not be neces-
sary for the Central Government {o route funds through the State
Governments for subsidising housing schemes for the industrial
workers of Central Government projects. We also agree with the
- view of the Study Team that ‘the very introduction of the scheme
shows that Government agree, in principle, to subsidise up to 25%
of the cost of houses for industrial workers drawing salaries below
a certain level’.

Recommendation 32

We therefore recommend that in view of the fact that capital
for construction of township is, in any case, provided by the
-Central Government, the provision of the subsidy, as may be
admissible under the Subsidised Housing Scheme, should be
made at the very start, i

: ‘12. Resources generated by the undertakings themselves are
expected fo play a significant part in meeting the needs for expansion.
A programme of maximisation of internal resources should include
the largest possible achievement of economies in cost of production
and the adoption of a sound pricing policy. We have elsewhere
dealt with economies in cost of production and will now proceed to
consider the pricing policy.

13. The pricing policy of a public enterprise has to be based
on its productive function, and the market situation. The principal
objectives that a system of price determination can be made to serve
include: the promotion of a rational allocation of scarce resources;
the optimum utilisation of inputs, and the acceleration of the growth
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of the economy. Determining prices under conditions of competition
is not difficult because the prices which the market can bear are a
ready indication that the price policy is consistent with the three
objectives mentioned above. The problem is, however, more compli-
cated in respect of undertakings operating under .conditions of
monopoly or of restricted competition.

14. Public enterprises enjoy varying degrees of autonomy in
regard to price fixation. In certain cases, like fertilisers, drugs and
petroleum products, the prices are controlled or regulated by the
Government., The fares charged by the Indian Airlines Corporation
and the Mogul Line require Government approval, The other under-
takings generally are free to price their products or services and the
usual practice so far has been to arrive at prices on cost plus basig
or on the landed cost formula, subject to the overall constraints of
the market situation. We agree with the Study Team that the absence
of a clear indication to public enterprises about the return expected
from them introduces an element of arbitrariness in their price
policy which is normally based on the desire to cover costs and make
a surplus. We also agree with the Study Team that ‘self-financing
for expansion should be taken as a specific obligation of our publiq
enterprises operating in the industrial and manufacturing field’
Nevertheless, after making due allowance for all these factors and
for any fiscal policies that Government may lay down in respect of
various undertakings or their products, it is the duty of Government
to ensure that in the interests of the consumer, price increases are
not conceded without examining avenues of economy in all possible
directions.

Recommendation 33

We recommend that in formulating the pricing policies of
public enterprises, the following principles should be kept
in view:

(1) Public enterprises in the industrial and manufacturing
field should aim af earning surpluses to make a substan-
tial confribution fo capital development out of their earn-
ings besides making a contribution to the Exchequer.

(2) Public enterprises should in any event pay their way
and should not run into losses except in pursuance of
:Xpl'(:;SS directives issued by Government in public in-
erest. ‘ _

(3) In the case of public utilities and services, greater stress
should be laid on output than on return on investment,
the former being extended up to a level at which margi-
nal cost is equal to price.

(4) While determining the price structure commensurate
with the surpluses expected from them, public enter-
prises should keep the level of output as near the rated
capacity as possible subject, of course, to the volume of
demand for the product. '~
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15. Public enterprises generally engage in the production of
goods and services which are basic to the life of the community or
-+ have a critical bearing on industrial development as a whole. Certain
" public undertakings enjoy a degree of monopolistic power. If the
prices are kept too low, it results in a less careful and less economic
utilisation of the products of the undertaking and if no regulation
is exercised in this res%)ect, the monopolistic public enterprises can
show profits in spite of inefficient operations at the expense, so to
" say, of the consumers. Government’s responsibility in the matter of
pricing of the products of such public undertakings is therefore
obvious.

16. The financial results that any enterprise can show depend
upon the level of costs and the level of prices. The Study Team has
discussed the implications of regulation of prices and the method
that should be adopted for working out fair prices in respect of those
»wblic undertakings which are operating under monopoly conditions.

e agree with the Team that public undertakings should be entitled
to have their financial obligations revised in case their prices are
controlled and kept lower than what is commercially justified, under
deliberate public policy. We also agree with their view that in case
of public enterprises operating under monopoly conditions, the c.if.
value of similar products should be taken as the guiding factor in
working out fair prices. ‘

Recommendation 34

We recommend that:

(1) If in the public inferest, Government require an under«
taking to keep prices at an artificially low level, the
ﬁ;:sa::lcial obligations of that undertaking should be re-
vised. ’ :

(2) Wherever public undertakings are operating under non-
...competitive conditions or where the number of buyers
of the product is limited, the price levels should be
determined on the basis of the c.if value of similar
items in preference to the cost plus formula. In cases
where the imported goods have the benefit- of export
subsidies in the countries of origin, the c.if. prices should

be proportionately weighted. .

(3) As the ability to produce goods at costs matching the
c.if. price of similar goods will differ from undertaking
to undertaking, a detailed examination of the cost struc-
ture of the products of such undertakings should be made
to determine the levels of permissible deviations. For
this purpose, Government can utilise the machinery of
Tariff Commission or the Cost Accounts Organisation of
the Ministry of Finance. o

17. In the regulation ot prices, one of the factors that have to be
considered is the relation between a public undertaking and the con-
sumer of its products or services. Whenever the character of a public

~
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sector industry is monopolistic the need for safeguarding the inter-
ests of the consumer is all the greater. It may be argued that Govern-
ment and the public undertaking are sufficiently aware of consumers’
interest to provide the necessary safeguards, - Such an assumption -
may not always be correct as Government departments are prone to
be more favourable to the problems of public undertakings than to
the interests of the consumers. Only in some cases where the Minis-
try is concerned with the consumer interest and does not directly deal
witht.the‘public sector industry would this assumption be valid in
practice.

18. We feel that something more requires to be done than leav-
ing the protection of the consumer to be taken care of by the normal
governmental channels. An arrangement frequently adopted to
safeguard consumers’ needs is to include representatives of consu-
mers’ interests in the board of management of the public undertak-
ing, We do not favour such an arrangement as it would affect the
compact character of the boards. We further consider that an inde-
pendent machinery would better serve the purpose. There is an
elaborate consultative machinery in the railways where Railway
Users’ Committees function at various levels, In some of the statutory
corporations also, provision has been made for such machinery. For
example, the Air Corporations Act, 1953 provides for the constitu-
tion of an Air Transport Council. No such machinery has, however,
been set up in the case of public undertakings functioning as Govern-
ment companies. When setting up sector corporations under Acts of
Parliament, as recommended by us, provision should be made for
the constitution of consumers’ consultative councils. These councils
should keep a watch over consumers’ interest, and advise the Govern-
ment and the public undertaking on such matters as may be referred
to them. These councils can include representatives of the public
undertaking concerned, the controlling Ministry and the Ministry
having an interest in the products of the undertaking. If there are
well established organisations of the consumers or if a Government
department or another public undertaking is a consumer, the repre-
sentatives of these agencies may also be included. It would be of
great value if the Parliament elects two of its members to serve
as members of each of these councils.

Recommendation 35

We recommend that: .

(1) Consumers’ Consultative Councils should be set up in
each sector of public enterprise. These councils should
consist of the representatives of organised bodies of
consumers concerned with the products of the under-
taking, the controlling Ministry, the sector. corporation
concerned, and other interested Government departments
and public undertakings.

(2) Parliament may elect two members to serve on each of
these Couneils.

(3) The Councils should deal with matters involving the
interest of the consumers and further advise Govern-

' ment or sector Corporations on such matters as may be
referred to them by the latter.
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19. Disputes on prices sometimes arise when the purchaser is
also a public enterprise or a Government department. The illustra-
tion provided by the dispute between the National Mineral Develop-
ment Corporation and the Minerals and Metals Trading Corporation
which has been pending for over two and a half years is, in this
connection, quite significant. The question of disputes between under-
takings has to be tackled satisfactorily. Such disputes may frequently
arise with increasing production in the heavy electrical plants and
the heavy engineering and mining machinery projects. In this context,
the setting up of a Central Price Commission is often suggested, We,
however, agree with the view of the Study Team that ‘it will not be
advisable...... to set up a statutory body for settling disputes because
of the lengthy procedures and the delay that the procedures of such
2 body will entail’. Normally a dispute of this nature should be capa-
ble of being resolved by consultation between the Ministries concern~
ed if the undertakings are under the same Government. However,
where the undertakings involved in a dispute are under the control
of different Governments, as the Study Team states, ‘it might not

always be possible to settle disputes without decisions from a statu-
tory body’. .

Recommendation 36

"We therefore recommend that:

(1) High-powered standing committees consisting of the re-
presentatives of the public undertakings and the Minis-
tries concerned should be constituted for deciding mat-
ters under dispute between Central public undertakings.
The Chief Economic Adviser or his nominee should be
included in these committees so that he might be able to
provide expert advice to them. :

(2) In case the dispute over prices is between undertakings
under the control of different Governments, the decision
~will have to come from a statutory body. In such cases,
the agency and expertise of the Tariff Commission can
be utilised or a special tribunal set up, with the statutory
authority necessary to ensure that its decisions are bind-
ing on the disputants,



CHAPTER VI1
FINANCIAL AND MATERIALS MANAGEMENT

Financial Management

If the public undertakings are to function on business and com-
mercial principles, it is imperative that their administrative and finan-
cial procedures are consistent with this requirement. However,
these undertakings have largely copied the bureaucratic procedures
obtaining in the Government Departments. We further notice that
a majority of public undertakings have yet to set up adequate finance
and accounts organisations and adopt improved techniques of finan-
cial management. The auditors have repeatedly pointed out the in-
adequacy of financial control and internal audit systems in the public
undertakings. '

2. An effective mechanism of financial management and control
can be built up only on a sound budgetary system. The budget of a
public enterprise has not only to serve the requirements of external
accountability and internal control but it has also to provide a plan
of action, a framework in which to review progress and a standard
against which to review performance. Such a method of budgeting,
usually referred to as performance budgeting or business-type budget-
ing, is yet to be introduced in our public undertakings. We find that'
except for a few of the larger undertakings, most of the public enter-
prises are still following the traditional pattern of budgeting.

Recommendation 37
We recommend that:

(1) Budget should be viewed as embodying a programme
of action which enables these who are responsible for
the use of resources to project their ideas into the future,
and concurrently to look back and review actual per-
formance and progress as compared with promise and
intentions. It should not be looked upon merely as a
device for obtaining funds and as an instrument of con-
trol over those who are authorised to spend.

(2) Public undertakings should prepare comprehensive
budgets to embrace the entire organisation and to cover
inter alia the following range of budgeting activities:

(a) Production Estimates
(b) Sales Estimates
(¢) Cost of Production Budget with its necessary sub-
divisions, e.g—
©® Materials Purchase Estimates
@ Labour and Personnel Estimates
@ Overheads Estimates

@ Plant Maintenance Estimates, etc.
56
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(d) Manpower Budget

(e) Township and Welfare Estimates

(1) (Rmearch gnd Dévelopment Estimates
(g) Capital Expenditure Budget

(h) Profit and Loss Estimates

(i) Cash Flow Estimaftes

(§) “Capital Employed” Budget—Fixed and Working
Capital.

3. The budgets prepared by the public undertakings may be
divided into revenue budgets, capital expenditure budgets and cash
budgets. The Study Team’s examination in this field reveals that in
most public undertakings these budgets are being used more to meet
the immediate and more compelling requirements and less as a
management aid for planning activities, laying down the expected
standards of performance and reviewing actual performance with
what had been anticipated. The preparation of the revenue budget
should be viewed as a two-fold process.in which estimates made by
different units are submitted upwards and provisions deeided upon
at higher levels are transmitted downwards. This is also, more or
less, true of the formulation of the capital expenditure budget of the
enterprises. If -budgeting is broken up unitwise and done in sufficient
detail, it can provide the authorities at various levels with an accu-
rate idea of not only the amounts that they have been authorised to
spend but also the goals that they have to achieve. Periodical review
of performance as compared to budget estimates can then provide
timely information about deviations and deficiencies so that correc-
tive action can be applied by the management in due time.

Recommendation 38

We recommend that:

(1) The preparation of the revenue budget should be taken
as an opportunity to make a comprehensive and forward-
looking review of plans and standards. . The work of
budget preparation should begin sufficiently in advance
to enable every part of the enterprise to be associated
-in the preparation of estimates and to have their own
sel_)ara,te budgets within the overall budget of the enter-
prise. ' o

(2) The comparison of performance data with budget esti-
mates should be undertaken periodically during the
currency of the budget itself. Expenditure budgets in
general may be reviewed at least twice a year to enable
the management to obtain some mid-year knowledge
of how expenditure is faring so that they may take cor-
ret‘:ltge steps, - where necessary, - before the year has
ended.
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(3) Monthly reviews should be undertaken of sales, produec-
tion, consumption and yield figures at each plant and
unit. Profit and loss accounts and balance sheets as well
as cost statements should be prepared every meonth,

(4) All management levels required to submit reports and
returns should themselves be encouraged to analyse and
make use of the data, with the assistance that the finance

alil‘;l accounts organisation of the undertaking can pro-
vide.

4. The capacity of a public enterprise to plan ahead depends
upon knowing in advance how much funds will be made available
to it. As a substantial portion of the capital expenditure comes from
the Government, it is not possible for a public undertaking to make
a good enough forecast without at least a provisional indication of
the level of funds that will be forthcoming from the Government.
Even though the Plan gives an indication of the funds likely to be
available over a period of five years, it does not afford a five-year
perspective in the latter years of the Plan. The public corporations
in the United Kingdom which also face this problem find their task
rendered much easier because the British Government approve each
year the general lines for a corporation’s plans for development and
capital expenditure for the next five years and are also willing to
agree to long-term commitments where possible and appropriate.

Recommendation 39

We recommend tliat:

(1) Every public undertaking should have a fairly long-term
capital expenditure budget to serve as a framework
within which individual schemes can be planned, approv-
ed by the Government and taken in hand.

(2) To enable public enterprises to undertake long-term
capital planning on a realistic basis, Government should
-each year discuss with the enterprises and approve its
plans for development and captial expenditure for the
next five years, agreeing {o appropriate long-term com-
mitments as well.

(3) Proper controls may be prescribed to keep public sector
investment generally within the Government’s resources.
For instance, Government may each year fix an upper
limit en the expenditure to be incurred on capital account
by the enterprises during a shorter period ahead, say,
2 years. .
5. As for the cash budget, it is said it occupies a less important

position in the public undertakings as they are financed by the Gov-

ernment and do not work under that limitation which availability of

cash imposes on a private enterprise. The Study Team has reported

that the cash budget in a public undertaking ‘is more a reflection than
determinant of the revenue and capital expenditure budgets’,



9

Recommendation 40

We recommend that the cash budget and the periodical
budget-performance comparison statements and cash flow
statements should be treated as an integral part of the budge-
tary process.

6. The merit of an effective system of internal budgetary control
does not lie only in its providing for better supervision and control of
expenditure but also in facilitating greater delegation of authority
in financial matters. If greater emphasis is placed on periodical re-
views of actual performance as compared to budget estimates and
if the deviations and deficiencies so noticed are promptly investigated
to determine causes and to explore possibilities of remedial action,
then the powers delegated to authorities at various levels can be
considerably enhanced without diluting the effectiveness of control
or the quality of supervision. With the adoption of these techniques,
generally referred to as ‘reporting by exception’ or ‘control by excep+
tion’, the speed of operations in the public undertakings can be very
much increased. It is necessary that not only the officers of the finance
organisation but also those who are entrusted with the use of resour-
- ces know the prescribed procedures for budgeting and for undertak-
ing budgetary reviews, In this context, a comprehensive budget
manual needs to be prepared in all public undertakings.

!&eedmmendation 41

We recommend that:

(1) Improvement in budgetary and financial control should
be accompanied by a greater delegation of authority as
well as reduction in the number of cases requiring prior
financial concurrence. The need for prior financial con-
currence can be further reduced or eliminated by increas-
ing the financial powers of managers, purchase officers
etc. and providing for inter-branch standing committees
for such purposes as review of tenders, purchase of equip-
ment and stores. :

(2) Each public enterprise should be asked to compile a
comprehensive budget manual to cover the various forms
for compiling information for the budget, the {ime sche-

_dule for its preparation, the responsibility/cost centres

-nd the financial powers related to budgetary levels at

. each responsibility centre, budget committees and the

girocedures for carrying out - periodical budgetary re-
ews,

7. In a large industrial or commercial enterprise, the scope of
control and supervision that can be exercised by the supervising
officer is limited. It is expedient to set up a full-fledged internal orga-
nisation in such undertakings, to be continuously engaged in inspec-
tion and internal appraisal of performance. The Study Team went
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into this question in some detail and pointed out that ‘there is a good
deal of misunderstanding in various quarters about the nature, scope

and performance of internal audit in relation to public enterprises’.*
We also feel that internal audit in relation to public undertakings

should not be viewed as an additional check exercised in advance

of external audit or as a pre-audit of financial transactions. The

aspect of internal audit as being a service provided to the manage-

ment organisation should be strongly emphasised so that it does not

get involved in management or operational decisions impending the

flow of work. Internal audit can also play a role in the verification

of transactions to check on proper authorisations and in the protec-

tion of the property of the undertaking against fraud, waste and pil- .
ferage. The existence of an efficient internal audit system can also

help reduce the scope and intensity of audit performed by an external

agency. :

Recommendation 42
‘We recommend that:

(1) Internal audit should be effectively organised in every
public enterprise as a staff function. ‘

(2) The principal tasks of internal audit should be—

(a) to review the soundness, adequacy and application
of accounting, financial and operational controls;

(b) to ascertain the extent of compliance with presérib-
ed plans and procedures and accuracy of accounts
and other data developed within the organisation;

(¢) to make constructive suggestions for improvement;
and

(d) to review and report the action taken by line autho-
rities on the points brought out in previous audit
reports of internal as well as external auditors.

(3) Other duties that may be assigned to the internal audit
organisation are— ‘

(a) to verify that proper authorisations exist for the
acquisition and disposal of assets of the enterprise;
and

(b) to test-check a certain percentage of transactions
and verify inventories with a view to helping in the
prevention and detection of frauds, misappropriation
and pilferage.

8. We envisage a more positive role for finance organisations of
public undertakings than that played by the finance department in
the Government. We have suggested the appointment of the Finan-
cial Adviser to be made by the board itself so that the undertaking
may not nurse a feeling that its activities are being watched critically
by some one on behalf of Government who has no immediate interest
in the undertaking itself. The essential role of the Financial Adviser
at the seetor level or the unit level should be that of the principal

i
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adviser to the chief executive in all financial matters. The main aim
of the finance organisation should be to:

(1) feed management with timely information on the utilisa-
tion of resources;

(2) make statistical anaiyses to bring out what the perfor-
mance data truly signify; and :

(3) explore and recommend possibilities of reducing costs, with
due regard to the maintenance of efficiency and quality.

The aim should not be to pre-check all transactions which the line
authorities intend to make. Insistence on prior financial concurrence
in the undertakings should be reduced to the minimum, While it is
true that most line authorities find it irksome to obtain concurrence
of the finance branch, it is also true that several of them are able,
in this manner, to shelve resporsibility and at times seek concurrence
even in those matters for which they have adequate powers and
which need not be referred to the finance branch, If not checked,
these factors will make it difficult for the management organisation
of the public undertakings to function with that initiative, speed and
flexibility that must characterise their working,

Recommendation 43

We recommend that:

(1) It is of the utmost importance that the Financial Adviser
of an enterprise should regard himself as an integral
part of the management feam and not look upon himself
as an outsider representing the financial interests of the
Government. ‘

(2) The Financial Advisers of undertakings, both at the sector
level and at the unit level, should be encouraged to place
greater emphasis on the management accounting aspect
of their working. ’

Materials Management

9. The efficient and economical use of materials is essential for
the profitable operations of any undertaking. Materials management
forms the most important part of the overall managerial. effort at
cost control, Except for the purely trading and financial concerns, a
major share of the working capital of an undertaking relates to in-
ventory holdings. Of the total working capital of Rs. 384 crores as at
the end of 1965-66, relating to 40 running concerns of the Central
Government, the inventories accounted for Rs. 361 crores. Of this,
Rs. 2225 crores was the value of raw materials, stores and spares
(both of production and construction) and the remaining Rs. 138.5
crores related to works in progress, finished goods and other items.
In addition to the funds that get tied up in this way, the inventory-
carrying costs which are placed at 15 to 20 per cent of the value of
the inventory also impose a heavy financial burden, ,
L/S3ARC—5 ' v
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10. Materials management in the public undertakings was re-
cently examined in detail by the Committee on Public Undertakings.
Their findings as well as those of the expert committees that have
been cited by the Study Team in its report indicate that many public
undertakings have unduly large inventories. This is borne out from
the comparison of the worth of inventory holdings of these under-
takings with their net sales and cost of production.. The sales-inven-
tory ratio of the running concerns of the Central Government for
the year 1965-66 is reported to be 2:1. The ratio was the same in
1964-65 also. This is less favourable than the ratio of 2,75 : 1 reported
to be obtaining in the private sector. For the developed countries,
this ratio .is placed. in the neighbourhood of 5:1. The same picture
emerges on comparing the value of inventory holdings of public
undertakings with their cost of production. In five undertakings,
the inventory holdings were higher in value than two years’ cost of
production and, in five others, it was equivalent to less than two
years’ but over one year’s cost of production. In their recent report
on Materials Management, the Committee on Public Undertakings
observed that “if the inventories of industrial running concerns
could be reduced to 6 months’ production—which would by no means
be difficult—it would mean release of capital to the extent of Rs. 104

crores......". g

11. Based on its own study and the reports of the Parliamentary
Committees and expert teams of the Planning Commission, the Study
Team has pointed out the following deficiencies in the area of matex
rials management : o

(i) the inventories of industrial ,runnin'g concerns were, in
many cases, unjustifiably high;

- (ii) many undertakings were still to adopt scientific methods
of inventory control;

(iii) lack of materials and delays in delivery resulted in under
utilisation of capacity in some undertakings;

(iv) several undertakings did not have -proper storage and
handling facilities or a proper system of physical verifica-
tion and stores accounting; and .

(v) in many cases, purchase procedures were lengthy and in-
volved a large number of references to the finance branch.

12. A considerable improvement in the above situation can be
brought about through better organisation for materials management
in the public undertakings, and by drafting and codifying procedures
-and - instructions based on modern techniques of materials- manage-
ment like ‘Codification and Classification’ and ‘ABC analysis’. Train-
ing in materials management and creation of permanent facilities for
the purpose also requires special attention. This training . should not
be confined to the personnel of materials management department
but imparted to the personnel of other concerned departments also,
since the management of materials is an integrated programme which
requires the cooperative action of all the concerned branches. Equally
important is the simplification of the operating procedures to reduce
the administrative lead-time in procuring the required materials.
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Recommendation 44
We recommend that:

(1) Materials management should be accorded due recogni-
tion at the top management level where a Central Con-
trol Section should be set up for materials planning and
for securing the introduction of modern techniques.

(2) A Materials Management Manual should be drawn up to
give concrete shape to the relevant scientific concepts
in each public undertaking and to outline the prescrib-
ed procedures in order to facilitate the general adoption
of improved techniques.

(3) Training in materials management should be given great-
er importance. In addition to having fully trained staff in
the materials management organisation, it will be advan-
tageous to have short-term training imparted to the
personnel of other departments as well.

4) The operating procedures in the public undertakings
should be simplified by taking among others, the follow-
ing measures:

(a) on the basis of the annual and longer term plans of
the undertaking, the Cenfral Control Section for
materials management and planning should draw up
its own plan and assess the yolume of work to be
done and the amount and type of materials to be
procured;

(b) rules involving finaneial concurrence should be
clearly laid down for open tenders as well as limited
enquiry tenders and standing committees should be
set up for scrutiny and sanction of tenders to avoid
inter-branch references within the undertaking;

(¢) purchases within pre-determined financlal ilimits
Iaid down in the budget should not normally require
prior ﬁnal(icial concurrence except for the very costly
items; an

(d) procedure for purchasing low cost items should be
very much simplified, reducing or, if possible, even
eliminating the need for enquiry and quotations.

13. It is also necessary to examine the causes which force the
management to go in for heavy stocking of materials—external
causes over which management has little or no control. In this area,
Government have to shoulder a greater share of responsibility. These
external causes and the resultant problems pointed out by the Study
Team may be recounted as follows:

(i) Surplus stocks and expensive construction equipment left
over from the construction stage continue to inflate the
inventory figures for several years after the project has
gone into operation, ) T

L/SIARC-—¥n)
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(ii) Lack of knowledge about the likely consumption rates of
spares and stores in the case of new plants causes manage-
ments to procure items on the recommendations and pres-
sures of the foreign collaborators and suppliers.

(iii) Paucity of indigenous supply and resultant long procure-
ment lead-times do not allow the permissible stock levels
to be brought down.

(iv) Lengthy and dilatory procedures in the Government, parti-
cularly those relating to the release of foreign exchange
and issue of import licences make it difficult to reduce
lead-time.

14. The problem of stores and equipment required during the
construction phase suddenly becoming surplus on the completion of
the project will be largely met with the setting up of sector corpora-
tions. As we have indicated earlier, they will be in a position to secure
greater and a more rational utilisation of these items on different
projects under their control. The estimates for the procurement of
these items should be conservative so that excessive procurement
based on an over-optimistic schedule of construction is avoided. A
Central Planning Group for materials under the engineer in charge
of construction should be entrusted with the task of planning the
total requirements and phasing their procurement. Excessive stock-
ing of slow moving items which are in the nature of ‘insurance spares’
against unforeseen breakdowns can be controlled to some extent
by having a team of Indian experts to check the estimates given by
the foreign collaborators. The effective long-time remedy, however,
les in the promotion of indigenous manufacture of these items. The

ublic undertakings also face difficulties in having to procure items
from indigenous manufacturers even though they are of unsatis-
factory quality. Mostly, their deliveries are not made in due time.
In many instances, the undertakings have to pay at rates which are
25 to 50% higher than the import prices of similar items.

Recommendation 45

We recommengd that:

(1) Project authorities should be precise in estimating the
requirements of items like earth-moving equipment, vehi-
cles, common tools, etc. needed during the construction
phase. In the larger projects, a Central Planning Group
for materials should be set up, under the engineer in
charge of construction, for planning the total require-
ments and phasing their procurement.

(2) The recommendations made by foreign collaborators on
the provision of spares should be scrutinised in compa-
rison with the position prevailing in similar plants
abroad, including the foreign collaborators’ own plants.

(3) A small cell comprising technical experts and materials
management experts should be formed in each large
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project, and especially in those with substantial depen-
dence on imported items, to identify and catalogue the
spares and to obtain their manufacturing drawings and
specifications as a first step towards establishing their
indigenous manufacture. Project authorities should take
timely steps to create their own workshop facilities in
respect of items required in small quantities and non-
repetitively.

(4) Government should evolve effective inspection arrange-
ments to keep sufficient check on the quality of the pro-
ducts of indigenous manufacturers. They should not come
to enjoy a monopelistic position, vis-a-vis the purchasing
public enterprises under the shelter of Government's
understandable desire to promote import substitution.
Government should also formulate a uniform policy for
the price preference that the public enterprises should
extend to indigenous manufacturers to serve as guide-
lines for the public enterprises, the indigenous manufac-
:urers :nd the Directorate General of Technieal Deve-

opment. :

(5) The recommendations made by the Mathur Committee
for facilitating imports by public enterprises, and accept-
ed by the Government, should be effectively implemented
as soon as possible, particularly, the recommendations
relating to the facilities of annual licensing and vesting
of powers in project authorities to operate on foreign
exchange within the sanctioned allocations.



CHAPTER VIII
PERSONNEL

We now proceed to consider issues relating to personnel under
the heads top management, personnel management and industrial
relations. In making our recommendations on top management and
personnel management, we have also taken into account the sugges-
tions made by another Study Team, viz., the one on Personnel Admi-
nistration,

Top Management

2. The one factor on which the performance of an undertaking .
depends most is the quality and effectiveness of its top management.
The success or failure of a public entenprise is also directly related
to the way in which maftters like the set-up of the management boards
and recruitment and terms of service of the senior executives of the
undertaking are determined. Making appointments to the boards of
management is one of the most important duties of the Government.
It should be the prime concern of the Government to see that in mak-
ing these appointments they select the best men available for the jobs
and repose trust and confidence in them to enable them to take full
responsibility and function effectively. At present, Government me...
the appointments to the board and also make, or approve, appoint-
ments to posts carrying salaries above Rs. 2,000 per month in respect
of most undertakings and Rs. 2,250 or Rs, 2,500 per month in respect
of the larger ones. Appointments to the posts of Financial Advisers
or Financial Controllers of public undertakings are made either by
the Government or with the approval of Government.

3. The Study Team has pointed out certain major deficiencies
which. characterise the manner in which Government have discharg-
ed their responsibility in regard to the appointment to the boards.
Frequent changes have taken place at the top management levels
and on many occasions posts have remained vacant for long periods.
Generally, no qualifications have been prescribed for membership
of the boards of management. The Study Team have reported that
‘no systematic efforts appear to have been made to scour all fields
in which men of the requisite competence and experience may have
been found or select the most competent men available for these
jobs’. It is only recently that the Bureau of Public Enterprises has
been entrusted with the task of collecting information about the
qualifications and experience of persons who may be considered for
appointment to full-time posts in the boards and at top management
levels of public undertakings and a Committee under the chairman-
ship of the Cabinet Secretary has been formed to draw up panels
of suitable persons for these posts.

4. Government have drawn heavily on their own officers in
making full-time appointments to the board and to senior posts for
which powers of appointment are reserved to Government. While

66
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many of the officers deputed to fill difficult jobs in the public sector
have given a creditable account of themselves, the fact remains that
in some cases the selections have not turned out to be satisfactory.
The system is often criticised on the ground that these deputationists.
come as ‘birds of passage’ and have interests and loyalties outside
the organisation in which they serve, In any case, dependence on
deputationists for filling these top posts tends to retard the develop-:
ment of managerial resources from within the public sector itself,

. b. As regards the appointment of part-time members of the
board, we have earlier referred to the feature that most of them
were Government officers. There are even some cases where the
same Government officer serves as a part-time member on the boards
of as many as 15 to 20 undertakings. In the case of non-officials
also, there are cases where the same individual {s serving on the
boards ef 25 to 30 undertakings in the public and private sectors, It
is evident that such persons cannot be expected to devote the time
and attention -that their duties as board members demand. '

6. There is an urgent need to systematise the manner of appoint-
ment of -board members. Qualifications should be-laid down for:
board membership as has been done in the United Kingdom in res-
pect of the public corporations.. We have already recommended
that the number of Government officers nominated by the Govern-
ment as part-time board members to sector corporations sheuld. be
restricted to two. In making the nominations, it ‘would be appro-
priate if the Government ensure that the same officer is not nomi- -
nated on more than two or three hoards so that he may be able to
do justice to his assignments. We have also recommended that in
respect of the posts of chief executive and finaneial adviser of a con-
stituent unmit the appointment should be made by the board in
consultation with the Government. : . '

7. The most important requirement today is that of ensuring
growth of managerial resources within the public sector., We are
convinced that there has to be a conscious effort to accord a prefer-
ence to persons coming up from within the undertakings while
making appointments to posts of chairmen, full-time members of
the board and other senior appointments in public undertakings. It
is important from the standpoint of morale and incentive that every
person in a public undertaking should have a reasonable expectatioh
that if he works hard and well, he will have the opportunity to rise
to the highest positions in the undertaking. In our view, the ideal
situation will be one in which persons growing up from within the
undertakings come to man the top posts. However it may take some
time for the public undertakings to throw up in sufficient numbers
experienced and senior men, to occupy the top posts. It will, at
times, therefore, be necessary to obtain the services of persons from
outside the public sector, particularly from the Government. Fur-
ther, it is desirable to inject a few persons from the outside at
‘senior management levels, as is being done in other countries. How-
ever, stich appoirtments should be exceptions rather than the rule
and the® a.ipointments "should not, in any case, be on deputation.
Persons taken from outside for full-time service or the boards or as
senior executives in the public corparations of the United Kingdom
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are required to sever their connections with the parent service if
they are Government officers, or, if they happen to be non-officials,
with the private organisations with which they were hitherto con-
nected. It may be that at such senior levels, Government officials
would not be reluctant to sever connections with their parent ser-
vice, especially if emoluments in the public sector compare favour-
ably with those obtaining in the Government.

8. Considering the need for recruiting the best available talent
for manning the top posts in the public undertakings, it is essential
that the salaries and conditions of service attaching to these posts
are adequate and atfractive. At present, the salaries in the public
sector have a maximum limit of Rs. 4,000 per month. Keeping in
view the responsibilities of the job and the requirements of the
situation, this limit should be enhanced in respect of the top posts
of certain big public undertakings. With the setting up of sector
corporations there will be cases where salaries higher than Rs. 4,000
would be required to be given to the chairmen and full-time board
members. In deciding this question there should not be insistence
on imposing the salary ceilings obtaining in the Government, The
Study Team has cited the example of the United Kingdom where
the chairman and other senior executives of several public corpora-
tions draw salaries higher than those paid to the senior-most civil
servants there.

Réeomniendation 46
We recommend that:

(1) While making appointments to the board, preference
should be given to the officers working within the under-
taking. The system of appointments should be in accor-

~ dance with the basic principle that a person from the
lowest ranks of service can rise to the top if he has
acquired the necessary qualifications, and if his perform-
ance has been outstanding. :

'(2) The whole procedure for the appointment of members
of the board should be systematised. Action to fill
these posts should be taken well in advance to avoid
vacancies remaining unfilled and making appointments
in haste. The new appointee should be placed in posi-
tion as an understudy for a brief period of a month or
so to get acquainted with the job before taking over the

post.

(3) The Bureau should draw up panels of suitable persons
for board appointments. Selections to these panels
should be made by a committee consisting of the Direc-
tor-General of the Bureau of Public Enterprises and two
chairmen of sector corporations. This committee should

~ be reconstituted periodically to enable the chairmen of
different sector corporations to be associated with it.
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(4) If sufficiently experienced and senior men are not avail-
able within the public undertakings for holding board
memberships, suitable persons may be selgc_ted from
among Government officers, leading industrialists and
businessmen, and professional managers and specialists
in the private sector. In such cases, persons selected
should sever their connections with their previous or-
ganisations. In particular, Government officers selected
for these posts should be asked to resign their service
with the Government.

(5) Certain general qualifications should be prescribed for
the members of the board, e.g., experience of industrial,
commercial or financial matters, applied sciences or ad-
ministration or trade union erganisation. The chairman
of the public undertaking concerned should be consulted
before Government makes appointments to the board
except in the case of part-time official nominees of the
Government.

(6) While appointing the part-time official nominees to the
board, Government should see that persons nominated
do not have to serve on more than two or three boards
and are not so burdened with their substantive work
that they find it difficult to play a useful part in board
meetings.

(?) Frequent changes and long vacancies in top posts must
be avoided. The chairman and full-time functional mem-
bers of the board should have a fairly long period of
tenure to enable them to make a significant contribufion
on the basis of experience gained in the undertaking.
A period of 5 years should be regarded as the minimum
for the chairman and the full-time members of the board
and a period of not less than two years for the part-time
non-official members,

(8) Salaries of persons occupying top posts in public under-
takings should be fixed on the basis of the responsibility
attaching to the posts and the needs of the situation,
and need not necessarily be pegged to the scales obtain-
ing in Government service.

Personnel Management

9. The most important issues relating to personnel management
for public enterprises concern the need for developing the required
managerial and technical resources and the adoption of certain
practices which are common in the successful private commercial
concerns but are quite different from those followed in the Govern-
ment. The most notable of these practices is the relatively greater
speed with which competent men with initiative can advance in the
enterprise and those found wanting dispensed with. Thus merit is
at a greater premium and security of tenure characteristic of Govern-
ment service is not present to the same degree in the service of the
public undertaking. We would like to emphasise that these distinctive
features should be recognised and public undertakings should make
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greater use of the flexibility available to them in rewarding good
work_and punishing or removing from service those who are found
wanting in performance. In fact, one of the advantages sought to be
derived from the creation of a public undertaking is the freedom
from the rigidity created by the rules and policies relating to person-
nel matters which necessarily have to be followed in a Government
department. :

10. One significant defect in our system is our failure to recognise
that management of personnel is an inherent part of total manage-
ment and that the responsibility for personnel management cannot
be discharged by an authority remote from the operational area. In
our view the senior executive of an operating unit should have suffi-
cient administrative control over the personnel under his charge to
- be able to manage them effectively. He should, in fact, be held res-
ponsible for performing this function efficiently. This basic consi-
deration underlies our recommendations about the formation of cadres
in the public sector and the conferment of powers to the sector cor-
porations and the constituent units in regard to recruitment, promo-
tion, training and discipline.

11. We shall now consider the desirability of constituting a com-
mon cadre for the managerial and technical personnel required by
the public undertakings. The Estimates Committee had also recom-
mended the setting up of an Indian Commercial and Industrial Service
to which recruitments could be made from among persons experienc~
ed in business, commerce or industries. A factor that should be
borne in mind in this connection is that while posts on the admi-
nistrative side may have certain general common requirements,
the job requirements on the technical side are bound to vary from
industry to industry and, at times, from undertaking to undertaking
even within the same industry. Perhaps for this reason when Gov-
ernment formulated a scheme of Industrial Management Pool (IMP),
they excluded technical posts from its purview. The IMP to which
about 200 persons were selected in 1959 is the only step Government
have taken for developing a common cadre for manning the non-
technical posts in the public undertakings. We have examined the
working of this scheme and find that this experiment did not prove
successful. Any pool scheme administered by an agency external
to the public sector inevitably results in a certain degree of abridg-
ment of the autonomy of public undertakings. The IMP Scheme, of
which the Ministry of Home Affairs is the Controlling Authority,
attempted to overcome this defect through a compromise by stipu-
lating that it was neither obligatory for the controlling authority to
supply a Pool officer for every vacancy nor for the participating
undertaking to accept a Pool officer for a particular vacancy. Ex-
perience has shown that this formula did not work well at all and it
became very difficult to have some of these Pool officers absorbed or
moved from one undertaking to another in a systematic way. Of the’
200 persons initially selected in 1959 to the Pool, only 130 could be
accommodated by the public undertakings. The IMP Scheme did
not prove successful because it lacked the authority for its imple-
mentation. On the other hand, it is argued that the authority to
implement a pool scheme of this nature can be-created only at the
expense of ‘the operational autonomy of the public undertaking.
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12. We are, therefore, of the view that it is neither necessary nor.
desirable to constitute a common cadre for the managerial and.tech-
nical personnel for the public sector as a whole. Nor is it desirable
to revitalise the old Industrial Management Pool Scheme. We also
do not envisage any external agency for undertaking the recruitment
of the personnel required by the public enterprises. Even at present
public undertakings enjoy near-total autonomy in the matter of
recruitment and promotions except for the few senior posts to which
appointments are made by the Government or with the approval of
Government.  We agree with the Study Team that the setting up
of a personnel commission for the public sector will not only abridge
the autonomy of the public undertakings but also result in delays
in the manning of posts in the undertakings. We also agree with
the Study Team that the sector corporations will themselves be able
to ‘ensure regularity and uniformity in selection as well as service
conditions’.

13. The Study Team has pointed out that despite the fast rate of
expansion, public undertakings have not been able to take full ad-
vantage of the promotion opportunities offered by this expansion.:
Side by side with quick cases of promotion there have been cases
where experienced persons. have left the undertakings for lack of
promotion opportunities. We feel that the main reason responsible
for this is the lack of career development schemes in the public
undertakings. A few undertakings which have evolved career deve-
lopment plans have found them of considerable help in attraeting
and retaining suitable personnel. We would like that such pro-
grammes should, as far as practicable, be taken up by every under-
taking. The effectiveness of career development plans depends on
the Fromotion prospects available in the undertakings. In the small
public undertakings, these prospects are often quite inadequate. In
this connection, the Study Team has suggested the formation of a
new pool of officers for manning posts carrying a scale of Rs. 1,300
and above in theé small undertakings. We, however, feel that this
pool scheme will also suffer from the same disabilities as the old
Industrial Management Pool and do not, therefore, recommend it.
The situation will have to be met by making some of the sector cor-
poration’s personnel available for manning the top posts in small
undertakings which are not included in any particular corporation.
To provide a career development programme for each one of small
undertakings which stand outside the regions covered by sector cor-
porations will not be a practicable proposition. '

14. The possible alternative to a single commen cadre for all
public undertakings is the formation of separate cadres for different
sectors of industrial and commercial enterprise. Indeed, this would
be facilitated once the sector corporations have been set up. It
would -then be possible to administer a cadre which is common to
all the constituent units of the corporation, without having to confer
authority for this purpose on an agency which is external to the
public sector. It is necessary to consider this question in the context
of the operational autonomy required by the constituent units. We
feel that except for the higher levels; full powers should be confer-
red on the constituent units regarding the recruitment, promotions
and disciplinary control of the staff employed by them. While the
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terms and conditions of service and rules therefor may be drawn up .
for all the constituent units of the corporation on a uniform basis,
administrative powers in these matters in respect of clerical staff,
workers, and the first and second supervisory levels of managerial
and technical personnel should be with the constituent units. It is
only for posts above these levels, generally carrying salaries above
the minimum starting level of Rs. 1,300 per month or so, that any
powers need be kept with the sector corporations. Even then, officers
occupying posts above this level in a constituent unit should be under
the administrative control of the management of that unit in the
same manner as officers of the All-India Services, appointed by the
Central Government, are under the control of the State Governments
to which they are allotted. Provision may, however, be made for
hearing of appeals by the corporation and for reserving powers with
the corporation in regard to punishments imposed on senior officers
which involve termination of services. In respect of heads of depart-
ments, the power to impose punishment involving reduction in rank
should also remain with the. corporation. It will be advisable to
provide for an appeal to lie to the Government against an original
order of the corporation imposing a major punishment on a senior
officer except where services are terminated after notice in accordance
with the terms and conditions of service, :

Recommendation 47

We recommend that :

(1) Every sector corporation should evolve a common policy
for laying down, on a uniform basis, the terms and
conditions of service of employees of the corporation.

(2) Except for the higher levels of managerial and technical
personnel such as posts with a minimum starting sal
of Rs. 1,300 per month or so, full powers of recruitment,
promotion and disciplinary and administrative control
of staff employed in a constituent unit should be with
the unit itself. The sector corporation should, however,
have the authority of making inter-unit transfers within
the corporation in consultation with the units concerned.

(3) Authority for recruitment, promotion and transfer, ete.
of persons occupying senior posts described at (2) above,
should be vested in the sector corporation. However, all
officers in the constituent unit should be under the ad-
ministrative and disciplinary control of that unit, pro-
vided that powers of deciding appeals and of imposing a
punishment involving termination of services of a per-
son eccupying a senior post should remain with the
sector corporation. In respect of heads of departments,
the power to impose punishment involving reduction in
rank should also be reserved to the sector corporation,
An, appeal should lie t{o the Government against an
original order passed by the sector corporation if it is
one of dismissal, removal from service or reduction in
rank. The appeal should be decided in consultation
with the Union Public Service Commission.
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(4) The sector orporations and their constituent units
shonld make their own administrative arrangements for
carrying out the recruitment and training programmes.

(5) Arrangements should be made for providing from sector
corporations suitable officers to the smaller public un-
dertakings which do not belong to a sector corporation.
The possible requiremenfs of such smaller public
undertakings for experienced personnel shoulq.be kept
in view by the appropriate sector corporation. The
Bureau should draw up panels under the direction of the
commiftee, consisting of the Director-General of the
Bureau and two chairmen of sector corporations, for
facilitating such inter-undertaking transfers. The assis-
tance of this committee can also be taken when inter-
corporation transfers are found to be necessary.

. 15. A striking feature of the pattern of staffing in public under-
takings is the continued dependence on deputationists for manning
middle management level and higher posts. The analysis made by
the Study Team of the data furnished by 29 Central Government
undertakings shows that in respect of middle management level
posts and above, deputationists occupy as many as 38 per cent of the
posts in the finance and accounts organisations of these undertakings
and 33 per cent on the personnel and general administration side.
On the technical side, only about 3 per ecent of the posts are occupied .
by the deputationists. A constant inflow of deputationists in the
senior management levels is not desirable because it will be difficult
for the deputationists to identify themselves adequately with the
undertakings while they continue to look to their parent departments
for future promotion. If a considerable portion of top level manage-
ment personnel do not have the sense of belonging to the enterprise,
it is difficult for the undertaking to achieve maximum success. We
agree with these points stressed by the Study Team. We, however,
do not subscribe to its view that there is such a paucity of manage-
rial personnel in the public sector that the deputationists must for
a long time continue to be employed in the public undertakings. A
number of experienced persons are available in the public sector who
have been in the service of undertakings which have been running
‘for the last 10 to 15 years. We think that it is necessary and also
possible to reduce and ultimately stop the inflow of deputationists
by %iving preference in selection to the personnel working in the
_public undertakings and by permanently absorbing those who are re-
cruited from outside.

16. We have emphasised the importance of giving preference to
persons working in the undertakings for manning senior posts. There
~will be occasions, however, where a suitable officer is not available .
in the undertaking and more suitable persons may be available in
other fields. In such an event, the attempt should be to sean all
_possible areas of recruitment and get the best man available for the
job.. The selections of such persons should, however, as a general
rule, result in their permanent absorption in the service of the under-
takings and not in their. coming on deputation. Only when no
suitable alternative is available should a person be taken on deputa-
tion terms. At the same time steps should be taken to eliminate
short tenure appointments which result in frequent changes,
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Recommendation 48

We recommend that :

(1) All necessary steps should be taken to reduce and elimi-
nate the dependence on deputationists in manning posts
in the public sector.

(2) For manning senior posts, preference should be given
to persons working in the undertaking. If no suitable
person is available in the undertaking, the best available
person may be selected by tapping all possible sources
including other public undertakings, the Government
and the private sector. The appointment should, as far as
g:tsis:)ible, be on a regular basis and not on terms of depu-

n.

(3) In the rare case when it becomes unavoidable to take
an officer on deputation for want of a suitable alterna-
tive, the term of employment in the undertaking should,
under a contract, normally be for a period of five years
with a provision for review at the end of the first year
to enable termination of cases of maladjustment. -

(4) Service rules relating to Government officers should be
liberalised for facilitating the permanent absorption of
deputationists at any level in the service of the under-
taking. Similarly, rules standing in the way of a suffi-
ciently long term of deputation in the public undertak-
ingri o‘slhould be modified to ensure a minimum five-year
perlod.

17. The salary structures adopted in different public undertak-
ings are not on a uniform pattern. The same is true of dearness.
allowance, project allowance, retirement benefits, etc. The Estimates
Committee had recommended that a high-powered committee should
examine the position in this respect with a view to ensuring unifor-
mity. Government in their reply stated that while pay scales for
different categories of posts should be broadly indicated by the
Government, the board of directors, while being guided by these
scales, would be free to fix specific scales for specific jobs. We feel
that the number and variety of jobs are so great in the public sector
that the task of even broadly laying down the standard scales of pay
is an extremely difficult one and one which may detract from the
flexibility that managements should have in determining salary
structures suited to the requirements of the undertakings and the
industry as a whole. It is to be noted that a good deal of uniformity
will automatically come about with the setting up of sector corpora-
tions. The chances of glaring disparities in the pay scales obtaining
for similar types of jobs in different public undertakings can be
much reduced if the necessary information is compiled at one central
point, like the Bureau of Public Enterprises, and disseminated to all
public undertakings and the Ministries concerned,
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Recommendation 49
We recommend that :

(1) Enforcement of a uniform pattern in the matter of pay
and allowances of employees-in the public sector will
neither be advisable nor practicable in view of the num-
ber and variety of jobs. The best way to ensure ration-
ality and a degree of uniformity in these matters would
be to provide information as an advisory service instead
of insisting on prior Government approval or conformity
with rigid guide-lines.

(2) The Bureau should act as a clearing house of informa-
tion relating to service conditions, pay scales and allow-
ances in force in different public undertakings. This
information should be made available to public under-
takings and the controlling Ministries. In case, any under-
taking goes seriously out of line without due justification,
Government will always be in a position to correct the
situation by issuing a directive.

18. Scarcity of trairied manpower operates as a severe constraint
on the efficient running of:public enterprises and the growth of the
public sector. Public enterprises which generally operate on a big
scale need a large number of specialists such as applied economists,
experts in market research and operations research, company secre-
taries, cost accountants, materials management experts, personnel
managers and experts in work study and productivity. It is in these
fields that the public' undertakings will face increasing difficulties
particularly with the setting up of sector corporations which have
to be equipped with adequate staff organisations. In addition, public
undertakings which have entered into new areas of industry like oil
exploration, heavy electricals, etc. face another problem posed by
their particular requirement for the specialists needed in those areas.
Such undertakings have either to depend on training facilities abroad
or create their own training capacity at their expense.

19. The first step for ‘'meeting manpower requirements and devis-
ing adequate training programmes is to have a proper assessment
of the manpower needs of public undertakings. The Study Team
has reported that there is not.sufficient awareness in this respect in
the public undertakings and has suggested that the manpower re-
‘quirements forecast by the undertakings, at the instance of the Home
Ministry and the Planning Commuission for the Fourth Plan and the
Fifth Plan periods need to be rechecked by an expert body as most
uncil:'ertakings do not have the necessary expertise for manpower fore-
casting.

20. As for the arrangements for training specialists in different
fields, we notice that only a few undertakings have set up their own
institutions and they too are beset with the problems of expense and
inadequate utilisation of training capacity. The Institutes of Manage-
ment and certain associations of specialists offer training courses in
various professions which. can be made use by .the public undertakings,
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We agree with the Study Team that there has to be a coordinated
approach to training so that effort is not duplicated and scarce talent
and funds not wasted by a number of institutions attempting to do
the same job. Steps have also to be taken to see whether the courses
offered by the existing training institutions are up to standard and
designed to cater to the special requirements of the public under-
takings. The Bureau too can play a useful role in helping to review
training programmes and in securing greater cooperation between
the public undertakings and the training institutions that are already
‘functioning in the country.

Recommendation 50
We recommend that ;

(1) The survey of additional requirements for managerial
and technical manpower for the Fourth and Fifth Plan
periods, made recently by the public undertakings,
should be further.examined by a body of experts with
the assistance of “the Institute of Applied Manpower
Research. A much . more detailed assessment of man-
power requirements is necessary to formulate a concrete
programme, particularly for the specialised branches.

(2) Public enterprises need not assume resnonsibility for
basic training in general managemenf, and training in
professions. The existing training institutes should be
utilised for imparting this type of training.

(3) The Bureau, in cooperation with the public undertakings
.. and the Ministries concerned, should—

(a) review the existing training facilities and program-
mes to avoid duplication of effort;

' .(b) identify areas where training facilities need to be
. extended or increased; and

(¢) evaluate the suitability of training programmes to
the requirements of the public sector.

(4) Training of specialists and technicians required only by

. the public undertakings will have to be taken care of by

+ the undertakings themselves. Undertakings operating

_ in the same field of technology should do this in coopera-

tion with each other. Where sector corporations are set
up they should provide common training facilities.

21. Public undertakings are believed to be generally over-staffed
and have frequently been criticised by the Parliamentary Commit-
tees for this. The Study Team has reported that ‘although over-
staffing does exist in many projects, iits extent and nature is yet to
be fully analysed and assessed’. A comparison of the forecasts made
in the detailed project reports of various steel plants, fertiliser pro-
jects, heavy electricals plants, etc, shows that actual staff strength
Is much in excess of that estimated in the project reports. It is true
that manv of these reports did not cover all the departments of ithe
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projects and were based on assumptions made by the foreign consul-
tants which were often not very accurate. There is no doubt, how-
ever, that scope exists for reducing the staff in the various public
undertakings. Over-staffing is one of the reasons for the higher
operating costs of many of our public enterprises. "‘A comparison of
the staff strengths in the public uridertakings and its counterparts
in the private sector can yield useful information. Data collected in
respect of the Indian Qil Corporation and the private oil companies
indicate that below the middle management level, the staff strength
in the oil refineries and in the marketing division of the Indian Oil
Corporation, is larger than in the oil companies in the private sector.
An examination of comparative data and the steps taken by the pri-
vate oil companies to retrench staff can yield possible solutions for
application in the public sector as well.

22. The Study Team has outlined the main reasons for over-
staffing as follows: ‘

(i) lack of manpower planning én a scientific basis in the ini-
tial stages; ' , ,

(ii) failure in the initial stages to limit recruitment to mani-
fest needs and a tendency to go up in a routine way to the
level of sanctioned strength; ,

(iii) undertaking construction  departmentally and attempting
to follow too fast a time-schedule of construction; .

(iv) emulating governmental patterns in staffing offices and
reguiting clerical staff and class IV servants on that scale;
an

(v) failure to lay down appropriate working standards and
following traditional and uneconomical practices like the
employment of helpers. «

23. The Study Team has referred to the indications given by
some public undertakings that ‘political and administrative pressures
have created difficulties in the way of their shedding surplus staff’,
The reasons for over-staffing as also the solutions therefor are well-
known but various difficulties arise in adopting the solutions. The
best solution, of course, is to take adequate precautions against
over-staffing at the very beginning as it becomes extremely difficult
to retrench surplus staff later. The staff engaged during the con-
struction phase also poses a serious problem once the project goes
into operation. Some retrenchment at this stage is unavoidable and
should be resorted to. Steps should be taken alongside to secure
alternative employment for retrenched personnel. One way to miti-
gate this problem is to limit departmental construction as much as
possible and-then to fully utilise. the opportunities offered by the
needs of expansion or new projects, to absorb surplus staff,

Recommendation 51

We recommend that :

(1) Proper work standards and other control techniques
should be adopted from thz very beginning to dvoid

over-staffing. S

L/S3ARC—8 -
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(2) In the undertakings where over-staffing has become
chronic, work studies should be undertaken by industrial
engineers fo find out the extent and area of over-staffing.

- (3) The normal vacancies occurring in the over-staffed
departments may be left unfilled; employees who are
found surplus may be allowed to freely apply for jobs
outside. Skilled workmen should be persuaded with the
help of incentives, if necessary, to do without the assis-
tance of helpers. The practice of having helpers should
not be allowed in the new projects.

(4) Greater use should be made of the construction corpora-
tions in the public sector and non-departmental agen-
cies wherever such a course is feasible,

24. While surplus personnel do create a problem, a different type
of problem is created by the migration of managerial and technical
personnel from undertakings where their services are required. The
Estimates Committee in its 52nd Report (March 1964) has pointed
out that about 4,857 technical and managerial personnel left the
public undertakings during the three years immediately preceding
1963-64. Based on their own study and the study undertaken by an
officer of the Indian Institute of Public Administration, the Study
Team has arrived at the finding that the problem of flight of person-
nel is not a general phenomenon in the public sector as a whole, but
unplanned movements of technical personnel have taken place in
several undertakings. The main causes for these unplanned move-
ments are reported to be: .

(i) a scarcity of qualified technicians in certain fields, parti-
cularly for technicians and engineers who have had some
years’ operational experience;

(ii) differentials in the pay scales offered by undertakings
within the public sector itself and the better terms gene-
rally available in the private sector; .

(iii) inadequate opportunities for advancement; and
(iv) dissatisfaction with work environments.

i

. 25, We notice that the problem of staff turnover is not much in
respect of. non-technical personnel but in the case of technical per-
sonnel some undertakings are facing an acute problem, Heavy Elec-
tricals, Bhopal, in particular, have a serious problem. To a lesser
extent, the Neyveli Lignite Corporation, the Indian Oil Corporation,
the Hindustan Machine Tools and a few others are facing similar
difficulties. Where persons leave after having been trained at the
undertaking’s expense, the undertaking sustains a direct loss in terms
of expenditure, and if training has been imparted abroad, there is a
further loss suffered in the shape of foreign exchange.

26. A number of technicians and engineers who received foreign
training at the expense of public undertakings have left service with
them even before the expiry of the period of service stipulated in
the bonds executed by them. 29 such persons left from Heavy
Electricals, Bhopal, 18 from” the Indian Oil Corporation and 9 from
the Heavy Engineering Corporation. It has been possible for these



79

undertakings to recover only a part of the expenditure incurred on
training of these persons, For instance, out of over Rs. 8 lakhs spent
on the 29 trainees who left Heavy Electricals, Bhopal, only Rs. 1.38
lakhs have been recovered. We would like to emphasise that the
flight of such personnel who leave after being trained abroad at the
expense of the undertaking should be viewed very seriously. The
amount for which the bonds should be executed by these trainees
~ should be a fair proportion of the amount spent on them during
training and should contain such terms and conditions as are suffi-
cient to deter persons from leaving the undertaking soon after
training. - Provision should also be made, by legislation if necessary,
to enable speedy recovery of the amount of the bonds in the event
of their forfeiture. :

217. 1t is also important that the technical personnel in the public
undertakings do not have to resort to leaving their jobs because of
gross inadequacy of promotion prospects. We feel that with the
setting up of sector corporations which will be in a position to offer
much wider prospects and with the introduction of effective career
development schemes, the dimensions of the problem will be consi-
derably reduced. ' '

Recommendation 52

We recommend that:

(1) Any, advanced training programme given during the
course of a period of service should be linked to a defi-
nite ladder of promotion so that technical personnel
after such training can look forward to comparatively
-early promotions to higher grades.

(2) Persons selected for training should be required to exe-
cute a bond to render service for a minimum period
of five years after’ the completion of t{raining. The
amount for which the bond should be executed should
be a fair proportion of the total, amount spent during
the training course, and, in the event of infringement,
the conditions of the bond should be rigidly enforced.
Provision should be made, by a special enactment, if

_ necessary, to enable the recovery of the amount of the
forfeited bond in a manner similar to the recovery of
arrears of land revenue.

(3) A person who resigns or deserts from the service of a
public undertaking within the period for which he has
bound himself to serve the undertaking should not be
employed under the Government or in a public. under-
taking till the amount due from him has been fully paid

- to the undertaking concerned.

Industrial Relations

28. We are aware that the subject of industrial relations in the
public sector is also being looked into by the National Commission
on Labour, set up by Government in December 1966 with very wide

L/S3AR0—8(a)
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~and comprehensive terms of reference. We have, therefore, limited
our examination to a few of the important issues relating to this sub-
ject—the problems of labour-management relations and the strategy
that should be adopted to increase the productivity of labour inthe
public sector. The manner in which these issues are resolved is of
vital significance to the successful performance of the public enter-
_prises. ,

©29. While Government’s labour policy does not distinguish bet-
ween public enterprises and private concerns in the application of
labour laws, it is expected that the public enterprises will conduct
themselves in labour matters as ‘model employers’ and in a manner
that may stand out as an example to the private concerns. The
Guide on ‘Labour Laws and Practices’ brought out by the Ministry
of Labour, Employment and Rehabilitation attempts to give an in-
dication about the special obligations of public sector managements.
It suggests that managements should discharge their responsibili-
ties with exceptional care and should adopt a really enlightened
policy in labour matters. We feel that it is also important that the
managements evince keen and lively interest in the welfare of the
workers and orient their personnel policies towards developing the
capabilities of the workers and improving their prospects and stan-
~ dard of living. It is equally important not to misinterpret the model
employer concept to mean an approach so paternal as to overlook
- indifferent ‘work and incidents of indiscipline. Such an approach will
not be in the ultimate interest of the workers themselves. ‘

Recommendation 53

We recommend that:

(1) The special obligations of managements in the public
" sector with regard to labour matters should be spelt out
- more clearly by the Government,

(2) Managements of public undertakings should evinee
keen interest in the welfare of the workers. The person-
nel policies of public undertakings should be such as
would develop the skills and capabilities of the workers
and improve their prospects and standard of living.

(3) The model employer concept should not be construed
to mean that supervising officers should condone or be
lenient towards indifferent work or acts of indiscipline.

4 _30. The basic requirement of proper labour-management relations
. is that the employers effectively discharge their statutory obliga-
tions. The examination of the Study Team shows that there have
been delays and deficiencies in this respect and that many under-
takings are yet to frame the necessary tanding Orders or a proper
- procedure ‘for the redress of grievances. This is in spite of the fact
-that Government have circulated model Standing Orders and grie-
vance procedure for the guidance of managements. These deficien-
cies may largely be attributed to the preoccupaton of managements
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during the imitial periods with the task of getting the project comp-
leted and commissioned. Further, they are also partly attributable
to the lack of efficient and effective personnel departments in seve-
ral undertakings, The officers of the personnel department who are
on deputation from the Central or the State Governments do not,
in many cases, have professional qualifications or experience in handl-
ing labour matters. The organisation of the personnel and labour
department is also not on the right lines in most undertakings.
The same set of officers have been entrusted with functions relating
to industrial relations and labour welfare on the one hand, and the
other aspects of personnel management like recruitment, promotions,
and conduct and discipline on the other. We agree with the Study
Team that ‘if labour officers are to be effective in dealing with wor-
kers, it is necessary that they do not have to share responsibility for
decisions tha{ might become the subject matter of disputes’.

, 31, The Study Team has also made a reference to the Central
Pool of Labour Officers maintained by the Ministry of Labour, Em-
ployment and Rehabilitation. While we agree with the Team'that
experienced officers of the Central Pool can be usefully employed
in the public undertakings, we consider that the deputation of officers
from an outside pool from one undertaking to another from time
to time does not help develop a sense of commitment to the enter-
- prise, In case, experienced pool officers are available, the attempt
should be to have them permanently absorbed in the service’ of the
public undertakings.

Recommendation 54

We recommend that:

(1) It should be ensured that every public undertaking
effectively- discharges all the statutory obligations im-
posed on the employers by the labour laws, The con-
trolling Ministry and the Ministry of Labour, Employ-
ment and Rehabilitation should undertake periodic re-
views for this purpose.

(2) Public undertakings should have their personnel mana-
gers trained in industrial relations and labour manage-
“ment and should adequately strengthen their personnel
~ departments.

(3) A professionally qualified and experienced labour officer
should be available at a sufficiently senior level in the
personnel department. He should have the facility of
direct approach to the chief executive in case he felt
that his advice was being unjustifiably disregarded by

. any line authority. ‘

(4) Officers entrusted with labour relations should not shoul-
der any direct responsibility in matters like recruitment,
-promotions and disciplinary action against workers.
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(5) As a rule, a separate section shouid be established exclu-
sively for labour relations within the personnel depart-
ment; in the larger undertakings, a separate department
should be organised solely for 1abour relations.

(6) Th.e labour officers of the Central Pool maintained by the
Mlnistry of Labour, Employment and Rehabilitation may
in suitable cases, be got permanently absorbed in the
service of the public undertakings. An outside pool
need not be maintained for the purpoese of deputing offi-
cers to the undertakings.

32. In the matter of facilities like housing, schools and hospitals, -

the public undertakings have generally made provision on a liberal
scale. In some cases, work and expenditure on township and allied
facilities have preceded even the setting up of factory buildings. It
is customary in industrial and commercial concerns that expenditure
"is first concentrated on essentials and it is only when the unit has
gone into production that the returns derived therefrom are applied to
progressively extend the amenities required by the staff and wor-
kers. In certain cases, the expenditure on these items has been a
sizeable portion of the total capital expenditure incurred on the pro-

ject. As mentioned earlier, the estimated capital outlay on town-.

ships and ancillary facilities for the Central Government under-
takings is of the order of Rs. 300 crores, i.e. over a tenth of the cor-
responding total outlay on these projects. Besides, recurring subsi-
dies have to be borne by the undertakings in defraying the expen-
diture incurred on the upkeep and maintenance of townships. This
expenditure is much in excess of the aggregate amount recovered
from the staff and workers enjoying township facilities. Such an ad-
ditional liability discharged by the public undertakings leads to in-
crease in production costs and tends to distort their financial results.
It is necessary for this purpose to maintain and show separate ac-
counts of the expenditure incurred on township and other facilities
and the recoveries made from the staff and workers; this whole area
being treated as a separate unit of administration. Considering that
workers in municipal areas are required to pay a number of local
taxes in order to support the. municival services run for their bene-
fit, there is no reason why a similar tax should not be borne by the
residents of a township where substantial expenditure is incurred
on roads, street lighting, sanitation and other arrangements. We feel
that as far as possible the unit of administration entrusted with
township affairs should be able to pay its way with thehelp of such
subsidies from the public undertaking as may be required in the
beginning. There should be a committee for the management of the
township in which representatives of workers elected from among

themselves should be included.

33. We also find that there are wide variations in the expendi-
ture incurred on workers’ amenities as between the. different under-
takings. While it may not be practicable or desirable to lay down
rig ; . )
- glaring Jisparities do not give rise to a cycle of escalating de_zmand
ignal‘;;lr:zgpub{)ic sector. As remarked by the Committee on Public Un-
dertakings in their 8th Report (May 1965), action should be taken

~

id financial limits for this purpose, it is necessary to ensure that .
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to lay down ‘suitable guiding principles, norms and standards withs

out any delay ...... to ensure that public undertakings follow a balanced

‘gptprqta'ch in incurring expenditure on productive and non-productive
ctivities’.

Recommendation 55

We recommend that:

(1) Township and connected facilities should form a separate
unit of administration managed by a committee consist-
ing of the officers concerned of the public andertaking
and a few represenfatives elected by the staff‘and weor-
kers living in the township from among themselves.

(2) The township administration, in discharging its respon-
sibilities for maintaining sanitation and other muniecipal
services should be required, as far as possible, to pay its
way with the help of recoveries of rent and such tax~s

.as may be imposed by the management committee of the
township. ‘ :

(3) Variations in the amount of subsidy given by different
public undertakings in respect of expenditure incurred
on various items of workers’ welfare should be examined
by a committee comprising the representatives of selec-
ted public undertakings and the Ministries concerned
with a view to laying down guide-lines and-norms.

34. The relations between labour and management in some public
undertakings have been far from satisfactory. A number of references
have been made to this in the various reports of the Parliamentary
Committees. In some undertakings, e.g, the Durgapur Steel
Plant, Sindri Fertilisers Plant, Heavy Electricals Plant at Bhopal and
the undertakings at Ranchi, not only have strikes taken place but
there have been cases of serious disturbances of law and order . and
acts of violence have been committed against the property of the
publi¢ undertakings. Such incidents are not only harmful but parti-
cularly incongruous in the public sector where.the assets constitute
social property and the managements, as agents of . the’ State, are
entrusted with the responsibility of managing this property in the cel-
lective interest. Moreover, whether an undertaking is in the public
or private sector, it is esséntial that agreements between labour
and management are arrived at through collective bargaining and
voluntary agreement. Any decision arrived at through . coercion’ . or
threat of force is bound to léad to unsatisfactory implementation.

35. Although in a'democracy strikes, except under certain circum-
stances, have been recognised as a legitimate weapon in the armoury
of labour, it has to be appreciated that they should be employed as
a last resort when all other avenues of reaching an agreement with
the management have been exhausted. We should also. recognise
the fact that the rule of law of a very extensive and fundamental
kind -prevails. in -the country. If judicial interpretation is final as
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between the Government and the citizens, there is no reason why it
should not be so as between the managements and workers of pub-
lic enterprises. Besides, strikes affect. not only the workers and the:
employers but also the community at large. If the strike occurs in a:
gubhc service, e.g., a strike in the airlines, the inconvenience fely
y the community is direet and imimediate. If it gccurs in an indus--
try producing basic goods, the loss of production affects the economy
as a whole and will ultimately result in. the consumer having to pay
a higher price. Public undertakings are mostly operating in the fields
of public utility services and basic industries. It is evident that in
their case it is all the more necessary that strikes and cessation of
work are avoided and the people are not made to pay the price for
the strikes whether they result due to inept handling by the manage-.
ment, or the illegitimate activity of the workers’ unions or the
ineffectiveness of the conciliation and adjudication machinery. The
Industrial Disputes Act lays down certain conditions under which
a strike becomes illegal and punitive action can be taken against the
workers and other persons taking part in it. But, there have been
occasions where strikes have taken place in public undertakings in
contravention of the provisions of the Industrial Disputes Act and
yet no effective action has been taken later on. We feel that any
union resorting to an illegal strike should be immediately de-recogni-
sed and the workers taking part in such a strike rendered liable to
removal from service after a summary inquiry. At the same time, an
illegal lock-out should be as firmly dealt with as an illegal strike. °

36. The Labour Ministry have undertaken a number of case stu-
dies of industrial relations in the public undertakings where dis-
putes between labour and management had led to strikes and cessa-
tion of work. The conclusions of these case studies as well as the
analysis of the information obtained by the Study Team show that
the grounds on which agitations were launched included non-accep-
tance of awards, disputes regarding bonus and allowances, alleged
assignment of additional work and disciplinary action against
workers and retrenchment of staff. Whatever the grounds, these in-
cidents occur when the normal machinery of labour-management
negotiations and the conciliation machinery is either ineffective or-
breaks down. The Study Team has reported that ‘in most cases, the -
trouble could be traced to inter-union or intra-union rivalries and
the problems faced by the management in determining which union
or group within a union actually represented the majority point of
view’. The Study Team_has suggested that the possibility of adopt-
ing the ‘check-off system’ (under which union dues are collected by
making deductions from wages) should be examined as it would
lead to an automatic verification of the membership of different
unions and would also mitigate the difficulties experienced by the
unions in realising union dues.

37. Rivalries between unions increase with the proliferation of
unions ‘in an undertaking and when there is no effective way to
check rival claims as to strength and membership. There is no pro-
vision in a Central Act for statutory recognition of unions. Though
the Indian Trade Unions Act, 1926 provides for registration of
unions, under certain conditions, it does not cast any obligation on
the unions to seek registration under the Act, nor does it impose
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any obligation on the management. However, legislation on indus-.
trial relations enacted in Mﬁlarashtra, Rajasthan and Madhya Pra-
desh provides for statutory recognition of unions under certain,
conditions and also confers certain rights on the recognised unions. .
In other areas, the voluntary Code of Discipline lays down the cri-
teria which the managements are expected to keep in view while
extending recognition to the unions. This Code, however, does not
specify the rights of a recognised union wvis-g-vis an unrecognised
one. Even an unrecognised union can raise disputes, get concilia-
tion proceedings started and take matters to adjudication. It is quite
.possible that, in many cases, unions raise their demands to attract
greater membership and raise more funds. It is necessary to im-
prove the present laws and rules to check these tendencies, enable
the growth of healthy trade union movement and check the prolife-
ration of unions and the rivalries between them.

38. A simple way of avoiding the difficulties created by the pro-
liferation of unions and inter-union rivalries would be to provide for
all the workers electing their representatives who would bargain
on their behalf. Each worker should have the right to vote in elect-
ing these representatives by secret ballot once every two years. A
Labour Council elected in this manner would be truly representa-
tive of the workers and would be competent to negotiate with the
management on labour matters. There should be no difficulty in
holding the elections because the management organisations could
do this with the help of the Government machinery. To implement
this scheme necessary changes will have to be made in the labour
laws in their application to public |undertakings. Labour-manage-
ment relations in the public sector should not be viewed from the
same angle as in the private sector. Consequently, laws governing -
these relations in the public sector need not necessarily be identi-
cal with those applicable to the private sector. .

Recommendation 56

We recommend that: .

(1) Labour laws applying to public undertakings need not
be indentical with those applicable to private concerns.

(2) Cases of illegal strike in public undertakings should be

" dealt with firmly. The union responsible for launchirig
such a strike should, if it is a recognised union, be im-
mediately de-recognised. Provision should also he made
to remove from service, after summary inquiry held in
consonance with principles of natural justice, such wor-
kers as are proved to have taken part in an illegal strike. .

(3) Feasibility of adopting the ‘check-off system’ (under
which union dues are collected by making deductions
from wages) in the public sector should be examined.

(4) Labour Councils with a prescribed number of members,
should be formed for conducting negotiations with the

- management on labour matters. The members of the
Council should be elected once in two years by all the
workers, each of them having one vote. '



86

39. The State Governments are, for most of the public unde
takings, the appropriate Government for matters relating to the set-
tlement of industrial disputes under the Industrial Disputes Act, 1947.
The air corporations and the undertakings in the minihg sector and
the oil fields are exceptions; for these, the appropriate Government
is the Central Government. Multi-unit undertakings like the Hindu-
stan Steel, Hindustan Machine Tools, and Fertilizer Corporation of
India, which have projects operating in more than one State,
experience difficulty in having to comply with different State labour
laws. We notice that the existing division of jurisdiction between
the Central and State Governments has led to difficulties in starting
proceedings of conciliation and arbitration of disputes in projects
that have units in more than one State. It is understood that the
Labour Ministry is re-examining this issue to overcome these diffi-
culties. We have considered this matter in the light of our recom-
mendations for the setting up of sector corporations which will have
responsibilities for managing units in a number of States. We feel
that it would be advantageous to bring certain categories of heavy
industries within the Central sphere as it is in this area of enterprise
that most of the multi-unit corporations are functioning and the
sector corporations will be set up. It is true that the cooperation of
the State Governments is essential for handling problems of labour-
management relations and strikes, and we are confident that such
cooperation would be forthcoming even if the Central Government
is designated as the, appropriate authority for matters relating to
disputes under the Industrial Disputes Act in regard to the industries
mentioned above.

Recommendation 57

We recommend that for matters relating to settlement of
disputes, the Central Government should be designated
as the appropriate Government under the Industrial
Disputes Act, 1947, for certain additional categories of
heavy industries which would cover units like the steel
plants, heavy electricals plants, fertilisers and chemi-
cals plants, aircraft manufacturing units and shipyards.

40. Inadequate communication between workers and manage-
ment and the lack of joint consultative machinery are also important
reasons for the present unsatisfactory state of industrial relations.
Communication between labour and management is important for
‘promoting proper understanding between the two and appreciation
of each other’s problems. An effective way of sefuring good commu-
nication between labour and management is by developing the joint
consultative machinery in the undertakings. Under the Industrial
Disputes Act, 1947, the appropriate Government can require an un-
dertaking to set up Works Committees comprising an equal number
of representatives of management and workers with functions to pro-
mote measures for securing and preserving gcod relations between
the employers and workers and to comment upon matters of common
interest or concern and to endeavour to compose differences of opi-
npion on such matters. The Study Team has reported that for lack of
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positive response, the Works Committees that have been set up in the
public undertakings are yet to function effectively. In the large un-
dertakings, lack of communication and the resultant spreading' of
wrong information among the workers detracts from their willing-
ness to cooperate with the management and to do more for the under-
taking.slhe need for a properly functioning consultative machinery
is all the greater in the larger public undertakings. '

Recommendation 58

We, therefore, recommend that managements should re-
gard Works Committee meetings as opportunities to in-
form the workers of their plans and difficulties and to ex-
plain the reasons for the changes being initiated. Due
publicity should be given to the proceedings of the
Works Committee so that the workers’ representatives
may feel more interested and responsible for what
emerges from the discussions. .

41. Besides the Works Committee, there is another joint body of
the management and workers, namely, the Joint Management Coun-
cil, which exercisss supervisory, advisory and administrative func-
tions in matters concerning safety, welfare, etc. It has been possible
to introduce the scheme of Joint Management Councils sponsored by
the Government as a purely voluntary scheme only in a few under-
takings like the Hindustan Insecticides, Hindustan Machine Tools,
National Coal Development Corporation and the Fertilisers and Che-
micals Travancore, Limited. We find that the scheme hasnot made
much headway despite the setting up of a special unit in the Labour
. Ministry to look after its working. An essential criterion for the for-
mation and success of Joint Management Councils is that there should
be a well established and strong trade union functioning in the under-
taking. This criterion ‘is, in most cases, not satisfied. We therefore,
suggest a form of Management Council in which the members on the
workers’ side will be elected by all the workers themselves and not
nominated by unions. This should provide better chances for the suc-
cessful functioning of the Joint Management Councils.

Recommendation 59

We recommend that in the Joint Management Councils
the workers’ represenfatives should be elected by all the.
workers and not nominated by the unions. -

42. Increasing the productivity of labour is of crucial importance
to the performance and development of the public sector. In our view,
a concerted effort needs to be made to increase motivation of wor-
kers by adopting certain methods which have yielded very good re-
sults in .other countries. For instance, in Yugoslavia the workers of
public enterprises share in their profits. Workers’ interest in the
success of the enterprise is thus fully ensured. It has been possible
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for the public enterprisesin Yugoslavia to work out norms for various
jobs on the basis of the duration of work and the productivity
of labour. These norms serve as a basis for fixing the extent to which
each employee participates in the distribution of the earnings of the
enterprise. In the Soviet enterprises, employees are paid premiums
over and above their wages depending on the degree of fglfilment
or over-fulfilment of planned targets with reference to output as
well as cost reduction. We are, therefore, of the view that suitable
incentive schemes should be drawn up with a view to getting the
best out of the employees of the public undertakings.

Recommendation 60

We recommend that steps should be taken immediately
to introduce effective incentive schemes for the emp-
loyees of the public undertakings, The basic approach in
working out such a scheme should be to link the earnings
of workers to their productivity and performance sub-
ject to certain prescribed minima and maxima. The
scheme should take into account the existing levels of
productivity and prescribe realistic targets in terms of
production as well as reductions in costs.



"CHAPTER IX

AUDIT AND APPRAISAL

With the vast growth in‘the volume and variety of public expen-
diture, there has taken place an enlargement in the scope and con-
tent of the audit thereof. Audit of public expenditure is no longer
restricted -to what is known as ‘regularity audit’ with its attention
_directed towards the detection of over-payments, payments made in
excess of authority, failure to recover dues, infringement of rules, etc.
.'These elements of regularity audit, important as they are, are taken
for granted, and there is a demand for something more. The public
is keenly interested in the results achieved from the expenditure of
‘public funds—whethér there has been extravagance and waste, and
. whether worthwhile results have been achieved and at what cost.
This information can be given only by those who have access to the
details of the expenditure .and who are independent enough to make
an objective appraisal of the results disclosed by a scrutiny of those de-
tails. The role of the independent auditor has, therefore, grown be-
yond that of mere regularity audit; it has extended to appraisal and
to the forming of value judgments. In this new role, the independent
auditor of public expenditure conducts what may be termed as “Effi-
ciency-cum-Propriety” audit, or, more briefly, “Efficiency Audit”.

2. We will now review the existing arrangements for the audit of
Government companies and statutory corporations and make recom-
mendations for changes therein, keeping in view the growing need for
conducting efficiency audit. ' -

3. Under Section 619(2) of the Companies Act, 1956, professional
auditors are appointed by the Central Government on the advice
of the Comptroller and Auditor-General (C&AG) for the purpose
of auditing Government companies. In conducting the audit they
are required to follow the directions issued by the C&AG. The C&AG
has issued directions indicating certain aspects of the accounts which
are to be scrutinised by them and they are required to submit a special
report on these aspects in addition to the audit certificate required
to be furnished under the Companies Act. The C&AG has also the
right to comment upon or supplement their reports. Further, he has
also the right to conduct at his discretion a test audit of the ‘accounts

“of an undertaking either himself or by his nominee. The purpose of
the audit conducted by the professional auditors is to enable them to
certify under the Companies Act that the accounts represent a true
and fair picture of the affairs of the company. Efficiency audit is not
required to be done under the provisions of the Companies Act. Such
audit is, however, the prime concern of the C&AG. He gets this audit
made through the Director of Commercial Audit, an officer of his
organisation,

80
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4. The main objectives of the efficiency audit as at present con-
ducted are to ascertain:
(a) whether the various programmes taken up by the under-
takings are being executed, and their operations conducted
economically; and

(b) whether the programmes are producing the results expected
of them. .

With regard to (a), examination is directed towards finding among
other things:

(i) whether technical estimates, detailed programmes, cost
schedules, are being framed and the same are adhered to;
if not, whether there are adequate reasons for excess,
delays, etc.;

(ii) whether there have been serious delays due to inefficient
handling, planning and coordination, resulting in increases
in total costs or loss of revenue due to the delayed execu-
tion or the holding up of other connected schemes;

(iii) whether there has been any wasteful expenditure; and

(iv) whether the performance/cost compares well with the
results obtained in respect of similar schemes in other
fields in the public sector.

. As regards the objective (b), it is examined how far physical tar-
gets have been achieved within the estimated time and how far the
returns anticipated have actually been realised. An attempt is also
made at the end of each year to make an overall appraisal of the pro-
gress and efficiency of plan expenditure with reference to the total
plan targets and anticipations.

5. The following are the main elements of the criticism made
against the existing audit arrangements:

(i) The existing multiplicity of external audit leads to consi-
derable waste of time and effort for the management
since it has to reply to the detailed questions and objec-
tions raised in successive examinations by the professional
auditors and the Government auditors. '

(ii) Governgnent auditors, particularly the lower staff, do not
have sﬁ‘g'?lcient appreciation of the commercial nature of
the public enterprises and often raise questions and objec-
tions of a nature that may have some value in the case of
the administrative Ministries, but appears inconsequential
in the case of commercial undertakings.

(iii) In fact, undue importance is attached to the audit function

" as a whole and to the observations made by the auditors
after the event with the advantages of hind-sight.

(iv) Too detailed and continuous an audit dampens the initia-
tive of enterprising managers, forcing them to adopt a more
cautious approach and restricting the scope of delegation
of powers. : )

(v) At present the auditors do not have the necessary exper-
tise or experience to undertake an adequate and systema-
tic appraisal of managerial efficiency.

6. Some of the critics have gone to the extent of suggesting that
audit by the C&AG may be discontinued. However, the assertion that
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there is a lack of sufficient expertise or experience to undertake an ap-
praisal of managerial efficiency is hardly a justification for not even
attempting such an appraisal. The only way to build up such an ex-
pertise is to start with the available manpower and let it gain expe-
rience. Further, the position is not, in fact, as unsatisfactory as it is
made out. The Study Team while reviewing the audit report on the
Hindustan Steel Limited observed that the audit by the C&AG is
fairly comprehensive and covers most of the important aspects of
operations in each of the six units of the company and ended up
with the statement that “much useful information about the work-
ing of public undertakings can be given to Parliament by the C&AG
provided he is able to undertake a comprehensive review for the
purpose”. So the need is for strengthening the staff, in quality, Such
audit, as described above, covers even now quite a wide area and with
experience the audit techniques are also being refined. The difficulties
alleged to have been created by the multiplicity of external audits
appear to be exaggerated. The Director of Commercial Audit endea-
vours to avoid redoing the work done by professional auditors. In
any case, the inconvenience alleged to be felt because of different
auditors going through the same transactions can be minimised by
evolving suitable procedures. It is neither necessary nor correct, on
grounds of alleged inconvenience, that the C&AG’s audit should be
given up. Its objective is different from that of the audit conducted
by professional auditors.

7. The other criticisms only indicate the need to take into conside-
‘ration the special features relating to the decisions taken by the per-
sons running industrial and commercial concerns. It should be appre-
ciated that as on-the-spot decisions will have to be taken by them the
possibility of some of them going wrong is unavoidable. Further, while
a criticism of a decision if taken in a Government department would
be justified it may not b so if taken by an industrial or commercial
undertaking. All that is necessary for audit is to take these factors
into consideration before commenting on the transactions of such
undertakings. It would, however, not be in the public interest to
confer on public undertakings complete immunity from enquiries
for the purpose of an efficient audit. We would however like to
emphasise that the audit should take an overall rather than a nar-
row detailed view of performance. It should not miss the wood for
the trees. Its aim should not be to hunt out for faults for the sake of
fault-finding, but look upon the undertaking’s performance for the
gear as an achievement to be reviewed. It could, of course, say, if the
circumstances warrant it, that more could have been achieved at the
same or less expense. We are convinced that audit by adopting this
role can render valuable assistance to the management and come to
be welcomed and respected instead of being feared and avoided.

8. The Study Team has examined the audit systems of other
countries with a view to suggesting changes in the existing system
of auditing public enterprises in India and the steps to be taken for
bringing about a reorientation in the attitude of auditors necessary
for undertaking efficiency audit. In particular, the Team has drawn
attention to the system adopted in France wherg a separate com-
mission, namely. Commission de Verification des Comptes (Com-
mission of Verification of Accounts), has been set up under statute.
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The Commission has a number of sections (boards) each of them
doing not only regularity audit but also efficiency audit in respect of
undertakings falling under specified areas of public enterprise.
These boards include three magistrates of the Cour des Comptes
(Audit Court) and two other members appointed by the Govern-
ment. The Study Team is in favour of adopting this system. We
have carefully considered the proposals of the Study Team and are
in agreement with them. Four or five Audit Boards can be establish-
ed and entrusted with the audit of specified groups of public under-
takings in the corporate sector. Each of these Audit Boards will
have five members; three of them, drawn from the organisation of
the C&AG, will be common to all of them. Two of the common mem-
bers can be of the rank of Accountant General; and one of the rank
of Additional Deputy Comptroller and Auditor-General, who can
also act as the chairman of all the Audit Boards. The other two
members, who will be part-time, will be different for different Boards
and they can be appointed by Government in consultation with the.
C&AG.

9. Another Study Team, namely, the Study Team on Reforms in
Accounts and the Role of Audit has recommended that ‘the C&AG
may take all steps necessary to develop the requisite degree of com-
petence and expertise within his organisation for the effective con-
duct of efficiency audit of public undertakings and devise, where
necessary, suitable procedures to associate such technical experts, -
senior administrators and economic experts in this endeavour’. This
other Study Team has, however, not suggested the adoption of a
bZard modelled on the French pattern. We, however, feel that Audit
Boards of-the type referred to above will help create a proper climate
in which a programme of more intensive efficiency audit which we
visualise will receive ready acceptance by the authorities running

the undertakings.

10. The type of audit which we envisage for the Audit Boards,
based on the French pattern, will involve the use of skills with which
the existing audit staff is not familiar. Training and orientation of
staff will take considerable time. If we depend entirely on them,
there will inevitably be a delay in the introduction of the new scheme.
We, therefore, suggest that fresh recruitment should be made of per-
sons who are familiar with the methods of efficiency 31.1d.1t. There are
a number of persons who have received and are receiving training
abroad in disciplines which are useful for conducting efficiency audit.
The Union Public Service Commission may make recruitment from
among such persons as well as those in the audit offices who have the
requisite capacity for undertaking efficiency audit. Pending fresh
recruitment, the Directorate of Commercial Audit may continue todo
the audit of public undertakings. The staff of this Directorate as well
as the freshly recruited staff will need an orientation course for
which arrangements should be made.

Recommendation 61 ,
We, therefore, recommend that :
(1) Four or five Audit Boards should be constituted, each
Board dealing with specified sectors of public enterprise,
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These Boards have to function under the general super-
vision of the C&AG.

(2) Each of these Boards should have five members; three
should be permanent members common to all the Boards
and should be senior officers belonging to the organisa-
tion of the C&AG. One of these members of the rank of
an Additional Deputy Comptroller & Auditor-General
should be the chairman of all the Boards. Each Board
should have two part-time members {o be appointed by
the Government in consultation with the C&AG. These
part-time members should be selected having in view
the area of enterprise the Audit Board is required to
deal with. Part-time memberships need not be restric-
ted to serving officials. Selections may be made from the
ranks of senior experienced persons working in public
enterprises or from among experts in commercial or fin-
-ancial matters.

(3) The staff required for the Audit Boards should be recrui-
ted through the Union Public Service Commission, Those
who are already working in the audit offices may also
apply for posts in the Audit Boards. The selected staff
should undergo a course in orientation for which arrange-
ments should be made. The existing departmental set-
up of the Directorate of Commercial Audit should be
utilised until the new recruits take over the work.

11. For taking care of the regularity audit, the Audit Board may
also utilise the agency of professional auditors who are trained for
this work and who have also gained experience of doing this work
with regard to the Government companies. For conducting efficiency
audit, the Audit Board will, of course, utilise its own staff. Multipli-
city of audits will be avoided by clearly defining the area of work to
be carried out by professional auditors, the Audit Board concentrat-
ing on the rest of the work including efficiency audit. For each under-
taking or class of undertakings combined audit parties comprising the
staff of Audit Boards as well as of professional auditors should - be
formed so that their task may be carried on concurrently and collec-
tively. Thus, the chances of duplication will be effectively reduced.
Reports relating to individual undertakings should be discussed in
the Audit Boards in the presence of the representatives of the Ministry
concerned and the public enterprise under examination and this
report should be placed before Parliament with such comments as
the C&AG may wish to make.

12. It should not be necessary for the Board to undertake a-com-
prehensive review of the work of each undertaking every year. Its
programme can be so phased that the comprehensive review in res-
pect of each undertaking is completed once in every five year.
Regularity audit involving annual verification of.accounts and the
preparation of balance sheets and profit and loss accounts should,
however, continue to be done annually, professional auditors also
being used by the Audit Boards for the purpose.

L/S3ARC—7 .
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Recommendation 62

We recommend that:

(1) Combined audit parties comprising the staff of the Audit
Boards and the professional auditors should be formed
for carrying out their work in an undertaking concur-
rently and collectively. :

(2) An Audit Board should finalise its report on an indivi-
dual undertaking after a discussion in the presence of
the representatives of the public undertaking and the
Ministry concerned.

(3) The report of the Audit Boards, with such comments as
the C&AG may wish to make, should be placed before
Parliament.

13. We believe that it would be desirable to constitute these
Audit Boards through an Act of Parliament. The enactment may de-’
fine the role, functions and powers of these Boards as well as their
relationship with the C&AG. ‘

14. Closely connected with the question of audit is the important
question of a systematic appraisal of the performance of public
undertakings by an external agency. We agree with the Study Team
that “an investigation by a body of persons having professional com-
petence in audit work in cooperation with experts from outside will
not only indicate the true financial status and prospects of an
enterprise but will also inform management of the areas of possible’
improvement”. We also support their recommendation that “the task
of undertaking periodic and systematic appraisal of managerial perfor-
mance should be entrusted to the proposed Audit Boards”. Here,
we would like to make a few observations on some points which
require special consideration when an appraisal is sought to be made
of the performance of the public undertakings.

15. A simple criterion applied in testing the efficiency of private
enterprise is whether it is making adequate profits. This criterion
has its limitations when there is a sellers’ market in which an in-
efficient producer would be able to make substantial profits. Be that
as it may, this simple criterion will not be valid when applied to pub-
lic undertakings which have to work under several constraints which
affect the accrual of commercial profits and the commercial work of
which is sometimes, if not often, subordinate to overriding considera-
tions of public interest or subject to Governmental and Parliamentary
control. These constraints operate not only after the saleable product
emerges when its sale price is, in the public interest, subjected to con-
trol, but also during the intervening processes, when outlays on per-
sonnel and on non-economic activities may be forced on the concerns
on socio-political considerations. Any appraisal of the performance of
the undertakings will, therefore, have to take into account the avoi-
dable outlay incurred on extra-commercial considerations. A proper
criterion of efficiency would, therefore, be not the profitability of the
concern, but the extent of success achieved in lowering the cost of
production, after due provision has been made for the non-commercial
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expenditure mentioned above, and the efficiency of the services pro-
vided or the quality of goods produced. The reduction in cost will
have to be achieved through (a) economic and scientific use of re-
sources—men, money and materials—during production; (b) eco-
nomy in the outlay on items of expenditure not immediately connec-
ted with production, e.g., township facilities; and (c) improvements
in organisational, transport and other systems calculated to secure
optimum results. Such results can be achieved only through compe-
tent management, constantly planning for the best possible use of the

available means of production.

16. Whether the concern is moving efficiently forward or is
stagnant or sliding back into inefficiency will have to be tested,
through wvalid comparisons made with the aid of suitable per-
formance indicators. The comparison should be with the past per-
formance of the same undertaking, with the present performance of
similar undertakings in India and abroad and the standards set up
by the undertaking for itself. A study based on these comparisons
will bring to light the good as well as the unsatistactory features of
the working of the undertaking. The unsatisfactory feature may be
of several kinds and some of them may not be remediable. Thus, the
uneconomic results of the undertaking may be due to the incompe-
tence or negligence of the management; faults in the organisational
structure; defects in the equipment; the size of the undertaking
being too large or too small; or the unsuitable location of the under-
taking, etc. Remediable defects would be taken care of, and with
regard to those which are irremediable, the extent to which cost in-
creases are inevitable will be known for certain.

Recommendation 63
We recommend that:

(1) A systematic appraisal of the performance of public
undertakings should be undertaken and that this task
should be entrusted to the Audit Boards.

(2) For this work the expertise of the auditors under the,
Audit Boards should be augmented by employing econo-
mists, management engineers, statisticians, etec., and also
those who have had the experience of working in public
undertakings.

(3) In evaluating the performance of a public enterprise,
account should be taken of the constraints under which
it functions.



CHAPTER X

SUMMARY OF RECOMMENDATIONS
CHAPTER III—ORGANISATIONAL STRUCTURE

(1) The form of a statutory corporation should in general
be adopted for public sector projects in the industrial and
manufacturing field.

(2) For projects in which there is an element of private parti-
cipation, the Government company form may be adopted.

(3) Promotional and developmental agencies should, as far
as possible, be run as statutory corporations or depart-
mental coneerns.

(4) Undertakings which are predominantly trading concerns
or which are set up to improve and stabilise particular
areas of business may have the company form.

(1) All the industrial and manufacturing concerns in the
areas mentioned in paragraph 12 and the concerns in
the fields of air transport, shipping and hotels and tour-
ism should be grouped into sector corporations as indi-
cated in Annexure. The State-owned shares in an
undertaking in which there is private participation
should be transferred to the sector corporation.

(2) A sector corporation should also be set up in the field
of Electronics when a programme for a large-scale ex-
pansion in this field is decided upon.

N

(1) The powers of the Government vis-a-vis the sector
‘corporations and the functions of the corporations should
in general be as follows:

Powers reserved to the Government:

(i) to appoint the Chairman of the Corporation and
the Government representatives on the board
of the corporation;

(ii) to appoint in consultation with the Chairman,
other members of the board of the corporation;

(iii) to give directions to the corporation as to the
exercise and performance of its functions in mat-
ters involving national security or substantial
public interest and to ensure that the corpora-
tion gives effect to such directions;

(iv) to call for such returns, accounts and other in-
formation with respect to the property and
activities of the corporation as may be required
from time to time;

96
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(v) to authorise the amount of capital to be raised
and the terms and conditions on which it may
be raised;

(vi) to approve the corporatlons five-year and
annual plans of development and the corpora-
tion’s capifal budget;

(vii) to approve the corporation’s revenue budget in
case there is an element of deficit which is pro-
posed to be met by obtaining funds from the
Government; and

(viii) to approve agreements involving foreign colla-
- boration proposed to be entered into by the cor-
poration and to approve purchases and contracts
of a major nature involving substantial capital
outlay which are in excess of the powers vested

in the corporation.

Funetions of the Seector Corporations:

(i) to advise the Government on general matters
affecting industry in the public sector;

(ii) to promote and develop industry in the public
sector including the sefting up of new projects
in accordance with the Plan;

(iii) to promote, provide or coordinate activities
relating to—

(a) training of personnel;
(b) research and consultancy;
(c) sales promotion; and

(d) such other common services as the consti

tuent units may agree to be provided by
the corporation;

(iv) to evolve a common policy for the wages and
salaries and other terms and conditions of ser-
vice of the emvloyees of the corporation;

(v) to approve the revenue budgets of the consti-
-tuent units;

(vi) to scrutinise the capital budg‘ets of the constl.

tuent units and submit a consolidated budget to
the Government;

(vii) to make appointments to posts below the board
level in the sector corporation;

(viii) to appoint the chief executive of the consti-
tuent units in consultation with the Govern-
ment;

(ix) to appoint heads of departments in the consti-
tuent units in consultation with the chief exe-
cutive of the unit concerned
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(x) to call for such returns, accounts and other in-
formation with respect to properties and activi-
ties of each of the constituent units as the cor-
poration may require from time to time;

(xi) to secure the largest degree of decentralisation
consistent with the proper discharge by the cor-
poration of their duties and functions; and

(xii) to set up an effective machinery for the speedy
disposal of grievances and complaints pertain-
ing to maladministration and abuse of authority
by officers subordinate to the corporation.

Subject to the above, all the necessary powers requir-
ed by the constituent units to discharge their duties
and functions should be conferred on the managements
at the unit level.

4 (1) The boards of management of sector corporations should

)

3)

5 1)

be of a mixed type. The board should consist of—
(a) a full-time Chairman-cum-Managing Director;

(b) full-time functional directors, their number depend-
ing on the needs of the case;

(¢) not more than two part-time Government represen-
tatives; and

(8) two or three part-time members from outside the
Government, '

The Government representatives should be selected on
the basis of their qualifications and experience and not
by virtue of the office which they hold in a particular
Ministry.

Part-time members from outside the Government
should be persons with proven ability in the fields of
industrial, commercial or financial enterprise or in
administration or in trade union organisation. These
qualifications should be laid down in the Aect, or, in the
case of Government companies in the Articles of Asso-
ciation. These members should have faith in publie
enterprise and should not have such business or other
interests as may affect their objectivity in the discharge

-of their duties on the board.

The constituent unit of a sector corporation which has
an element of private participation and, therefore, the
form of Government company should have a board of
directors as envisaged at present under the Companies
Act. No Government representative need be appointed
on these hoards and the sector corporation which holds
the State-owned shares should nominate its renresen-
tatives from among its directors and the executive heads
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of departments to serve as part-time members on the
boards of such companies. The composition of these
boards will depend upon the extent of shares held by
the sector corporation and the private parties and the
agreement between them.

For a constituent unit which is wholly owned by the
Government, there should be a committee of manage-
ment if the size and nature of the operations of that
unit so require. This committee should be functional
and have the chief executive of the unit as the Chair-
man and the heads of key departments as members. For
the smaller wholly-owned units there need only be a
single executive, who may function directly under the
board of the sector corporation.

The organisational structure of the constituent units
of a sector corporation should also be defined in the Act
setting up the corporation, but only in broad terms se
as to enable the corporation to devise specific structures
in individual cases in consultation with the Govern-
ment and within the framework laid down in the Act.
Provision should also be made in the Act {o enable the
corporation to devise the organisational structure for a
new unit in the same way.

Until such time as the necessary legislation is enacted
for giving effect to proposals relating to sector corpora-
tions, Government may, under the provisions of the
Companies Act, bring about the amalgamation of the
existing Government companies which are functioning
in the same major area of enterprise and which are
wholly owned by the Government and transfer the
State-owned shares held in public undertakings not
wholly-owned by Government to the appropriate multi-
unit undertaking, In the amalgamated company, powers
and functions will be distributed between the top
management and the operating units in a manner similar
to that contemplated for the distribution of powers
between the sector corporation and the operating units.
Subsequently, the multi-unit companies can be trans-
formted into statutory corporatlons under Acts of Parlia-
men

The Indian Oil Corporation and the Oil and Natural
Gas Commission should be grouped together to form
one sector corporation by an Act of Parliament.

Full and effective use should be made of Section 620 of
the Companies Act for exempting a Government com-
pany from such provisions of that Aet which are not

»mea,ningful in thedm' application to it.
The definition of a “Govemment company” should be

enlarged so as to include a company not less than 51 per
cent of whose shares are held by a sector corporation.



CHAPTER IV—PUBLIC ENTERPRISES, PARLIAMENT AND
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GOVERNMENT

Parliament may be approached to agree to earmark a
number of days for discussion of the working of public
sector undertakings.

The Committee on Public Undertakings may consider
taking up for examination a group of undertakings fall-
ing within one major area of enterprise and bringing
out a consolidated report thereon.

The Bureau of Public Enterprises, in consultation with
the Ministries and public undertakings, should work out
a model form for the Annual Reports of public under-
takings. Standard operational indices should also be
prepared for use by the public undertakings in order
that essential information relating to their working is
brought out in the Annual Reports in a readily intelli-
gible form,

Each Annual Report should cover inter glic the follow-

ing points:

(a) information ‘about the adequacy of the quantity and
quality of output and reduction in cost;

(b) information relating to the ufilisation of the principal
ingredients of production, viz., labour, materials and
installed capacity; in the case of undertakings not
concerned with manufacture like transport and
trading concerns the corresponding information
should relate to factors relevant to such concerns;

(¢) comparative performance between different parts -
of the undertaking, between one wvndertaking and
another, and in relation to similar undertakings
abroad;

(d) a brief report of the future plans indicating the
extent of demand for the product pronosed to be
met, the variations in the quantity and quality of
supply and the steps planned to reduce costs: and

(e) a brief summary of the past operational results with
comparisons of the results achieved during a sneci-
fied period in order to bring out long-term trends.

The Ministries should not fail to bring to the notice of
the Speaker ouestions which under the rules in force are
not admissible.

No officer of a Ministry should be made Chairman of
a public undertaking, nor should the Secretary of a
Ministry be included in its board of management.

. 100
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The top management posts, like those of the Chairman
or fuil-time members of the board, should be filled by
ofiicers on deputation only when there is no suitable
alternative available. As a general rule, Government
servants selected for appointment to these posts should,
on appointment thereto, opt out permanently for service
in the public sector.

The Government officers appointed as part-time members
of the board should be fairly senior and not below the
rank of a Joint Secretary. These officers should not be
taken as representing any particulay Ministry so that
even when they are transferred, they continue on the
boards, the Ministry coencerned making the necessary
arrangements to keep the officer informed of its views.

The chairman of the sector corporations should be ac-
corded a status consistent with the requirements and
importance of their functions without the limitations as
to emoluments as exist at present.

All appointments below the board level should be made
by the board itself. However, in the case of the chief
executive of a constituent unit and its Financial Adviser,
the appointment should be made by the board in con-
sultation with the Government.

The power vested in the managements for sanctioning
capital expenditure should be reviewed with a view to
making upward revisions in the case of the larger
undertakings.

The board should have full freedom in delegafing its
powers to its executive officers whenever necessary.

Any suggostlon from Government to a public under-
taking asking it to act in a manner different from that
dictated by economic considerations should invariably
be in the shape of a formal directive and it should be
duly brought out in the Annual Report of the under-
taking.

The Bureau of Public Enferprises should be invested
with authority appropriate to its responsibilities. It
should be headed by a person of the status of a Secre-
tary who should hold a full-time charge of it.

The person heading the Bureau should be acquainted with
the working of public undertakings and should be com-
petent to deal w1th problems of economic and statistical
nature,

The work at present being looked after by the Project
Coordination Division of the Ministry of Industrial
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Development and Company Affairs and the Manage-
ment Division (COPP) of the Planning Commission and
the work of the Home Ministry relating to the Industrial
Management Pool should be transferred to the Bureau
of Public Enterprises.

The functions of the Bureau, in broad terms, should be—

(a) to maintain panels of suitable persons with a view
to assisting the administrative Ministries in making
appointments to the boards of public undertakings
and providing consultation for such senior posts
under the corporations as may be prescribed;

(b) to furnish periodical reports to Parliament and
Government on the working of public undertakings;

(c) to act as a data bank and as a clearing house of in-
formation in respect of important matters of com-
mon interest including information about organisa-
tional structure and pricing policies in public sector
undertakings in other countries of the world;

(d) to coordinate the work relating to the examination
of public undertakings by Parliamentary Commit-
tees;

(e) to compile information on the terms and conditions
of service of employees and to advise public under-
takings with a view to ensuring desirable wunifor-
mities in these matters;

(f) to maintain liaison with the Department of Admi-
nistrative Reforms in respeet of matters like work-
study, operations research and improved reporting
systems;

(g) to assist the concerned Ministries and Finance
Ministry in making a more expert scrutiny and evalu-
ation of feasibility studies/DPRs;

(h) to assist the Ministries in controlling expenditure
on residential and administrative buildings, resi-
dences of senior executives, townships and ancillary
facilities; and

(i) to advise public undertakings on matters on which
advice is sought.

The Bureau of Public Entervrises should continue to be
located in the Ministry of Finance,

A small technical cell should be set up in each Ministry
concerned with public undertakings to assist in the

‘scrutiny and evaluation of feasibility studies and

detailed project reports and for the analysis and uti-
lisation of progress reports and returns received from
public undertakings. These cells need noet be on an
elaborate scale in view of the proposed strengthening
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of the Bureau of Public Enterprises and the building
up of the technical organisations in the sector corpora-
tions.

The location of public undertakings under the different
Ministries should be as indicated in Annexure.

An expert Study Group, under the Bureau of Public
Enterprises should be set up to make a detailed exami-
nation of reporting by the public undertakings to the
Government. This group can enlist the help of officers
concerned in the Ministries and public undertakings as
well as of the external consultants in the field. The
information requirements of the controlling Ministries
and other Government agencies should be reviewed to
avoid overlapping and to enable standardised returns
to be developed.

The forms devised for the submission of information
by the publiec undertakings. to the Government should,
as far as possible, be identical with the forms adopted
for submitting similar information to the management
board. :

The administrative Ministry should periodically review
the extent of utilisation of the reports and returns
obtained from public undertakings in order to cut out
non-essential items of information and to strengthen
their own organisation, if necessary, for carrying out
the processing and analysis of information received
through the reports, and for taking follow-up aection
on them.

CHAPTER V—PLANNING AND CONSTRUCTION OF PROJECTS
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Planning Commission’s Memorandum on ‘Feasibility
Studies for Public Sector Projects’ should be adopted
as a guide for the steps to be taken including the
preparation of documents, before sanctioning a project.

For every projéct involving investment .above, say,
Rs. 5 crores, a feasibility study should be made along
the lines set out in the Memorandum.

Before going in for additional eapacity in the public
sector, the agency concerned should assess the demand

for the product after taking all relevant factors into
cons1dera’ti’on.

A project should not be included in the Plan unless the
feasibility ‘study has been comvleted and it has been
found to be satisfactory on scrutiny. However, when

such a study is not complete the project may be men-

tioned only as ‘a notional target without mentjoning
Incations: ‘
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For projects not requiring foreign collaboration, Gov-
ernment approval to go ahead with the initial work on
the project may be given on the basis of the feasibility
report and final sanction for the release of funds should
be given after supplementary project estimates taking
the necessary changes into account have been prepared.

For projects that require the detailed project report to
be prepared by a foreign technical collaborator, the
Government or the public undertaking should prepare
a feasibility study from the standpoint of national
economic benefit and the approval of the project should
be based on this report. .

Government and the Planning Commission should
evolve and lay down standard guide-lines clearly for
ascertaining the national economic profitability.

Immediately on receipt of the feasibility study/DPR, a
piloting committee should be set up consisting of the
representatives of all the Ministries and agencies con-
cerned and this committee should undertake a concur-
rent and collective examination of the feasibility study/
DPR so that delays due to successive examination by
different agencies may be avoided.

Public uhdertakings should be encouraged and assisted
to set up adequate designing and consultancy organisa-
tions.

The work of project planning and formulation should
be handed over to the sector corporations.

Turnkey contracts with ' foreign collaberators should
ordinarily -be avoided. In the special case when it is
decided to award such a contract, care should be taken
to see that complete drawings and designs are supplied
by the foreign contractors, and that Indian engineers
and technicians are given full and adequate {raining
and associated with the construction work.

Once a pro‘ject has been approved, systematic and
thorongh planning of the construction programme should
be undertaken before starting actual construction.

For all projects involving sizeable investment, say, of
Rs. 5 erores and above, a complefe master plan of con-
struction should be drawn up with the help of network
techniques like the PERT and CPM (Programme Evalu-
ation and Review Technique and Critical Path Method).

(1) The construétion effort under each contract should be

scheduled and coordinated within the framework of a
master plan,
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For various types of items of work, model contract
papers should be drawn up for the use of project autho-
rities so that vagueness in defining the obligations of
different parties is avoided.

Contracts should provide for incentives as well as penal-
ties. The penalty clauses will be more effective if instead
of being linked to a single completion date; they are
linked to key stages of work to enable management to
ensure adherence to the time schedule. Incentive pay-
ments for the completion of a project on a date earlier
than that specified in the agreement should be provided
for whenever such. earlier completion of the contract
would facilitate the earlier completion of project as a
whole. '

Performance data should be collected about contractors
doing work on public sector projects so that sufficient
documentation may be available to the management for -
supporting their decision to reject the lowest tender in
case the contractor making it is adjudged unsuitable.

The net-work technigues should be adopted for monitor-
ing the progress of construction.

Till such time as the corporations are set up, the Bureau
should compile information about the surpluses, or likely
surpluses, of construction personnel and equipment and
disseminate this information among the public under-
takings with a view to securing their meore efficient
utilisation.

Detailed information should be compiled about devia-
tions from earlier estimates and this information should
be communicated to the agencies connected with the tech-
nical scrutiny of feasibility studies of similar projects.

A project completion report should be drawn up for each
project containing such information as may be found use-
fu}; during the construction of similar projects in the
future.

(3) Work on the project completion report should prefer-

0]

ably be undertaken from the start so that all useful data
at every stage of construction is sifted, analysed and re-
corded while events are still fresh in memory. -

Case histories based on the project completion report,
bringing out the problems encountered and measures
adopted to overcome them, should be prepared and cir-

culated to all the agencies who are likely to find them
useful.
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CHAPTER VI—RESOURCES—-EXTERNAL AND INTERNAL
(1) A uniform loan-equity ratio need not be adopted for all
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public enterprises irrespective of their size, productive
function and borrowing capacity.

The administrative procedures for releasing funds to the
public undertakings should be liberalised to ensure that
work is not held up while projects wait for an elabo-
rate pre-scrutiny of proposals asking for the release of
already budgeted amounts. It should be possible for the
Government to exercise post-withdrawal serutiny of the
manner in which the funds have been released to and
utilised by the public undertakings.

Government should be willing to provide the necessary
guarantee if a public enterprise is unable to secure funds

otherwise.

(2) Public enterprises should be free to have cash credit

arrangements with any scheduled bank that has deposits
above a certain limit, Government should be kept in-

formed of such arrangements.

A public undertaking, whether a Government company
or a statutory corporation, should not be required to sub-
mit its revenue budget to Government or Parliament
for prior approval except in cases where the Government

'is expected to make up the deficit, if any, in the budget.

Government should make a comprehensive and clear
statement on the objectives and obligations of public
undertakings. This statement should lay down the broad
principles for determining the precise financial and eco-
nomic obligations of the enterprises in matters such as

‘ereation of various reserves, the extent to which enter-

prises should undertake the responsibilities of self-financ-
ing, the anticipated returns on the capital employed,
and the basis for working out rational wage structures
and pricing policies. These governing principles should
be formulated in consultation with the public enterprises.
There should also be regular consultation between the
Government and public enterprises to review the extent
to which they can expect additional finance from Gov-
ernment for their capital requirements and the amount
of surpluses that are expected from the undertakings.

The Bureau of Public Enterprises should be asked to
work out standard scales in such matters as housing ac-
commodation, hospitals and education facilities and other
amenities provided to the employees. These standards
should be worked out in consultation with the public
undertakings and the Ministries concerned, note being
taken of the varying conditions in different projects. The
Ministry of Finance should ensure that scales prescribed

are actually complied with,
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In view of the fact that capital for construction of town-
ship is, in any case, provided by the Central Government,
the provisions of the subsidy, as may be admissible under
the Subsidised Housing Scheme, should be made at the
very start.

In formulating the pricing policies of public enterprises
the following principles should be kept in view :

(1) Public enterprises in the industrial and manufac-
turing field should aim at earning surpluses to make
a substantial contribution to capital development
out of their eamings besides making a contribution
to the Exchequer.

(2) Public enterprises should in any event pay their way
and should not run into losses except in pursuance
of express directives issued by Government in pub-
lic interest.

(3) In the case of public utilities and services, greater
stress should be laid on output than on return on
investment, the former being extended upto a level
at which marginal eost.is equal {o price.

(4) While determining the price structure commensu-
rate with the surpluses expected from them, public
enterprises should keep the level of output as near
the rated capacity as possible subject, of course, to
the volume of demand for the product.

If in the public interest, Government require an under-
taking to keep prices at an artificially low level, the
ﬁ‘rllancial obligations of that undertaking should be revis-
ed.

Wherever public undertakings are operating under non-
competitive conditions or where the number of buyers
of the product is limited, the price levels should be deter-
mined on the basis of the c.i.f. value of similar items in
preference to the cost plus formula. In cases where the
imported goods have the benefit of export subsidies in
the countries of origin, the c.if. prices should be pro-
portionately weighted.

As the ability to produce goods at costs matching the
c.if. price of similar goods will differ from undertakin~

-to undertaking, a detailed examination of the cost strue-

ture of the products of such undertakings, should be made
to determine the levels of permissible deviations. For
this purpose, Governmeni tan utilise the machinery of
Tariff Commission or the Cost Accounts Organisation of
the Ministry of Finance.

Consumers’ Consultative Councils should be set up in
each sector of public enterprise. These Councils should
consist of the representatives of organised bodies of con-
sumers concerned: with the products of the undertaking,
the controlling Ministry, the sector corporation concern-
ed, and other interested Government departments and
public undertakings.
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Parliament may elect two members to serve on each of
these Councils.

The Councils should deal with matters involving the
interest of the consumers and further advise Government
or Sector Corporation on such matters as may be refer-
red to them by the laiter.

High-pewered standing commitfees consisting of the re-
presentatives of the public undertakings and the Minis- .
tries concerned should be constituted for deciding matters
under dispute between Central public undertakings. The
Chief Economic Adviser or his nominee should be includ-
ed in these committees so that he might be able to pro-
vide expert advice to them.

In case the dispute over prices is between undertakings
under the control of different Governments, the decision
will have to come from a statutory body. In such cases,
the agency and expertise of the Tariff Commission can
be utilised or a svecial tribunal set up, with the statutory
authority necessary to ensure that its decisions are bind-
ing on the disputants.

CHAPTER VII-FINANCIAL AND MATERIALS MANAGEMENT
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Budget should be viewed as embodying a programme of
action which enables those who are responsible for the
use of resources to project their ideas into the future,
and concurrently to look back and review actual perform-
ance znd progress as compared with promise and inten-
tions. It should not be looked upon merely as a device
for obtaining funds and as an instrument of control over
those who are authorised to spend.

Public undertakings should prepare comprehensive bud-
gets to embrace the entire crganisation and to cover
inter-alia the following range of budgeting activities :
(a) Production Estimates;
(b) Sales Estimates;
(¢) Cost of Production Budget with its necessary sub-
divisions, e.g.,
_ Materials Purchase Estimates,
. Labour and Personnel Estimates,
. Overheads Estimates,
. Plant Maintenance Estimates, etc.
(d) Manpower Budget;
(e) Township and Welfare Estimates;
() Research and Development Estimates;
(g) Capital Expenditure Budget;
(h) Profit and Loss Estimates;
(i) Cash Flow Estimates; :
() “Capital Employed” Budget—Fixed and Working
Capital.
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(1) The preparation of the revenue budget should be taken
as an opportunity to make a comprehensive and forward-
looking review of plans and standards. The work of
budget preparation should begin sufficiently in advance
to enable every part of the enterprise to be associated
in the preparation of estimates and to have their own
separate budgets within the overall budget of the enter-
prise.

(2) The comparison of performance data with budget esti-
mates should be undertaken periodically during the cur-
rency of the budget itself. Expenditure budgets in gene-
ral may be reviewed at least twice a year to enable the
management to obtain some mid-year knowledge of how
expenditure is faring so that they may take corrective
steps, where necessary, before the year has ended.

(3) Monthly reviews should be undertaken of sales, produc-
tion, consumption and yield figures at each plant and
unit, Profit and loss accounts and balance sheets as well
as cost statements should also be prepared every month.

(4) All management levels required to submit reports and
returns should themselves be encouraged to analyse and
make use of the data, with the assistance that the finance
and accounts organisation of the undertaking can pro-
vide.

(1) Every public undertaking should have a fairly long-term
capital expenditure budget to serve as a framework with-
in which individual schemes can be planned, approved
by the Government and taken in hand.

(2) To enable public enterprises to undertake long-ferm
capital planning on a realistic basis, Government should
each year discuss with the enterprises and approve its
plans for development and capital expenditure for the
next five years, agreeing to appropriate long-term com-
mitments as well.

(3) Proper controls may be prescribed to keep public sector
investment generally within the Government’s resources.
For instance, Government may each year fix an upper
limit on the expenditure to be incurred on capital ac-
count by the enterprises during a shorter period ahead,
say, 2 years,

The cash budget and the periodical budget-performance
comparison stat®ments and cash flow statements should
be treated as an integral part of the budgetary process.

(1) Improvement in budgetary and financial control should
be accompanied by a greater delegation of authority as
well as reduction in the number of cases requiring prior
financial concurrence. The need for prior financial con-
currence can be further reduced or eliminated by increas-
ing the financial powers of managers, purchase officers,
ete. and providing for inter-branch standing committees
for such purposes as review of tenders, purchase of equip-
ment and stores.’
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Each public enterprise should be asked to compile a com-
prehensive budget manual to cover the various forms for
compiling information for the budget, the time schedule
for its preparation, the responsibility/cost cenires and
the financial powers related to budgetary levels at each
responsibility centre, budget committees and the proce-
dures for earrying out periodical budgetary reviews.

Internal audit should be effectively organised in every
public enterprise as a staff function.

The principal tasks of internal audit should be—

(a) to review the soundness, adequacy and application of
accounting, financial and operational controls;

(b) to ascertain the extent of compliance with prescribed -
plans and procedures and accuracy of accounts and
other data developed within the organisation;

(e) to make constructive suggestiohs for improvement;
and

(d) to review and report the action taken by line autho-
rities on the poinfs brought out in previous audit
reports of infternal as well as external auditors.

Other duties that may be assigned fo the internal audit
organisation are—

(a) to verify that prover authorisations exist for the
acquisition and disposal of assets of the enterprlse,
and

(b) to test-check a certain percentage of transactions
and verify inventories with a view to helping in the
prevention and detection of frauds, mlsapproprlatmn
and pilierage.

It is of the utmost importance that the Fmanclal Adviser .
of an enterprise should regard himself as an integral part
of the management team and not look upon himself as an
outsider representing the financial interests of the Govern-
ment.

The Financial Advisers of undertakings, both at the
sector level and at the unit level, should be encouraged
to place greater emphasis on the management accounting
aspect of their working. <

Materials management should be accorded due recognition
at the top management level where a Central Control
Section should be set up for materials planning and for
securing the introduction of modern techniques.

A Materials Management Manual should be drawn up to
give concrete shape to the relevant scientific concepts in
each public undertaking and to outline the prescribed
procedures in order to facilitate the general adoption of
improved techniques.



3)

@

@

(2)

3)

“)

111

Training in materials management should be given
greater importance. In addition to having fully trained
staff in the materials management organisation, it will be
advantageous to have short-term training imparted to the
personnel of other departments as well.

The operating procedures in the public undertakings
should be simplified by taking among others, the follow-
ing measures-—

(a) on the basis of the annual and longer term plans of
the undertaking, the Central Control Section for
materials management and planning should draw up
its own plan and assess the volume of work to be
done and the amount and type of materials to be pro-
cured;

(b) rules involving financial concurrence should be
clearly laid down for open tenders as well as limited
enquiry tenders and standing committees should be
set up for scrutiny and sanction of tenders to avoid
inter-branch references within the undertaking;

(¢) purchase within predetermined financial limits laid
down in the budget should not normally require
prior financial concurrence except for the very costly
items; and

(d) procedure for purchasing low cost items should be
very much simplified, reducing or, if possible, even
eliminating the need for enquiry and quotations.

Project authorities should be precise in estimating the
requirements of items like earth-moving equipment,
vehicles, common tools, efc. needed during the construc-
tion phase, In the larger projects a Central Planning
Group for materials should be set up, under the engineer
in charge of construction, for planning the total require-
ments and phasing their procurement.

The recommendations made by foreign collaborators on
the provision of spares should be scrutinised in compari-
son with the posifion prevailing in similar plants abroad,
including the foreign collaborators’ own plants,

A small cell comprising technical experts and materials
management experts should be formed in each large pro-
ject, and especially in those with substantial dependence
on imported items, to identify and catalogue the spares
and to obtain their manufacturing drawings and specifi-
cations as a first step towards establishing their indige-
nous manufacture. Project authorities should take timely
steps to create their own workshop facilities in respect of
items required in small quantities and non-repetitively.

Government should evolve effective inspection arrange-
ments to keep sufficient check on the quality of the pro-
ducts of indigenous manufacturers. They should not come
to enjoy a monopolistic pesition vis-a-vis the purchasing
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public enterprises under the shelter of Government’s
understandable desire to promote import substitution.
Government should also formulate a uniform policy for
the price preference that the public enterprises should
extend to indigenous manufacturers to serve as guide-
lines for the public enterprises, the indigenous manufac-
turers and the Directorate General of Technical Deve-
lopment.

The recommendations made by the Mathur Committec
for facilitating imports by public enterprises, and accept-
ed by the Government, should be effectively implemented
as soon as possible, particularly, the recommendations
relating to the facilities of annual licensing and vesting
of powers in project authorities {o operate on foreign
exchange within the sanctioned allocations.

CHAPTER VII—PERSONNEL

While making appointments to the board, preference
should be given to the officers working within the under-
taking. The system of appointments should be in accord-
ance with the basic principle that a person from the
lowest ranks of service can rise to the top if he has
acquired the necessary qualifications, and if his perform-
ance has been outstanding.

The whole procedure for the appointment of members
of the board should be systematised. Action fo fill these
posts should be taken well in advance to avoid vacancies
remaining unfilled and making appointments in haste,
The new appoiniee should be placed in position as an
understudy for the brief period of a month or so to get
acquainted with the job before taking over the post.

(3) The Bureau should draw up panels of suitable persons

@

)

for board appointments. Selections to these panels should
be made by a committee consisting of the Director-
General of the Burean of Public Enterprises and two
chairmen of sector corporations, This committee should
be reconstituted periodically to enable the chairmen of
different sector corporations to be associated with it.

If sufficiently experienced and senior men are not avail-
able within the public undertakings for holding board
memberships, suitable persons may be selected from
among Government officers, leading industrialists and
businessmen, and professional managers and specialists
in the private sector. In such cases, persons selected
should sever their connections with their previous organi-
sations, In particular, Government officers selected for
these posts should be asked to resign their service with
the Government.

Certain general qualifications should be prescribed for
the members of the board, e.g., experience of industrial,
commercial or financial matters, applied sciences or ad-
ministration or trade union organisation. The Chairman
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of the public undertaking concerned should be consulted
before Government makes appointments to the board
except in the case of part-time official nominees of the
Government,

While appointing the part-time official nominees to the
board, Government should see that persons nominated
do not have to serve on more than two or three boards
and are not so burdened with their substaqtive work that
they find it difficulf to play a useful part in board meet-
ings.

Frequent changes and long vacancies in fop posts must
be avoided. The Chairman and full-time functional.mem-
bers of the board should have a fairly long period of
tenure to enable them to make a significant contribul_:ion
on the basis of experience gained in the undertaking.
A period of 5 years should be regarded as the minimum
for the chairman and the full-time members of the board
and a period of not less than two years for the part-time
non-official members. :

Salaries of persons occupying top posts in public under-
takings should be fixed on the basis of the responsibility
attaching to the posts and the needs of the situation, and
need not necessarily be pegged to the scales obtaining in

. Government service,
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Every sector corporation should evolve a commeon policy
for laying down, on a uniform basis, the terms and condi-
tions of service of employees of the corporation.

Except for the higher levels of managerial and technical
personnel, such as posts with 2 minimum starting salary
of Rs. 1,300 per month or so, full powers of recruitment,
promotion and disciplinary and administrative control of
staff employed in a constituent unit should be with the
unit itself. The sector corporation should, however, have
the authority of making inter-unit transfers within the

-corporation in consultation with the units concerned.

Authority for recruitment, promotiocn and transfer, etc. of
persons accupying senior posts described at (2) above,
should be vested in the sector corporation. However, all
officers in the constituent unit should be under the admi-

-nistrative and disciplinary control of that unit, provid-

ed that powers of deciding appeals and of imposing a
punishment involving termination of services of a person
occupying a senior post should remain with the sector
corporation. In respect of heads of departments, the
power to impose punishment involving reduction in rank
should also be reserved to the sector corporation. An
appeal should lie to the Government against an original
order passed by the sector corporation if it is one of dis-
missal, removal from service or reduction in rank, The
appeal should be decided in consultation with the
Union Public Service Commission, B
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The sector corporations and their constituent units should
make their own administrative arrangements for carry-
ing out the recruitment and training programmes.

Arrangements should be made for providing from sector
corporations suitable officers to the smaller public under-
takings which do not belong to a sector corporation. The
possible reguirements of such smaller public undertak-
ings for experienced personnel should be kept in view by
the appropriate sector corporation. The Bureau should
draw up panels under the direction of the committee,
consisting of the Director-General of the Bureau and two
chairmen of sector corporations, for facilitating such
inter-undertaking fransfers. The assistance of this com-
mittee can also be taken when inter-corporation fransfers
are found to be necessary.

All necessary steps should be taken to reduce and elimi-
nate the dependence on deputationists in manning posts
in the public sector. ‘

For manning senior posts, preference should be given to
persons working in the undertaking. If no suitable person
is available in the undertaking, the best available person
may be selected by tapping all possible sources including
other public undertakings, the Government and the
private sector. The appointment should, as far as pessible.
be on a regular basis and not on terms of deputation.

In the rare case when it becomes unavoidable to take an
officer on deputation for want of a suitable alternative,
the term of employment in the undertaking should,
under a contract, normally be for a period of five years
with a provision for review at the end of the first year to
enable termination of cases of maladjustment.

Service rules relating to Government officers should be
liberalised for facilitating the permanent absorption of
deputationists at any level in the service of the under-
taking, Similarly, rules standing in the way of a suffi-.
ciently long term of deputation in the public undertak-
ings should be modified to ensure a minimum five-year
period.

Enforcement of a uniform pattern in the matter of pay
and allowances of employees in the nublic sector will
neither be advisable nor practicable in view of the
number and variety of jobs. The best way to ensure
rationality and a degree of uniformity in these matters
would be to provide information as an advisory service
instead of insisting on prior Government approval or
conformity with rigid guide-lines,

The Bureau should act as a clearing house of information
relating to service conditions, pay scales and allowances
in force in different public undertakings. This informa-
tion should be made available to public undertakings and
the controlling Ministries, In case, any undertaking goes
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seriously out of line without due justification, Govern-
ment will always be in a position to correct the sitnation
by issuing a directive.

The survey of additional requirements for managerial
and technical manpower for the Fourth and Fifth Plan
periods, made recently by the public undertakings, should
be further examined by a body of experts with the assis-
tance of the Institute of Applied Manpower Research, A
much more detailed assessment of manpower require-
ments is necessary to formulate a concrete programme,
particularly for the specialised branches.

Public enterprises need not assume responsibility for
basic training in general management, and training in
professions. The existing training institutes should be
utilised for imparting this type of training,

The Bureau, in cooperation with the public undertakings
and the Ministries concerned, should—

(a) review the existing training facilities' and pro-
grammes to avoid duplication of effort;

(b) identify areas where fraining facilities need to be
extended or increased; and

(¢) evaluate the suitability of training programmes to
the requirements of the public sector.

Training of specialists and technicians required only by
the public undertakings will have to be taken care of by
the undertakings themselves. Undertakings operating in
the same field of technology should do this in cooperation
with each other. Where sector corporations are set up
they should provide common {raining facilities.

Proper work standards and other control techniques-
s:m&:ild be adopted from the very beginning to avoid over-
staffing.

In the undertakings where over-staffing has become
chronic, work studies should be undertaken by indus-
trial engineers to find out the extent and area of over-
staffing. .

The normal vacancies occurring in the over-staffed devart-
ments may be left unfilled; employees who are foungd
surplus may be allowed to freely apoly for jobs outside.
Skilled workmen should be persuaded with the help of
incentives, if necessary, to do without the assistance of
helpers. The practice of having helpers should not be
allowed in the new projects. ’ ‘

Greater use should be made of the construction corpora-
tions in the public sector and non-departmental agencies
wherever such a course is feasible.

Any advanced training programme given during the
course of a period of service should be linked to a definite
ladder of promotion so that technical personnel after such
training can look forward fo comparatively early promo-
tions to higher grades,



58

54

€

@)

)

)

3)

¢y

)

&)

1C))

)

116

Persons selected for training should be required to exe-
cute a bond to render service for a minimum period of
five years after the completion of training. The amount
for which the bond should be executed should be a fair
proportion of the total amount spent during the training
course, and, in the event of infringement, the conditions
of the bond should be rigidly enforced. Provision should"
be made, by a special enactment, if necessary, to enable
the recovery of the amount of the forfeited bond in a
manner similar to the recovery of arrears of land reve-
nue,

A person who resigns or deserts from the service of a
public undertaking within the period for which he has
bound himself to serve the undertaking should not be
employed under the Government or in a public undertak-
ing till the amount due from him has been fully paid to
the undertaking concerned.

The special obligations of managements in the public
sector with regard to Iabour matters should be spelt out
more clearly by the Government,

Managements of public undertakings should evince keen
interest in the welfare of the workers. The personnel
policies of public undertakings should be such as woulgd
develop the skills and capabilities of the workers and
improve their prospects and standard of living.

The model employer concept should not be construed to
mean that supervising officers should condone or be
lenient towards indifferent work or acts of indiscipline.

It should be ensured that every public undertaking
effectively discharges all the statutory obligations impos-
ed on the employers by the labour laws. The controlling
Ministry and the Ministry of Labour, Employment and
Rehabilitation should undertake periodic reviews for this.
purpose.

Public undertakings should have their personnel manag-
ers trained in industrial relations and labour manage-
ment and should adequately strengthen their personne!
departments, ‘

A professionally qualified and experienced labour officer
should be available at a sufficiently senior level in the
personnel department. He should have the facility of
direct approach to the chief executive in case he felt that
his advice was being unjustifiably disregarded by any
line authority.

Officers entrusted with labour relations should not
shoulder any direct responsibility in matters like re-
cruitment, promotions and disciplinary action against
workers.

As a rule, a separate section should be established ex-
clusively for labour relations within the personnel de-
pariment; in the larger undertakings, a separate depart-
ment should be organised solely for labour relations.

£
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The labour officers of the Central Pool maintained by the
Ministry of Labour, Employment and Rehabilitation may,

in suitable cases, be got permanently absorbed in the -
service of the public undertakings. An outside pool need

- not be maintained for the purpose of deputing officers
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to the undertakings.

Township and connected facilities should form a separate
unit of administration managed by a committee consist-
ing of the officers concerned of the public undertaking
and a few representatives elected by the staff and work-
ers living in the township from among themselves.

‘The township administration, in discharging its responsi-

bilities for maintaining sanitation and other municipal
services should be required, as far as possible, to pay
its way with the help of recoveries of rent and such
taxes as may be imposed by the management committee
of the township.

Variations in the amount of subsidy given by different
public undertakings in respect of expenditure incurred
on various items of workers’ welfare should be examined
by a committee comprising the representatives of selected
public undertakings and the Ministries concerned with
a view to laying down guide-lines and norms.

Labour laws -applying to public undertakings need not
be identical with those applicable to private concerns.

Cases of illegal strike in public undertakings should be
dealt with firmly. The union responsible for launching
such a strike should, if it is a recognised union, be im-
mediately de-recognised. Provision should also be made

- to remove from service, affer summary inquiry held in
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consonance with principles of natural justice, such
v:;)'ilil{{ers as are proved to have faken part in an illegal
strike,

Feasibility of adopting the ‘check-off system’ (under
which union dues are collected by making deductions
from wages) in the public sector should be examined.

Labour Councils with a prescribed number of members,
should be formed for conducting negotiations with the
management on labour matters. The members of the
Council should be elected once in two years by all the
workers, each of them having one vote.

For matters relating to settlement of disputes, the Central
Government should be designated as the appropriate
Government under the Industrial Disputes Act, 1947, for
certain -additional categories of heavy industries which
would cover units like the steel plants, heavy. electricals
plants, fertilisers and chemicals plants, aircraft manu-
facturing unifs and shipyards.

Managements should regard Works Committee meetings
as opportunities to inform the workers-of their plans and
dxﬂicult:&s_ and fo explain the reasons for the changes
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being initiated. Due publicity should be given to the
proceedings of the Works Committee so that the work-
ers’ representatives may feel more interested and res-
ponsible for what emerges from the discussions.

In the Joint Management Councils the workers’ represen-
tatives should be elected by all the workers and net nomi-
nated by the unions.

Steps should be taken immediately to introduce effective
incentive schemes for the employees of the public
undertakings. The basic approach in working out such
a scheme should be f{o link the earnings of workers to
their productivity and performance subject to certain

. preseribed minima and maxima. The scheme should

take into account the existing levels of productivity
and prescribe realistic targets in terms of production
as well as reductions in costs.

CHAPTER IX—AUDIT AND APPRAISAL

(1) Four or five Audit Boards should be constituied, each
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Board dealing with specified sectors of public enter-
prise. These Boards have to function under the general
supervision of the C&AG.

Each of these Boards should have five memkers; three
should be permanent members common to all the Boards
and should be senior officers belonging to the organisa-
tion of the C&AG. One of these members of the rank
of an Additional Deputy Comptroller and Auditor-
General should be the chairman of all the Boards. Each
Board should have two part-time members to be ap-
pointed by the Government in consultation with the
C&AG. These part-time members should be selected
having in view the area of enferprise the Audit Board
is required to deal with. Part-time memberships need
not be restricted to serving officials. Selections may be

“made from the ranks of senior experienced persons work-

ing in public enterprises or from among experts in com-
mercial or financial matters.

The staff required for the Audit Boards should be re-
cruited through the Union Public Service Commission.
Those who are already working in the audit offices may
also apply for posts in the Audit Boards. The selecfed
staff should undergo a course in orientation for which
arrangements should be made. The existing departmental
set-up of the Directorate of Commercial Audit should be
utilised until the new recruifs take over the work.

Combined audit parties comprising the staff of the Audit
Boards and the professional auditors should be fermed
for carrying out their work in an undertaking concur-
rently and collectively.

An Audit Board should finalise its report on an individual
undertaking after a discussion in the presence of the
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representatives of the public undertaking and the Minis-
try concerned, ‘

(3) The report of the Audit Boards, with such comments as
the C&AG may wish to make, should be placed before
Parliament, '

63 (1) A systematic appraisal of the performance of vublic
undertakings should be undertaken and this task shounld
be entrusted to the Audit Boards.

(2) For this work the expertise of the auditors under the

‘ Audit Boards should be augmented by employing eco-
nomists, management engineers, statisticians, etc. and
also those who have had the experience of working in
public undertakings.

(3) In evaluating the performance of a public enterprise,
account should be taken of the constraints under which
it functions. ;

K. Hanumanthaiya
Chairman

H. C. Mathur
' Member

H. V. Kamath
Member

Debabrata Mookerjee
Member

V. Shankar
Member

V. V. Chari
Secretary

Dated the 16th October, .1967.



ANNEXURE

STATEMENT SHOWING THE PROPOSED GROUPING OF PUBLIC
UNDERTAKINGS OF THE CENTRAL GOVERNMENT UNDER
SECTOR CORPORATIONS (WHERE SUGGESTED) AND THE
égl\’IINgSERATIVE MINISTRIES ENTRUSTED WITH THEIR

PART- 1

Public Undertakings in respect of which grouping or change in the
administrative Ministry is being suggested

Existing undertakings The proposed adminis- Remarks
grouped under the proposed trative Ministry
'sector corporations

1 2 3

1. I'ron and Steel Corporation Steel, Mines and
(i) Hindustan Steel Ltd ~ Metals
(%) Bokaro Steel Ltd

(##2) Hindustan Steel Works
Construction Ltd

2. Coal and Lignite Corporation  Steel, Mines ‘an‘d
Metals

(¢) National Coal Develop-
ment Corporation Ltd

(#3) Neyveli Lignite Corpo-
ration Ltd

3. Miring Corporation Steel, Mines and  Cement Corporation
‘ Metals of India is at present
(¢) National Mineral Deve- under the Ministry
lopment Corporation =~ of - Industrial Deve-
Ltd lopment and Com-
pany Affairs
(i¢) Bharat Aluminium
Company Ltd

(¢%%) Hindustan Zine Ltd

(tv) Cement Corporation of
India Ltd

[
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PART I—contd.
Existing undertakings grouped The proposed
under the proposed sector administrative Remarks
corporations __ Ministry
1 L 2 3
4. Engineering Corporation Industrial Develop-
ment and Company
Affairs
A—Heavy Engineering Wing
(+) Heavy Engineering Cor-
poration Ltd

(7) Mining and Allied Ma-
chinery  Corporation

Ltd

(¥%7) Triveni Structurals
Ltd

(t7v) Hindustan Machine
Tools Ltd

(v) Bharat Heavy Plate
and Vessels Ltd

(vi) Machine Tools Corpo-
ration of India Ltd

(vii) Tungabhadra  Steel
Products Ltd

B—Lwght Engineering Wing
(*) Hindustan Cables Ltd
(79) Instrumentation Ltd
(732) National Instruments

Ltd
5. Electricals Corporation Industrial Develop-
. ment and Conipany
Affairs
(¢) Heavy Electricals Ltd
(©7) Bharat Heavy Electri-
cals Ltd
6. 01l Corporation Petroleum & Chemi-
cals

(v) Indian Oil Corporation
Ltd

(%) Ol and Natural Gas
Commission

(#43) Cochin Refineries Ltd*

(%) Madras Refineries Ltd™*

(v) Engineers India Ltd

(1) Lubrizol India Ltd*
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PART I—concld.
Existing undertakings grouped The proposed

under the proposed sector administrative Remarks
corporations Ministry
1 2 3
7. Fertilizer Corporation Petroleum and Chemi-
cals '

(t) Fertilizer Corporation
of India Ltd
(#¢) Fertilisers and Chemi-
cals Travancore Ltd*
(+4¢) Madras Fertilisers Ltd*
8. Chemicals and Drugs Corpora- Petroleum and Che- Hindustan Photo

tion micals Films, Nepa Mills
(¢) Hindustan Insecticides and Hindustan Salts
1td are at present under
(#) Pyrites and Chemicals the Ministry of
Development Co Ltd ‘ Industrial Develop-
(#44) Hindustan  Organic ment & Company
Chemicals Ltd* Affairs
(#) Hindustan Photo Films
Manufacturing Co.
Ltd

(v) Nepa Mills Ltd*

() Hindustan Salts Ltd
(including  Sambhar
Salts) : :

(vis) Indian Drugs and
Pharmaceuticals Ltd

9. Shipping Corporation Transport and Ship-
(1) Shipping Corporation of  ping
India Ltd ' '

(#) Hindustan Shipyard Ltd
(#47) Mogul Line Ltd*

10. Asr Corporation Tourism and Civil
Aviation
(¢) Air India
() Indian Airlines Corpo-:
ration :
11. Hotels & Tourism Corporation. Tourism and Civil Ashoka- Hotels and
Aviation Janpath Hotels are
(s) India Tourism Develop- at present under the
ment Corporation Ltd Ministry of Works,
(¢4) Ashoka Hotels Ltd* ’ Housing and Supply

(445) Janpath Hotels

*Undertakings marked with an asterisk have an element of private partici-
pation in share capital and will continue to retain the company form.
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PART II

Public Undertakings in respect of which grouping or change in the
administrative Ministry is not being suggested

Name of public undertaking Administrative Ministry
1. State Trading Corporation of India Ltd  Commerce
2. Minerals and Metals Trading Corporatlon
of India Ltd . Do.
3.. Life Insurance Corporatlon of India Finance
4. Food Corporation of India Food, Agriculture, Community
Development and Co-operation
5. Central Warehousing Corporation Do.
6. Central Fisheries Corporation Ltd Do.
7. National Seeds Corporation Ltd ~ Do.
8. Modern Bakeries Ltd . Do.
9. Central Road Transport Corporation Ltd Transport and Shipping
10. Central Inland Water Transport Corpom-
- tion Litd i . Do.

12.
13,

14,
15.

16.
17.

18.
19.

20.
21.

. Hindustan ’feleprmters Ltd

Indian Telephone Industrxes Ltd :
National Buildings Construction Corpo-
ration Litd . f

Hindustan Housmg Factory Lid

National Projects Construction 'Corpora-
tion Ltd

National Research Development Corpora-
tion Ltd .-
Rehabilitation Industries Corporatlon Ltd

Rehabi]itation Housing Corporation Ltd
National Small Industries Corporation Ltd

National Industrial Development Corpora-
tion Ltd

Export Cre('iit & Guarantee Corporatlon

. Litd

22,
23,
24,
25,
26.
217.
28,
29,
30.

Film Finance Corporatlon Ltd
Indian Rare Earths Ltd
Bharat Earth Movers Ltd
Bharat Electronices Litd

Garden Reach Workshops Itd
Hindustan Aeronautics Ltd
Mazagon Dock Ltd ..

Praga Tools Ltd ..
Hindustan Latex Ltd

Department of Communica-
tions
Do.

Works, Housing & Supply
Do.

Irrigation and Power

Education
Labour, Employment
Rehabilitation

Do.
Industrial Development and
Company Affairs

and

Deo.

Commerce
Information & Broadcasting

.. Department of Atomic Energy

Defence
Do.
Do.
Do.
~ Do.
Do.
Ministry of Health and Family
Planning.

L/S3ARC(BD)—3,000—24-11-67—GIPS
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