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" In September 1984, the Government of India set up a Committee to analyse the performance of
the public sector enterprises, identify the problems' they face and suggest measures for their
improved functioning. In just over three months, the Committee which was presided over by Dr
Arjun Sengupta, then Special Secretary to the Prime Minister, submiited its report on December
.31, 1984. For a year and half now, the report of the Sengupta Committee has been gathering dust
in the Central Secre{ariat, while people in authority huave not hesitated to run down the public
sector. Although a committee of secretaries of the Central Government was, according to reporits, |
supposed 10 be processing the report, the public has been kept.in the dark. Prime Minister Rajiv
Gandhi mentioned about the report approvingly more than once in course of interviews last year and
it was expected that it would be placed before Parliament or released direct for public debate on
the public sector along the lines of the debate that preceded the adoption on the New Policy on

Education.

Journal in due course. - — Editor

Since no such thing has happened, Maiastream is reproducing the text of the Seogupia
Report, to initiate discussion on this important subject.
already come out with critical reviews of the Sengupta Report,

The Centre of Indian Trade Unions has
which will be published in this

REPORT OF THE COMMITTEE TO
REVYIEW POLICY FOR PUBLIC.
ENTERPRISES

31 December, 1984
‘Dear Prime Minister,

The Government of India had appointed a Com-
mittee to Review Policy for Public Enterprises. The

Committee was asked to submit its report by the ,

end of December, 1984,

We have great pleasure in submitting our Report.
Yours sincerely,

Arjun Sengupta Chairman
. R. Ganapati Member

Bimal Jalan Member

Y.K. Alagh Member

S.V.S. Raghavan Member

D.V. Kapur member
. S.D, Srivastva Member
" Nitin Desal Member

B, Swaminathan Member-Secretary .
AT the instance of the late Prime Minister, Smt.
Indira Gandhi, Government of India decided to set’
up a Committee to review our National Policy for
Public Enterprises. The Committee was given the
task to analyse the performance of public enter-
prises, to identify the constraints and suggest
measures to improve their functioning. The details
of the composition of the Committee and the terms
of reference are set out in the attached Office
Memorandum dated 21st September, 1984.

In the preparation . of the Report, the Committee
had 22 meetings and also consulted a number of
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persons, both in their individual and official capa-
cities. It held discussions with Secretaries of key
economic Ministries, Chief Executives of several
public enterprises, some eminent trade union leaders
and management professionals. The list of these
persons is given in the Annexure. Discussions with
them were candid, stimulating and very useful. The
Committee also circulated a ' Questionnaire to alt
public enterprises as well as Ministries and Depart-
ments of the Government of India. Replies received
from them have been considered by the Committee
very carcfully in formulating its recommendations.
The Comptroller and Auditor General of India was
gracious eaough to meet the Commiitee along with

his officers.

The Committee was asked to submit its Report
by the end of December, 1984. The Committee is -
happy to submit its Report by-the tims given {a it.
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1. INTRODUCTION

1.1 THE foundations of the public sector in India
go back to the early years of planning., The Indus-
trial Policy Resolution of 30th April, 1956, which
is still the basis of present policy, proposed that all
basic and strategic industries aed public uiilities
should be in the public sector given the objective of
a socialistic pattern of society and the need for
planned and rapid development. The intimate con-
necticn between planning and growth of public enter-
prises was spelt out more clearly in the Second Five
Year Plan which stated that “The use of modern
technology requires large scale production and a
unified control and allocaiion of resources in certain
major lines of activity. These include expleitation
of minerals, and basic and capital goods industries
which are major determipants of the rate of growth
of the economy. The responsibility for new develop-
ments in these fields must be undertaken in the
main by the State, and the existing units have also
to fall in line with the emerging pattern. Public
ownership, partial or complete, and public control
or participation in management are specially
required in those fields in which technological consi-
derations tend towards a concentration of economic
power and of wealth.”

1.2 In terms of the objectives specified in the
Industrial Policy Resolution, public enterprises have
certainly established their dominance in basic and
strategic industries like coal, petroleum, steel, non-
ferrous metals, heavy engineering, etc., whigh are
listed in Schedule * A’ of the Resolution and a  subs-
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tantial presence in industries like mach:ne tools,
fertilisers, basic and intermadiate chemicals, drugs,
etc., which are listed in Schedule ‘B’. Public enter-
prises have achieved a great deal in . terms of their
contribution to quantitative targets of prodyction,
to the establishment of a modern industrial structure,
to balanced regional developmeat and to the forma-
tion of technological skuls. They have become
principal instruments of planning in India, occupy-
ing commanding hcights of the ¢conomy, coatrolling
and directing in a " large measure the whole course
of its development.

1.3 Over the period of last 30 ycars or more, the
growth of the public enterprises has been pheno-
menal in  terms of investment and production as
well as the scope of activitics. At the end of
1983-84 the capital employed in the ¢entral public
enter s, 32,202 crores having a

__,_pmcs.alnn:_smnd_aLR
total turn_over of Rs, 46 Ll,cmres From only 5

enterprises on Ist April, 1351, they have ‘grown to
209 by April 1983, employing more than 2 million
people. It has spread over all parts of India. Its
coverage has extended beyond the basic and heavy
industries into light manufdcturing, variety of
consumer goods, electronics, high-tech products,
construction, consultancy services and even tourism
and hotel industries.

But in spite of this phenomebal growth, the
overall performance bas remained unsatisfactory-
especially in terms of their cosntribution to the
generation of resources and financial profitability.
For example, the Sixth Plan assumed og overall net
rate of return of 8 per cent per annum increasing to
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10 per cent in  1984-85 for all public enlerprises in
constant prices. This has not been achieved and the
profitability of the enterprises has declined over
time. The provisional results for the year 1983-84
indicate that in aggregate terms public enterprises
have made a net profit of Rs. 32.2 crores as again«t
a profit of Rs, 617.9 crores in 1982-83 and Rs.
445.9 crores in 1981-82. Consequently, the nci

contribution of public enterprises to the reguirement -

of funds for their investment pioposals is small,
resulting in  precsure 6u wudgetary resources. The
ability of the budget to finance further public invest-
ment has been seriously eroded because of low
returrc on past investment and rising burden.of

"wetence and other non-Plan expenditure.

1.4 The rationale of the operation of public
enterprises and the expectation that the management
should be run on commercial and business lines,
that they should earn profits to contribute to the
revenues of the State, that they should be judged
for their total results and subject to these perfor-

« mance criteria they should haye full freedom of

operation, were clearly set outin the Industrial

Policy Resolution of 1956 as quoted below:
“With the growing participation of the State in industry
and trade, the manoner in which these activities should be
conducted and managed assume considerable importance.
Speedy decisions and a willingness to assume responst-
bility are essential if these enterprises  are to succeed.
For this, wherever possible, there should be decentralisa-
tion of authority and their management should be along
business lines. Itis to be expected.: that public enter-
prises will augment the revenues of the State and provide
resources for further development in fresh fields. But
such enterprises may sometimes incur losses. Public
enterprises have to be judged by their total results and in
their working they should ‘have the largest possible
measure of freedom............ ”

. In accordance with this rationale most of the

activities of the public sector were organised in the

form of corporations or companies set up either

under the Statute or under the Companies Act while

some activities continued to be organised within the

framework of departmental undertakings or statu-
tory boards; their numbers are few ' and operational

methods are dictated by specific requirements of the,

Government. For this Report, the recommenda-
tions will pertain only to public enterprises set up as

"corporations or ‘companics, which as mentioned

above were supposed to function “along business
lines™. .
- 1.5 The expectation that public enterprises as

- commercial ventures should “augment the revenues

of the State” and provide a return which can be

used for further investment and growth has not

" been fulfilled. |Even for units which were making

losses because of the pature of products or because
of their serving some specified social objectives, the
cfficiency of operation has often deteriorated.] In
actual practice, the freedom of operation of the
management has been quite often curtailed ot
interfered with by formal or informal Governmenl
intervention. While the public enterprises were to
be judged by their “total results” the monitoring
and evaluation system of the Government has not
been adequate to the task. The strict enforcement
of performance standards on public enterprises
would entail having a closer look at the coastraints
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" of the opetation,

While some of these arise from
the gencral nature of our ecosomic structure
and some from incorrzev investment decisions of
the past, others stcm from poor munagerial practices
within the cuterprises and formal and informal

- amerterence by Government.

1.6 The primary objective of this Report is to
consider these constraints aod to suggest measure
to change the whole environment of operation of
public enterprises so that their performance can
cffectively improve. A new look at Goverpment
— Public Enterprise relations is essential if perfor-
mance standards are to be enforced, 'as it would
not be realistic to expect results without giving
necessary autonomy to the enterprises with regard
to the decisions which affect such results.' More-
over, the size and pattern of public sector is now
such that the modalities of instructions which may
have been appropriate with a few pioneering enter-
prises, may not be as useful when eaterprises have
grown both in oumbers and in size as well as in
their scope of operation. A different approach to
the role of public entezprises in plan development

- is now required and that is the task the Committee
-addresses jtself to in tke rest of the Report.

II

PUBLIC ENTERPRISES AND
NATIONAL PLANNING

2.1 PUBLIC eaterprises in India bave to function
within the framework of plapning and, in many
areas they are in.effect the principal instruments for
the realisation of plan objectives. Hence, the
relationship between the Ministriecs and Depart-
ments of Government of India and the enterprises
cannot be reduced to the usual annual interaction
between shareholders and corporate management,
A more active interaction between the Government
and the enterprise is unavoidable in critical areas
like strategic planning, setting up of investment
priorities and formultion of large projects. More-
over, public enterprises are not islands unto them-
selves and decisions taken by one enterprise affect
the fortunes of others, Therefore, ‘some arrange-
ment for coordination becomes necessury of the
production and investment decisions as well as
wages, employment, pricing and technology policies
of the different enterprises. However, it would not
be desirable ;o subject all decisions to scrutiny and
approval of the Government. Direct intervention,
to be effective, has to be limited and the crucial
task would be. to define clearly the areas where
compulsions of planning require close coordination

" of economy-wide and enterprise-level plans.

2.2 Public enterprises in India operate in a large
number of sectors; while some are in the qore
sector, others are not. In our opinion, a careful
dovetailing of all the plans of public enterpriscs
and the National Plan is required only in a few
core sectors which are critical for the planned
development of the country because they are closely
linked with other sectors. In fact, in these sectors,
a mcasure of central intervention is required not
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merely ia the case of public enterprises’ but also in

similar private enterprises.” However, in practice.

in most of these core scctors, public enterprises
account for the bulk of available capacity and have
a near monopolistic position. These sectors generally
operate In a non-competitive environment, with a
few producers, and in many cases, with price and/
or distribution controls. Most of the large projects
in the industrial fields also fall within this core
sector. :

2.3 We would suggest that for the purpose of
defining Government Public Enterprise relatiops,
the following sectors be considered as core sectors:
. Coal and lignite

"Crude oil, petroleum and patural gas '

Power :

Primary steel production

Primary production of aluminium, copper, lead,

zinc and pickel

Fertilizers .

Primary production of petrochemical

mediates,

It may be noted that in national planning, apart
from these, the concept of the core will also include
other sectors like agriculture, irrigation, railways,
ctc. But in these, investments are generally not
undertaken by central public enterprises. These

inter=-

are, therefore, not taken into account in our report.

2.4 Public enterprises operating in the core
sector will naturally have to interact intensively

with the Ministries or Departments of the Govern- -

ment of India with regard to matters like invest-
ment plaoning, price fixation and financial manage-
ment, Their plans will have to be integrated into
the National Plan as is the case at present. How-
ever this would not preclude meodifications in the
present procedures to allow for a greater measure
of autonomy. ' As for - public enterprises in the
non-core sector we would recommend that: their
plans be integrated into the National Plan only in
.an indicative sense and such units would continue
to be governed by the indicative and regulatory
framework of planning as applicable for all similar
private sector units/ Even in the non-core sector,
it will be necessary to distinguish between uaits
which are financially viable and others which incur
losses, hence imposing a draft on budgetary
resources. - : ' .

2.5 Thus, from the point of view of planning
and budgetary management, public enterprises may
be grouped as follows:

(a) Enterprises .operating in the core sector as
defined in paragraph 2.3 above; -

(b) Financially viable enterprises in the non-core
sector, and ' ' .

.(c) Enterprises in the non-core sector imcurring

losses. '
s This broad grouping has to be taken into account
in defining the policy framework for regulating
interaction between the Government and the public
enterprises, .

2.6 "As we see it, this interaction, where the
‘Government’s policies are determined by the
prigrities'and compulsions of planned development,
‘and public enterprises are to serve as instruments
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of implementation of these policies, the central
1ssue 1s to find the right balance between autonomy
and accountability of the enterprises. | Autonomy,
in this context, would mean the ability of an enter-
pris¢ management to take decisions freely based on
cconomic coasideration, on matters for which they
are to be held responsible., Accountability itseif
has to be defined in terms of well-specified per-
formance criteria and the degree of success in the
fulfilment of specific tasks assigned to public enter-
prises.  In our view this would require changes in:
-— The organisational structure of public enterprises and
their relations with the Government; .
— the procedures and rcgulations which determine the
degree of autonomy of public enterprises;
;I’itl?:;‘systcm of performance evaluation and account-
— the code of conduct that governs the exercise of
authority in the Government and in public enlerprises.

2.7 In what follows we deal specifically with
these areas and suggest certain changes which in
our view will increase the degree of autonomy of
public enterprises, enforce accountability for per-
formance euectively and contribute thereby to its
better performance.

111

'ORGANISATIONAL STRUCTURE
OF PUBLIC ENTERPRISES

3.1 The Committee has discussed the ijssues
reparding the appropriate "organisational structure
of Public Enterprises which would ensure their
autonomy and also facilitate their efficient function-
ing. The Committee’s recommendations on this
subject are submitted below. -

3.2 The autonomy of a Public Enterprise consists
in the ability of its management to exercise the free-
dom of action in day-to-day operations, io taking
all decisions affecting their performance without

" being restrained by any external authority, such as

the Government.' It should, however be recognised
that in our situation there are some inberent limi-
tations on this autonomy.

3.3 First, the Government of India is responsible
to Parliament and if questicns are raised in Parlia-
ment about the policies, performance and operation
of any public sector entc.prise, the Minister has to
provide apswers and accept the responsibility for
the functioning of that enterprise. Because of this
accountability to Parliament, public enterprises can-
not be completely free from governmental scrutiny,
not only of their general policies but occasionally
also of some aspects of their day-to-day operations,

- where some lapses or abuse of public funds may

be involved. Parliament’s authority in such matters
is supreme but it may be /necessary to cvolve a
convention by which Members of Parliament accept
some self-imposed restraints on the nature of ques-
tions they ask. The Committee bas considered
these issues in a later chapter.

3.4 Further, in our framework of economic plan-
ing, the policies of public enterprises, their invest-
ment decisions, their programmes for growth,
expaasiop, etc., have to be dovetailed to pational



priorities and mobilisation and allocation of resour-
ces. Even when the investment and expenditure
decisions of some of these enterprises do not depend
upon the, Governmeat’s budgetary support, their
overall impact on the economy through backward
and forward linkages, their decision to buy equip-
ment from  indigencous sources or import, their
claim on the total economic resources, especially
in the core sector, etc., may be so important as to
require their reconciliation with the national plan
objectives.

3.5 Similarly, ‘wage and employment policies of
different public enterprises would have implications
for other enterprises and the national economy and,
hence, will bave 1o be subjecjed to some overall
co-ordination.

3.6 There are also several enterprises which are
making losses and which come to the Government
for finaancial support in order to survive and it is not
always possible for' the Government to allow the
companies to be liquidated as in the private sector,
It will, therefore, be necessary for the Government

to go into not only the broad policy decisions of -

these companies but also their day-to-day operations,
so that their performance can be improved aand
losses reduced. -

3.7 It will, thecefoce, be unrealistic think that the
public enterprises could be made completely auto-
nomous and independent from Government’s super-
vision. Most Chief Executives of public enterprises
recernise this fact of life and it appeared from the

discussions the Committee had with all concerned that-

/the basic problem was not that the Government’s

., sapervision or guidance was avoidable, but that it
"was often excessive and not based on well estab-
lished rules and conventions.; More often, they are
not related to efficient functioning or for achieving
tbe objectives of the Eaterprise.

3.8 The need is, therefore, to evolve a set of rules
and conventions by which the Government can help
in the better functioning of the public enterprises
and work out an organisational pattern which would
reduce the points of intervention by the Govern-
ment in the management of the enterprises, without
minimising the Government’s right to have neceded
information.for evaluating performance. It is recog-
pised by all that, on paper, managements of public
enterprises enjoy large autonomy, sometimes ‘much
more than even by the private sector managements.
However, in practice, informal and formal involve-
ment of Ministries and Departments take place in
arcas wholly within the decision making powers
of public enterprise management.

" 3.9 The Committee attaches considerable impor- *

tance to devising a proper organisational structure
for public enterprises in the belicf that/certain forms
of organisations, rather than others, can be more

conducive to the efficient functioning of the public .

enterprises through a proper division of authority
and responsibility between the Government and
the public enterprise management.’ Given this divi-
sion, the system should run by established rules
and not by arbitrary exercise of discretion.

3.10 In our approach Government should be
primarily concerned with overall strategic planning
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and policy rather than with day-to-day functioning
of the publigs enterprises. Government's respoa-
sibility is to gsure that public money invested in
these enterprises carns an appropriate rate of
return, and that the ' functioning of these
enterprises is consistent with plan objectives,
including those related to employment, fair pricing
regional dispersal of industries and efficient use
of scarce resource. Once the goals have been mutu-
ally agreed to, the enterprises should be allowed to
operate without further intervention by the Govern-
ment in ‘day-to-day functioning. The enterprises
should, however, be held strictly accountable for
their performance in relation to the goals set and
there should be an appropriate mechanism for
evaluation of their performance.

3.11 The Committee disoussed, the length, alter-
native models of organisational structure for public
enterprises, under which there will be arclear divi-
sion of responsibility between the Government, as
represented by the Ministry or Department, and the
management of these enterprises, as represented by
Board of Directors or the Chief Executive. In short,

| the Ministry should be responsible for the formula-

Tion of policy and the Mapagement should be
Tesponsible for the implementation of that policy,

and theinteraction between them should be such as

 Tfacilitate the exercise of overall ‘Government

Supervision, without impairing the efficiency of
operation of the enterprise. Such an organisational
structure should keep the operations of an enter-
prise at *arm's length’ from the Government and
promote decentralised degision-making within the
enterprise. o

3.12 Qae such form of organisation, widely prac-
tised in many European countries is that of a
“Holding Company’. While there are differences in
models prevailing in different countries, basically
Government’s interface with the public enterprises
takes place undeg these models at the level of the
Board of the Holding Company which is responsible
for day-to-day operations of a number of subsidiary
companies, The Government in turn sets the goals
and targets for the Holding Company and receives
periodical performance reports'regarding the overall
efficiency of the latter’s operations. The administra-
tive responsibility in respect of individual companies
is that of the Holding Company and the Govern-
ment itself does not come in day-to-day contact with
the individual companies.

3.13 Currently, a Ministry in-charge of a npumber
of "public enterprises, which are mostly unitary
companies, not only gets involved with the Manage+
ment Board of the ¢nterprise but also in the coordi-
pation of decisions and activities of the different
companies. ‘The logic of “Holding Company™
structure is to introduce an intermediate level of
management i.e., the Board of the Holding Company
between the Ministry and the Companies, reconsti-
tuted as subsidiary companies. The Board of the
Holding Company also takes up the job of co-
ordination between the subsidiary: companies.
As a result, the interface between the Government
and the subsidiary Companies is minimised without
sacrificing the essential need for coordination of the

2l



operation of the companies. :

3.14 The Committee considered‘g]so the possioi-
lity of reorganising the existing unitary compar ies
into what can be called Apex Companpies with a
Board of Directors, at the Apex level, aboul a
number of Divisions or Units which would be eit 1er
profit or cost centres. :The objective would be to
have centralised policy making with decentralised
operation and administraiion.| A local management
committee in each division or ubit may control the
operation of the division or unit with adequate
delegation of authority by the Apex Board.

3.15 While the Committee recognised that a uni-
form structure for all public enterprises may not be
cither feasible or desirable it felt that the concept of
Holding Companies provided a reasonable framework
of organisational structure. Where a Holding Com-
pany cannot be formed it, recommended structuring
the Unitary Cempanies as Apex Companies on
the lines as defined above. The relationship between
Holding Companies and the Government should
equally apply to apex Unitary Companies: The Gover-
nment will ensure that the policies of the Holding
or Apex Company are in line with the national plan
objectives and general policies of the Government.
But it will have no direct dealings with the Sub-
sidiary Company or Divisions of the Holding or
Apex Company as the case may be.

3.16 The relationship between the Holding Com-
pany or the Apex Company and the Subsidiary
Companies or Divisions would be based, as men-
*tioned earlier, on the principle of decentralisation.
The Subsidiary Companies or Divisions concerned
would be delegated all the authority needed for
ensuring the fulfilment of targets and operational
efficiency. The Boards of the Holding Company- or
the Apex Company asthe case may be would
svaluate their performance on the basis of well-
defined criteria and performance parameters. The
Board of the Apex or Holding Company will
co-ofdinate the operations of Subsidiary Companies
or Divisions under their charge and supervise their
functioning as well as employment, recruitment,
wages, financia} and pricing policies.

3.17 In this framework, whether public enter-
prises will be reorganised in the form of Holding
Companics with Subsidiary Companies or in the

form of an Apex Company with divisions as_profit -

or cost centres will depend upon the size of the
enterprises concerned, the technological inter-
dependence between enterprises and the need for
efieciive coordination of the decisions at different
Jevels of management. If interaction - between the
Government and the public enterprises is limited,
as suggested, only to the overall policies and perfor-

mance evaluation as agreed with the Board of the

Holding Company or Apex Company, leaving the
subsidiary companies or Divisions to interact only
with the respective parent organisations, the auto-
pomy of the public enterprises may not be affected.
3.18 The Committee considered that the Holding
Company structure is more useful both for an
effective evaluation and ‘monitoring of the perfor-
mance of the enterprises and for a greater decentra-
lisation of operation. The Board of the Holding
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Companies can evaluate the performance of the
subsidiaries ‘terms of definite performance porms
while the Boards of the Subsidiary Compasies can
do similar evaluation of the operation of the units
or divisions under them. As the subsidiary companies
will be independent companies, under the Company
Law, there will have to be a decentralisation of the
decision-making process between the Boards of the
Holding Companics and the Boards of the Subsidia-
ries. The Government would be involved with only
the evaluation of the performance of the Holding
Company in terms of a few selected criteria, fully

. assured that the peformance of the different sub-
sidiaries of the Company has been effectively
monitored by independent Boards of ditterent
levels. .

3.19 A suggestion has been made that there is
no nced for representation of Government on the
Board of Directors of the Public Enterprises. The
Committee recommends that 'the institution of
Government Directors should continue as, in general,
they are a positive source of help and mediation
between the Government and the enterprises,i It
should, bowever, be easured that officials nominated

~as Government Directors had adequate experience
of public enterprises. Where this is not so, such
officials, before being nominated to the Board, should
be given orientation for a sufficient period in one or
more public enterprises under the charge of the
Administrative Ministry concerped. In our view,
‘wherever Holding Companies are being formed, the
appointment of Government Directors shouid be
restricted only to the Board of Directors of the
Holdiog Company. The subsidiaries of the Holding
Company need not have Government Directors on
the Boards. .

3.20 ' On balance of consideration, the Committee
felt that public enterprises in the core sectors such as
steel, coal, power, fetilizer and petroleum should be
re-organised into Holding Companies functionipg
under the administrative control of the concerned
sectoral Ministries. If a single sectoral Holding
Company becomes too large, it may be necessary to
set up more than one such Holding Company. It
would facilitate co-ordination if major public enter-
prises which supply inputs, machinery'and equipment
to the producing units, and related consultancy
organisations also are brought under the sectoral
Holding Companies, - for example, HEC and
MECON for steel, MAMC for coal, EIL for petro-
leum, etc. In the petroleum sector, it may perhaps
be necessary to have more than one Holding Com-
pany. We are not going into details. which should
be worked out carefully. :

3.21 The financing of investmeuts for the core
sectors would be mainly tbrough the budget and,
therefore, the present modes of scrutiny and controls
would by and large continue. Holding Company
would act as a link between the Government and the
public enterprises and the areas of authority and
responsibility between the government and the Hold-
ing Company would be clearly defined. The Govern-
ment’s jnvolvement would be limited to:

" (i) appointment of the Chicf Executive and other
members of the Board of Directors;



(ii) investment financing and project appraisa);
(iii) targct setting, budget, performance evaluation;
an ‘

(iv) broad pelicy guidelines,

In all other maiters the Holding Company and its
subsidiaries would be subject to the same controls
and procedures as in the case of private sector
units.

3.22 The responsibility to the Parliament would
be discharged by the Minister with the assistance of
the Chief Executive himself who would assist in the
answering of Parliament questions, debates, etc.,
concerning eoterprises under his charge. The Secre-
tary of the Administrative Ministry would not be
concerned with these matters. The Board of Directors
of the Holding Company would enjoy all authority
consistent with their responsibility.

123 The Holding Company would also specify

lr;wmmumﬂmo_n._mm_cu
ulilisation, profits, dividend etc,, for a § year period
and, therefore, enter ingo Memorandum of Under-
Stﬂm%__gﬁﬂemmmuwuly_ag@d
basis. Certain obligations would also be cast on

the Minisiry or Department regarding provisions o
equity, price levei_etc, This Memorandum of .

Understanding would be reviewed each year and, .

Com-

updated and the perform Holdin
pgn udged on this basis, making due
the failure or otherwi he
meat to fulfil its part of the Understanding.
32 or the Companies in the non-core sector,
an exercise should be done to re-organise the enter-
prises into a few Holding Companijes and some
Apex Companies (f.e., Unitary Companies with Apex
Board and Subsidiary Profit Centres) depending
upon the nature of the products, the location and
the other linkages. The Committee also felt that all
these non-core sector Units should be under the
sectoral Ministries. /The enterprises in the non-core
sector generally operate in a competitive environ-

ment with a substantial private sector presence., The ,

[ sectoral Ministry| will formulate sectoral policies
which will apply to both public and private sector
units. But ualike in the Core Sector the Ministry's
involvement here will be limited only to admiais-
trative supervision including appointment of the
Chief Executives and members of the Boards of
Directors and evalution of their performance accord-
ing to some well-defined norms and criteria, «

3.25 There arc a few promotional corporations
set up in the public sector like the Indian Dairy
Corporation and the National Research Develop-
ment Corporation of India. The Committee suggests
that promotional corporations should be more .
appropriately set up under an Autonomous Board or
as a registered socicty. These promotional corpora-
tions would have to reftain within the charge of the

concerned sectoral Ministries since they are primarily .

instruments of public policy.

3.26 The Committee observed that many of the
‘taken-over units from private sector were located in
sectoral Ministries which were not appropriate. The
grouping of small public enterprisesin to larger ones,
particularly from among the Engineering and _Phar—
maceutical enterprises also needs urgent attention.
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3.27 The Committee, therefore, recommends that
a Working Group be formed by the Government to
go into and make recommendations on the follow-
ing: . '

(i) transfer of existing public enterprises, or any
of their constituent units, to the appropriate sectoral
Ministry; ‘

(ii) merger of existing public enterprises into
smaller number of companies by appropriate group-
ing;

(iii) formation of Holding Companies and Apex

Companics under the sectoral Ministries from among,
the sectoral public enterprises;
._{iv) based on the re-organised Holding and Apex
Companies, suggest, where pecessary, transfer of
certain subjects for nodal responsibility from one
Ministry or Dcpartment to another.

A \
AUTONOMY OF PUBLIC /
" ENTERPRISES

/ L 3

4.1. The objective of setting most of the public
enterprises as corporate entitics was to provide the
maximum autonomy in their day-to-day management.
However, in practice, the decision-making powers of
public enterprises and its Board of Directors are
restricted to a great extent due to specific clauses in
their Articles of Association, Bureau of Public
Enterprises and Government guidelines and dircc-
tions, the proczsdures followed for scrutinising invest-
ment fundings, choice of projects, wage policy, etc.,
issued from time to time in addition to all other
controls and regulations which are common to both
the public and private sectors. We feel that the
division of decision-making power on commercial
matters between enterprise and the Goveroment
needs to be examined and modified ' In what follows
we do this for some of the major areas where
decision-making powers of public enterprises are

Jimited by the requirements of prior approval of

Government of India or by having to be. in confor-
wity with specific guidelines.

A. INVESTMENT APPROVALS AND CAPITAL
. BUDGET ' _

4.2 The present system of investment financiog
for public enterprises integrates their plans fully into
the total public sector plan. " As a consequence, the
investment activities of public enterprises are!subject
to Government approvals and several stages. Certain
consequences of this system of investment financing
are worth noting:

— Since internal resources of public enterprises
are a part of plan resources, the outlay provides
for a planned investment programme irrespective
+ of whether the outlays are financed by internal
resources or from the budget;
— The extent to which public enterprises
mobilise resources from capital market directly is
very limited and they lobtain the bulk of their
finances through the budget; '
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— There is a virtual guarantee of investment
finance to cover cost and time overruns.

4.3 The intimate links between public enterprise

investment plans and the budget has led to a com-

plex system of governmental approvals for individual.

proposals. ln order to integrate their plans with the
national plan, an enterprise has to interact with
Government at several stages.,

— The investment proposal must form a purt of
the Five Year Plan and therefore must be included

,l the recommendations of the Working Grou) on.

the particular sector. The investment proposal has
to be included in the concerned Ministry's plan and
the plan as finally approved.

—The investment proposals are formulated in
consultation with the Administrative Ministr' and
other Government Departments for certain ¢ ucial
parameters like location, size, technology, etc.

* —If the proposals are beyond the financial powers
of their Board of Directors, these have to be s:ruti-
nised by the Public Investment Board (PIE) or

Expenditure Finance Committee (EFC) and the.

approval of Cabinet is also necessary in some cases.
—Even after the investment proposal is approved,
the public enterprise has to obtain approval annually
for its capital expenditure programme.
- 4.4 Despite such rigorous scrutiny and Govern-
ment interventions, in practice, the system does not
really provide greater leverage in regulating the
public sector’s draft on resources. Unforeseen cost
overruns, which have to be financed, losses which
require budgetary support and delays in implementa-
tion of projects actually increase the uncertainty with
regard to formulation of budget whereas excessive
government intervention prove to be time consuming
and at the same time erode the autonomy and res-
ponsibility of the public enterprise management in
smplementing the projects; While the enforcement
of plan priorities though detailed and project-by-
project, scrutiny on public enterprise investment
may work in a few sectors where the public sector

dominates, it is of limited utility in other sectors.,

The Government cannot really exercise its responsi-
bilities as a lender since public enterprises are some-
times required to undertake unremunerative projects.
Thus, in practice the present system does not really
facilitate the processes of budgetary control or
investment on plan priorities,| At the same time,
it probably leads to a measure of ﬁnancxal xrrespon-
bility in the public enterprise.

The Proposals

4.5 The direction of reforms in the present system
of investment financing has to be in line with the
importance of public Fnterpnse investments in the

pational plan. In this regard, a distinction has been
made in the previous chapter between (a) core sector
enterprises, (b) financially viable enterprises in the
non-core sector and (c) enterprises in the non-core
sector which are incurring losses. The Committee

was of the view that in the case of core sector enter-
prises, the existing system of fully integrating their
plans with the total public sector plan must continue
since in most cases the public enterprise plans
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and co-turminus with the natjonal sectoral plans.
Many of the core sectors are highly inter-linked
and, therefore, this calls for co-ordination with other
sectoral plans. The resource requirements of these
sectors is also very large and, therefore the present
system of scrutiny of all their investment proposals,
whether financed through pational budget or
through the funds raised by the enterprises them-
selves, bas to continue.,

4.6 In the case of the financially viable non-core
sector, there does not seem to be any need for such
detailed scrutioy and the public sector investment
plan should include only the flows through the
budget. To the extent, these enterprises can finance
their investment requircments. by raising funds from
the public’ through deposits or debentures or by
borrowing from the financial institutions, they need
pot be subjected to any process of governmental
clearance,

4.7 This approach is linked to certain changes in
procedures for investment approval. In the core
sector the nature of scrutiny and approval at the
Government level will, if anything, have to be made

‘more ¢ffective. Since the commitment of the Govern-

ment here will not be only. for equity but for the
total project cost, and because the cost of failure
from a wrong investment decision is very high, the
system of Government approvals for these sectors
should be built around the two-stage clearance pro-
cedure of PIB. The first stage which gives approval
in principle and sanctions preliminary expenditure
should be the stage at which basic questions about
plan prioritics, project parameters, investment deci-
sions, ectc, should be settled. The second stage
would really be for scrutinising the details with
regard to technology, costs etc.

4.8 At the first stage itself discussion could be
started between the useér industry and the manu-
facturers of equipment. PIB should set up a ‘task

, force’ for this purpose consisting of, inter alia,

representatives of both the producer and the user.
This ‘task force’ would go into all aspects relating to
internal availability of equipment, capability of
public enterprise to manufacture th¢ equipment, the
peed for import, the quantum of import, etc.

4.9 At the second stage the projects should be
considered on a detailed project report, adopting the
procedure of a single window clearance. PIB could
take a view whether equipment will have to be
imported or order should be placed on indigenous
maoufacturers. Foreign exchange clearance should
also be tied up especially by incorporating capital
goods clearance procedures. Apy question relating
to price preference could also be settled by PIB on
the basis of the recommendations of the ‘task force®.
Where, however, certain ingestment proposals are
tied to available credits from external sources, this
exercise would have to be performed as usual in
consultation with the Finance Ministry. Since all
the Ministries are represented on PIB, this second
stage could thus combine the usual PIB clearance
with the approval for financing packages, external
credits, collaboration agreements, capital goods
imports, locational and environmental aspects’etc.

4,10, At present proposals which fall beyond the -



delegated powers of the public enterprise but are
estimated to cost Rs 10 crores or below are brought
before the EFC for approval. lavestment proposals
costing above Rs 10 crores require the approval of
the Cabinet and these are brought before PIB, It is
suggested that these limits be raised as bzlow:

(1) EFC — lavestment proposals costing above

Rs 5 crores but not above Rs 25 crores.
(ii) PIB — Investment proposals costing over
Rs 25 crorcs.

Corresponding changes shouid be made in the
delegated powers of the public enterprises.

4.11. We would also suggest that EFC/PIB should
be served by a single Appraisal Agency which
should be the principal point of contact between
the public enterprise and the various agencies which
scrutinise .the investment proposals. All these
various agencies should be required to provide their
comments to the single modal agency which should
iotegrate them into a comprehensive appraisal
report to be submitted for consideration of EFC/
PIB. We feel that the Project Appraisal Division
of the Planning Commission should be this nodal
agency, and for this purpose it should be suitably
strengthened.

4.12. Currently the public enterprises submit
their investment proposals to the PI1B through the

* Administrative Ministries, which iovariably intro-
duces delay. When an investment proposal is
cleared by the Board of a Holding or Apex Com-
pany, the same would be sent simultaneously to
both the Administrative Ministry and PAD for
appraisal, If the Administrative Ministry does not
bring up the case before the PIB within three
months, PAD may do so and comments of the

Administrative Ministry, like those of any other

Migistry, should be examined as a part of the

normal PIB procedure.

4.13. In the case of enterprises in the non-core
sectors which are finaocially viable investment pro-
jects usually are not very large and, therefore, it
should be possible to mobilise bulk of resources for
these investments outside the budget. In these

-~ sectors, therefore, the flow through the budget can
be restricted to the contribution towards equity
and such enterprises should be expected to mobilise
the rest of their resource requirements through —

(a) Internal resources generation;

'(b) Project finance from term lending institutions;

and '

(¢) Direct mobilisation through public deposits
andfor  non-converdble debentures, without
Government guarantee. /

If this reform is accepted the plan ceiling for these
enterprises may relate to only the cquity contri-
bution from the Government which will be sanc-
tioned through the PIB procedures.

4.14. These changes suggested in the modalilies
of financing public enterprises, imply certain modi-
fications in the role of the Government machinery
in project approvals. In the non-core sectors,
enterprises will be expected to mobilise funds
through financial institutions and capital markets.
This will generally mean that investment proposals

will be subject to some form of external scrutiny .
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and appraisal,” The main difficulty will be that
inancial institutions and capital maurkets will be
mainly concerned about the backruptcy of these pro-
jects rather than their impact on the economy as a
whole, The Government may, however, wish to use
some of these enterprises as agencics for the esta-
blishment and development of a new technology or
for the development of o' backward area observe
some other social objectives which may not be
commercially profitable. In such cases, either the
Government bas to make substantial equity con-
tributioa or some mechanism has to be developed
to reimburse the additional net cost of such acti-
vities, This kind of projects would go through the
normal procedures.

4.15. Therefore, some form of Goveroment
approval for the investment programme of even
ron-core enterprises will be required if they required
¢dditional equity contribution from the budget. The
Five Year Plan will indicate the amouat of invest-
rient by way of equity that Government would be
villing to make, the rest ol investawnt being loans
riised by debentures, public deposits, and from public
f nancial institutions. Therefore, as and when parti-
c Alar projects one formulated such projects will be

s ppraised, by the public financial institutions in asso-

¢ ation with central appraisal agency of Government.
(' the basis of such appraisal, funds will be released
ty Government and by the institutions without
passing through any further procedures or processes
10 Government. Contribution by Government in
whole, or in substantial part, will be subject to
usual approval, above Rs 25 crores by the Govern-
ment (Cabinet). This modality of raising funds
partly through Government (equity) and through
external sources/banks and public financial institu-
tions will be open only to those non-core public
enterprises which have a dividend record of at least
9 per cent on net worth or 50 per cent of net profits,
whichever is lower, distributed over the past three
years. One of the existing financial institutions like
the Industrial Development Bank of India would
service such public enterprises. For this purpose, a
specific allocation would be made to the earmarked
tinuncial institution for a period of 5 years,

4.16 The Committee considered the possibility of
some public enterprises raising funds from the
public through sale of shares. It was felt tbat only
companics which were performing well may be in a
position to raise funds from the capital market
through the sale of shares, which they could do as
well through raising deposits or floating non-con-
vertible debentures. While raising of loans involves
a fixed liability, selling shares may create problems
of ownership without givirg the public sector enter-
prise any greater advantage. The Committee, there-
fore, did not recommend scllirg of shares to the

“public by existing public sector companies. /

4.17 An important corollary of the liberalised
investment procedure is that restrictions on the
borrowing powers of the entcrprises based on the
Articles of Association or Government guidelines, if
any, would have to be removed in respect of the
financially viable non-core enterprises,, They would,
of course, continue to be subject to the normal
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guidelines applicable to all enterprises, public or
private. It must also be emphasised that such bor-
rowings of these enterprises through public deposits
or issue of debentures should not be guaranteed by
. the Government™~ For any borrowings based on
Government guarantee prior approval of the Govern-
ment would be necessary.

4.18 The third category of loss making units
poses certain special problems. The appraisal of
their investment projects and the mechanism of
approval will have to be linked to programmes to
make them viable by reducing their losses and im-
proving their performance. These are dealt with
fully in a subsequent Chapter.

B. WAGE POLICY IN PUBLIC ENTERPRISES

4.19 Workers in public enterprises are governed
by the Industrial Disputes Act and their remuner-
-ation levels and patterns are determined by a col-
“lective bargaining process, except in a few industries
(like Textile and Cement) where these ate settled by
industry-wise Wage Boards. In respect of some
industries, wages are determined on the basis of a
bipartite machinery consisting of the managem:nt
of the public and private sector enterprises on :he
one hand and the workers’ representatives on- :he
other. Historicaily the long-term settlement let-
ween the enterprises and the workers’ unions 1as
been a period of three to four years.

4,20 In the sixties, the Government of Indi¢ as
such was not deeply involved in the negotiatic os.
Limits were set in terrns of percentages within wtich
the managements were expected to negotiate, ’‘he
managemznt would keep the Board of Direciors
fully informed of the progress, The Governmcnt
representatives on the Board, both in the Adminis-
trative and Finance Ministries, were expected, in
turn, to keep the Govermnent informed of the
progress. However, no final commitment by the
management could be made to the workers without
obtaining the concurrence of the Secretary and
the Minister of both the Administrative and the
Finance Ministries.

4.21 Nowadays, in practice the managements
clear with the Administrative Ministries and the
Bureau of Public Enterprises the global limits within
which they could negotiate, as wgll as the individual
components of the package like House Rent Al-
lowance, Transport Subsidy, Shift Allowance, Tiflin
Allowasace, Canteen Subsidy, etc. Once consensus is
reached and the managements feel that they have
carried the workers with them, formal proposals are
sent to the Administrative Ministries and after ob-
taining the approval of the Minister concerned, sent
to the Bureau of Public Enterprises to process the
case for the approval of the Finance Minister.
Formal agreement between the management and the
vnions is concluded only thereafter. In many cases
. Memoranda of Scttlement have also been signed by
the management and the workers incorporating a
clause to the effect that the provisions of the Memo-
randa of Settlement would be subject to the ap-
proval of the Government.

4.22 Apart from the basic pay, Dearness Allow-
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ance linked to the cost of living index, HRA, CCA,
Transport Subsidy, Shift Allowance etc., there are
two other components of workers' remuneration.
Thesg are the Annual Bonus according to Section
20 (i) of the Payment of Bonus Act, 1965 or Bonus
linked to production in lieu of profit sharing under
Section 31 (A) of the Bonus Act, 1965 and Produc-
tion Incentive Schemes operated on anm integrated
basis outside the provisions of the Payment of
Bonus Act.

4.23 Payment of bonus under Section 20 (i) of the
Payment of Bonus Act is applicable to those enter-
prises which derive not less thao 20 per cent of their
Income in competition with units in private secctor.
,They are allawed to disburse bonus as per provisions
of the Act oa the basis of dctermination of alloc-
able surplus based on audited figures. Public enter-
prises not governed by Section 20 (i) of the Payment
of Bonus Act but coming within the purview of Sub-
Section (ii) of Section 20 are authorised ex-gratia
payment equivalent to the amount they would have
been entitled to get as bonus bad the entcrprise
fallen within the purvicw of the Bonus Act, 1975.
Executive instructions are being issued to the
Managements from 1976 onwards in this regard.

4.24 ' Productivity linked incentive payment
schemes have been introduced by several public
enterprises either under Section 31 (A) of the Bonus
Act which envisages payment of bonus lisked to
productivity over and above the minimum statutory
bonus or outside the framework of the Act; Public
enterprises are required to get the approval of
Government for the productivity linked payment
schemnes introduced by them, They are also required
to review the existing schemes in the light of some
guidelines. :

4.25 At present there is a feeling among the public
enterprises that they have very little autonomy in
the matter of wage negotiations since Government
approvals are required for virtually all componeats

"of the wage.) They would like greater degree of

frcedom in arriving at a settlement with .workers
as part of the collective bargaining process. How-
ever, there are certain difficultics inherent in letting
each enterprise negotiate independently. Competi-
tive bargaining is not always based on the perfor-
mance of the enterprise itself, but on what bas been
conceded to workers in another enterprise either in
the same location or which is similar in technology,
size, etc. This comparison does not confine itself
to the total bepefit but also to individval com-
ponents like minimum wage,HRA, CCA, Washing
Allowance, -Education Allowance, LTC, ¢tc. In this
situation some suitable compromise between barga-
ining at the enterprise level and a wage policy
dictated from above is necessary, At the same time

a clear link with productivity is also needed for

the health of not only the public sector but also
the organised sector as a whole.

4.26 It is, therefore, suggested that the basic wage
structure of the employees of public enterprises
(covering basic pay, Dearness Allowance and certain
standard allowances like HRA and CCA) should
be determined on industry basis or on industry-cum-
region basis. This can be done either by a Wage



Commission or through the mechanism of industry-
wise wage boards and settled for a period of five
ycars. .

4.27 In addition to this basic wage, there should
be a component which should be linked with pro-
ductivity which may be negotiated by each enter-
prise with its employees within the constraint of a
certain amount specified as ceiling for the total
anaual cost of such incentives. - The amount may be
determined in consultation with the Government
on the basis of profits earned by the enterprise or
substantial reduction in the losses. In some sectors,
adequate cushions must be provided for factors
relating to administered prices, increase in input
costs on policy grounds etc., so that the lack of
profits does not impinge on the ability of the workers
to earn what they should on the basis of total pro-
ductivity improvements achieved.

4.28 In devising the above scheme, the Govern-
ment would give the broad guidelines and the Board
of Directors of the enterprises should be given full
authority to take decisions which, if they are within
the guidelines, should not require the prior approval
of the Government. Such ascheme would fulfil
the twin objectives of increasing productivity of the
existing capital assets, at the same time giviog
inceatives to the workers to earn higher wages than
they would otherwise have.

4.29 With regard to the payment of bonus, we do
not suggest any change ia the present procedure.
It may, however, be desirable not to expand this
scheme very much in the future, so that most of
the increases in wages, over and above the basi:
wages and the minimum bonus, are granted ti
the workers through the productivity incentiv:
schemes,” ;

C. EXECUTIVES’ APPOINTMENTS AND
REMUNERATION

4.30 The power to appoint and dismiss' Chie’
Executives and full-time Directors vests at presen:
with the Government., This is as it should be ani
even in the private sector such appointments hav:
to be approved by the general body of the share-
holders. However, this particular power of the
Government can lead to the erosion of autonomy
by the exercise of informal interference in decisions
which, otherwise, do - not require its prior approval,
Hence, we would like to suggest certain changes
which will help to safeguard the autonomy of the
Chief Executives and the full-time Directors in the
exercise of the powers which are theirs under the
rules and yet subject them to the test of perfor-
mance.

4.31 The present -practice of giving the Chief
Executives and the fulltime Directors a tenure of
two years including probationary period of one year
is acting as an inhibiting factor in their -perfor-
mance. In respect of large organisations these
officials could not be reasonably expect 'to bring
about any noticeable changes or improvements
within a spell of two years, Therefore, with a view
to improving organisational efficiency, it is recom-
mended. that the tenure of the Chief Executives and
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full-time Directors should be 5§ years subject to a
probationary period of onc year and removal at
three months’ notice for unsatisfactory performance.,
The top management of public epterprises must have
the security of knowing that, provided they perform
well, they will have a tenure long enough to show
results., We would also suggest thut non-confirma-
tion of dismissale of a Chief Executive of Functional
Director should be decided by the Appointments
Committee of the Cabinet (ACC) only afier taking
into account the views of the -Public Enterprises
Selection Board. In the case of resignations by the
Functional Directors/Chief Execatives, acceptance
thereof will be with the approval of the ACC.

4.32 The authority to appoint part time Directors
also rests with the Goveroment. However, we
would suggest that the concerned department should
always consult the Chief Executive before finalising
the list of part-time Directors. The non-official
Directors should have a tenure of 3 years. The
Committee feels that vacancies on the Board should
not be left unfilled for a long time.

'4.33 The power to create Board level posts rests
with the Government and we would not suggest any
change in this. However, in some cases, the Articles
of Asspciation also limit the power of enterprises to
create posts above a certain limit but below Board
level. We would suggests that, in such cases, the
Articles of Association be modified to give the
Board full authority to create posts with a pay scale
below Board level.

4.34 Recruitment to posts below Board level is
within the powers of the Board of Directors., How-
ever, recently it has been decided that even if a post
is below Board level, if it carried the pay scale of a
Board level post, recruitment will be in consultation
with the PESB. :We feel that in consonance with the
concept of autonomy of the public enterprises,
appointment to such posts also may b¢ left to the
Board of Directors of the enterprise. |

4.35 Board level posts in public enterprises are
categorised into four schedules and the authority for
doing this rests with the Goverament, We would
not recommended any change in this except that the
categorisation should take into account the specific
needs of each company along with indicators like
investment, profitability, number of employees,
number of independent divisions etc. Sometimes
Chief Executives or Functional Directors may be
required at a level bighgr than indicated by their
category 'in sick or high techndlogy units.’ In such
a case the Chief Executive or the Functional
Directors, as the case may be, could be given a
higher scale on a personal basis.| In other cases,
upgradation of posts on personal basis should be
permitted only under the most exceptional circum-
stances.

4.36/ There is presently considerable gap between
the remuneration of Chief Executives/Functional
Directors of -public enterprises and private sector
companies, The Committee fclt that there is a
strong case for narrowing this gap. This can,
however, be considered only after the recommenda-
tions of the Fourth Pay Commission are received.
A Working Group may be set up at the appropriate
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time to specify salary scales and perquisites. The
Committee suggests that executives should be
entitled to participate in the productivity-linked
bogus schemes,

" 4.37 The Committee felt that as far as the bops-
ing was concerned, public enterprises should go for
either construction or purchase of flats. la the
meantime, the Chief Executives and Functional
Djrectors could be provided with houses, the rental
ceiling being raised to the equivalent of their basic
pay, without changing the provisions regarding the
plinth area. As r:gards Executive Directors, the
salary ceiling of hiring a house may be raised to
75 per cent of their basic pay. The Working Group
suggested in para 4.36 may also look into this.

4,38 Disciplinary proceedings against Board level
appointees is the ‘responsibility of Government
which is the appointing authority, However, in
respect of below-Board level executives, in certain
cases, the intervention of Central Vigilance Com-~
mission is necessary according to present procedures.
We feel that this can be dispensed with and " disci-
plinary proceedings against employees below the
Board Jevel should be entirely within the powers of
the Board of Directors.

4.39 The Committee recommend that the perfor-
mance of the Chiel Executive of the enterprise as
evaluated according to agrced parameters should
form his performance record for the year. In the
case of Functional Directors there is no need for a
review of the Annual Confidential Report writtea
by the Chief Executive. . Howecver. wherever an
adverse report is given, the Functional Directors
has a right to appcal to the Szcretary of the Admi-
nistrative Department. )

4.40 One of the most vital but neglected areas in
public enterprises has been the training or retraining
of workers and supervisors, managerial developmerit
at induction and at middle lcvels as well as succe:~
. sion planning for the top posts. It is not possible
to give a common prescription for all types «f
public enterprises. Firstly, the emphasis over th s
area must increase. Further, it is desirable that each
enterprise management must submit to its Board «f
Directors, once a year, a manpower budget, tle
training or retraining plans for all category of
employees, particularly the = managerial cadres.
These plans to be submitted before the start of tl e
financial year must coatain details and contents nf
well designed training or development courses ard
should be debated exteénsivelv by the Board of
Directors. It is' important for the Boards to
approve such promotion policies that more compe-
tent managers move to higher positions relatively
faster so that it is ultimately possible to fill the top
management positions from within, Persons below
the level of the top positions must undergo advanced
management training in and outside the country.
|In large Holding Companies and Apex organisa-
tions, inter-disciplinary in-plant management deve-
lopment courses should also be organised in order
to improve the competency of managers in general
management, financial management, commercial
and marketing operations, pqoductlon’a_md pro-
ductivity management, ctc.x Personnel pelicy of a
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company must provide for management develop-
ment training input to be provided for a pre-deter~

.mined number of duys or weeks training on an

average to each executive. Induction level training
of one year's duration which is given to executives in
many organisations should include adequate train-
ing in the technical discipline for which they are
carmarked.

4.41 Mobility of managerial personnel betwcen
the public sector enterprises should also not be dis-
couraged. However, on completion of long term
training course or on induction to an organisation,
on a higher position or on promotion within the
organisation the concerned executive must continuc
to serve the organisation for a period to be specified
in the personoel policy.

A/

ACCOUNTABILITY OF
ENTERPRISES

5.1 We have dealt in the previous section with
measures which will enhance the degree of auto-
nomy enjoyed by public enterprises. In our view we
also need to make public enterprises more account-
able for their performance. Hence the present pro-
cesses of accountability which operate through the
cvaluation of performance in the Goveroment,
through audit and through Pacliamentary scrutiny
needs to be modified and strengthened. In what
follows we deal with these three channels of
accountability.

A. PERFORMANCE EVALUATION

‘5.2 The organisational changes and the expansion
of autonomy that we have suggested require that
the accountability for performance should be strictly
enforced. In order to do this, ,performance criterja
and procedures for reporting and evaluation have to
be specified. .

5.3 In discussing the organisational structure we
have discussed the possibility of a Memorandum of
Understanding being arrived “at” between Governs™
ment io the Administrative Ministry and the Public
Enterprise Management well before the commence-
ment of the financial year. In these cases, the evaly-
tion of performance has to be in terms of the extent
to which such an understanding has been fulfilled.
Due allowance will of course be given to any part
of the Memorandum of Understanding which the
Government has not fulfilled and which impinges on
the performance of the public enterprise. Such a
Memorandum of Understanding, however, could
cover only a few enterprises where the details of tasks
of either partly could be specified. So, it is necessary
that a more general set of performance criteria is
evolved.

5.4 Public enterprises pursue a number of objec-
‘tives simultancously and a single measure of perfor-
mance is difficult to specify. However, there are
certain objectives which are common and these

should form the basis for gencral performance



criteria. These general criteria may fall into four
groups:

1. Financial performance,

2. Productivity and cost reduction,

3. Technical dynamism.

4. Effectiveness of project implementation.

FINANCIAL PERFORMANCE

5.5 In our view, the criteria for financial perfor~
mance are the most important, in that, public enter~
prises are expected to play an important role in the
mobilisation of resources and they can do so only if
they are financially viable. We would recommend
three basic criteria®: :

(i) Gross margia on assets (for all enterprises),

(i1) Net profit on net worth (for core sector and
profit making enterprises). '

(ii1) Gross margin on sales (for service enter-
prises). '

5.6 The standards against which financial perfor-
mance has to be evaluated will have to vary for: (a)
core sector enterprises; (b) financially viable enter-
prises in the non-core sector; and (c) loss making
units. .

5.7 Enterprises in the core sector are generally
subject to price control and their financial perfor-
mance is affected by this fact. However, some
pormative rats of turn is often implicit in price
fixation procedures and can provide a standard for
comparison. In any case, an inter-firm comparison
of performance is always possible within each sector.
In general, after allowiog for distortions induced by
lags in price adjustment, the rate of net profit, as
defined above, should be at least a stipulated per
cent which can be fixed for each enteprise at the
beginning of the year. The gross margin on assets
should be improving over time.

5.8 In the noa-core sector, manufacturing eanter-
prises in the public sector generally operate in a
competitive environment with a substantial' private
sector presence. Some of them (¢.g., cement, drugs)
are subject to price control. [n general, for these
enterprises, the criteria for comparison should be
the industry average both for gross margin on assets
and the rate of net profit. This will of course ouly
apply to profit making units.

5.9 Muny service enterprises in the public sector
operate as monopolies or have special privileges
which allow them to function on-a cost plus basis.
Moreover, the capital base on these service units is
very different from what it is in manufacturing
enterprises. In service enterprises, it may be more
useful to focus attention on the direction of change
in the gross margin on sales, though the other
measures of finaacial profitability should also be
examined. Wherever service enterprises operate in a

competitive environment, a comparison with private

®*Definitions are as follows: ¢

Gross Margin: Sales minus operating costs (excluding:

interest).
Assets: Gross fixed assets plus invenlories,

Net Profit; Gross Margin minus depreciation minus
interest. .

Net Worth: Equity plus reserves. .
Gross Margin on Sales: Gross Margin divided by sales.
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sector units would also be useful, o

5.10 In the third category of loss making units, it
is clearly not possible to examine measures of pro-
fitability, However, the gross margin should be
positive so that the loss making unit is at least
covering operating costs. In addition, it may be
useful to moaitor the direction of change in a few
other measures like (2) the ratio of Joaa liabilities to
assets, (b) the ratio of wages to value added per
worker, and (c) cash loss per worker.

PRODUCTIVITY AND COST REDUCTION

5.11 Monitoring performance in terms of financial
profitability has to be supplemented by some simple
monitoring of productivity and costs which, in
manufacturing enterprises, can be done by examin-
ing the direction of change in indicators like capa-
city utilisation, raw materials costs (at constant
prices) per unit of output, value added per rupee of

- wages ¢tc. Wherever possible, an overall index of

the cost of production should be worked out to
provide a measure for monitoring changes in costs
and productivity. It is particularly important to
uadertake such monitoring of costs and productivity
in the core sector enterprises besides evaluating their
performance in fulfilling the plan targets for produc-
tion. In'service enterprises, the productivity can be
monitored by looking at the direction of change in
the utilisation of fixed assets, number of days of
inventory and manpower per unit of turnover.

TECHNICAL DYNAMISM

5.12 The third group of performance indicators
relate to technology development. In this case a
simple quaatitative indicator is difficult to define.
However, a rough indication can be provided by
the number of product or process innovations intro-
duced or patents obtained during the year. Such
an iodicator is undoubtedly subject to vagaries of
interpretation of what cobstitutes an innovation
and bas to be supplemented by a qualitative asscss-
ment by technical experts (say, the Science Advisory
Committee attached to the Ministry) or the quality
R&D technology adaptation and quality control
in the eaterprises. Additional indicators are reduc-
tion in cost of production as a percentage of its
total cost, efficiency level of the product, export
competitiveness, sale of know-how etc.

PROJECT IMPLEMENTATION

5.13 The fourth set of performance indicators
relates to project implementation. At present,
there is an elaborate system of progress reporting;
but it is too detailed to provide a simple measure
of the quality of performance in project implementa-
tion. | Therefore, some simple indicator’ of project
implementation status is required. In the case of
core sector enterprises, at least an attempt can be
made to assess performance in terms of (a) percent-

.age utilisation of plan funds and (b) average slip-

page in ongoing projects, the weights for the average
being defined by the cost of each project, and (c)
percentage cost revision for the approved investment
programme relative to the previous year,

5.14 The four sets of performance indicators
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that we have sugpested may have to be supple-
mented by other indicators to cover specific special
tasks, if any, assigned to enterprises by the Gov-
ernment. These special tasks should really be
treated as a type of understanding between the
Government and the enterprise and appropriate
performance indicators should be specified at the
time the task is assigned and the Government may
be required to compeansate for the extra cost,

5.15 The method of performance evaluation
that we have suggested may require the monitoring
of ten or so indicators for core sector eaterprises
~and a very much smaller number for non-core
enterprises, - These indicators should be reported
on a quarterly basis by the Holding Company, or
the Apex Company for the organisation as a whole.
An annual performance evaluation report should
be prepared on such enterprise by a groun con-
stituted by the Administrative Ministry with repre-
sentatives from the Ministry, the Planaing Com-
mission and BPE and made available before the
Annual Plan discussions for the next year and also

to the Public Enterprises Sclection Board, We'

suggest this because performance evaluation will
lack bite unless it is taken into account in invest-
-~ ment decisions and in appointments, promotion,
confirmations and extensions for top management.
5.16 The performance indicators and the pro-
cedures that we have sggested are very much simpler
than the present Maoagement Information "System
instituted by the Bureau of Public Eoterprise vide
their O.M. No. BPE/GL-003/75/1&R/16(4)72 dated
11 March, 1975. This system collects a wvast
amount of information and envisages an elaborate
system of quarterly performance review meetings.
The Planning Commission also holds a parallel set
of review meetings. . We feel that our approach to
autonomy and accountability requires a less
intensive form of interaction. In fact, the primary
concern of the Government should be to exercise
the responsibilities of an owner who should con-
cern himself not with details of all operations but
with the results in terms of a few indicators, An
excess of monitoring dilutes not merely autonomy
but also accountability since in a welter of figures
and meetings, an overall assessment of performance
becomes difficult.. We- would therefore, suggest
that the existing Management Information System
.‘and the quarterly monitoring by the Planning Com-
mission be abandoned.” Enterprises which need
the assistance of the secretariat can always seek such
assistance as and when necessay. The Government
Secretariat can also obtain specific information,
when the need arises, from the enterprises. The
only element in the existing system that may need
to be retained is a system of production reporting
as it applied to DGTD units, and progress reporting
on major projects costing more than Rs. 100 crores,
" 5,17 Detailed monitoring should be the res-
ponsibility of the Holding Company or the enter-
prise. The Government should insist that in each
public sector unit, ithere should be a well defined
Management Information System (MIS) linking all
cost or profit centres to the top./ In fact, this MIS
should be the basis on which top management
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reports performance indicators to the Government
so0 that they are in a position to provide any clarifi-
cations that may be required in the evaluation
process. The items which should be covered in “the
MIS should be left to cach Holding Company or
caterprise. However, it is our expectation that the
performance indicators we have suggested will
induce top mapagements to monitor a wide range
of production, productivity and cost variables and
thereby gencrate pressure for improvements in
efficiency and profitability. On the basis of the
performance evaluation criteria evolved, 8 Working
Group would go into the MIS requirement.

B. ROLE OF THE COMPJROLLER AND
AUDITOR GENERAL

_ 5.18 At present most public enterprises are sub-
ject to “two audits”, one by the chartered accoun-
tants and the other, a supplementary audit. by the
Comptroller & Auditor General (C&AG). The
first is a requirement under the Companies Act and
the second is a consequence of the fact that these
enterprises have been financed out of public funds.
The chartered accountant’s audit deals mainly with
questions of regularity i.e.,r whether accounts are
correctly maintained, expenditures and receipts
correctly booked, etc. C&AG does not carry out a
repetitive audit over that of the statutory audit but
only some test checks where necessary. Besides, he
also looks at the propriety of the transactions.

5.19 Besides, the supplementary audit, the
Auditor General also carries out a periodical per-
formance audit of the public enterprise through the
medium of an Audit Board which includes industrial
specialists and experts on general mapagement.

3.20 The general consensus in the Committee is
that the performance audit of the Auditor General
should be continued. These reports serve a very
useful purpose and have generally earned the respect
and admiration of the legislator and the discerning
public, ~

5.21 It is, however, 8 moot point whether sup-

. plemeotary audit on.the Annual Accounts of Public
Enterprise should continue. A large number of
Chief Executives have suggested doing away with
this aduit. Ip their view certificate of a firm of
Chartered Accouantants regarding ‘‘the truve and
fair’’ view of a company which is in accordance
with the statutes of the country should be acceptable
in the case of public enterprises also. In their view,
therefore, the additional certificate presently given
by the Auditor General in the case of public enter-
prises was superfluous.

5.22 The Committee noted that in public enter-
prises common accounting policies and accounting
standard have not yet been evolved. This is very
essential and we would suggest framing of common
.accounting policies and standards for the public
enterprises without further delay. Once this is done,
the Committee recommends that supplementary
audit by C & AG may not be considered necessary
in respect to profilable non-core companies.
Necessary amendment to the Companies Act is,
therefore, suggested in this regard.

5.23 For large enterprises in the core sector,



suppicmentary audit as at present may be continued
by C & AG. The Committce would, however, re-
commend that attention be focussed on major
lapses. The Committee noted that in statutory cor-
porations like Air India, Indian Airlines, etc.,
regular audit by the Chartered Accountants is not
carried out and the audit is done by C & AG. If,
therefore, ‘in the large core sector enterprises, it is
necessary to avoid “‘two audits™ it is suggested -that
the regular audit by Chartered Accountants may be
dispensed with and only audit by C & AG provided
for /by suitable amendent to the provisions of the
Companies Act, |

C. RELATIONS WITH PARLIAMENT

5.24 The normal Parliamentary practice of the
accountability of the Minister-in-cbarge to the Par-
liament involves answering questions by Members
of Parliament, debates on particular issues, debate
on the Demands for Grants, etc. lo a Parliament-
ary form of Goveroment these matters are normally
left to conveptions and, ultimately, to the authority
of the Speaker. The late Speaker, Shri G. V,
Mavalankar had also envisaged in a letter to the
. then Prime Minister that “‘asking of questions or
raising discussions on the working of such bodics by
the whole House is neither desirable nor practicable.
The corporations must be left free in their day-to-day
adminpistration and the Ministers should not be
called vpon to answer detailed questions or dis-
cussiops in the House, except on such occasion
when questions of some general policy has to be
raised or discussed.” ’

5.25 Accountability to Parliament is a major
reason for continuous surveillance and involvement
by the Ministry or Departments of the Govern-
ment in the operations of public enterprises, This
involvement sometimes relates to matters which are
wholly within the powers of the Board of Directors
of the enterprise. The informal involvement dilutes
the autonomy and impairs the efficiency of operation
of these enterprises. A convention must be evolved
by which this is ‘avoided.

5.26 The Committee recognised that in general
Parliament’s intervention in regard to the overall
performance of public enterprises had a very bene-
ficial impact. However, the accountability of the
enterprises should be for performance and results,
We would, therefore, submit for consideration the

following suggestions which would help to enforce =

accountability of public enterprises more effec-
tively: '

(i) Parliament questions on day to-day operation
and management of the public enterprises may be
avoided. ’

(ii) Committee on Public Undertakiogs (COPU)
can examioe and probe the working of public enter-
prises in depth and in direct contact with public
enterprise anagement.

(iii) The debate on the Demands for Grants of
the concerned Administrative Ministry could be
used for purposes of a “debate on the performance
of public enterprises under the control of the Ad-
ministrative Ministry. The tabling of the Annual
Report and the Accounts of the enterprises can also
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provide on occasion for a general discussion on the
performance of the enterprise.

VI
TECHNOLOGY UPGRADATION

6.1 Studies have shown that a number of public
enterprises have not made suflicient efforts to absorb
imported technology or in some cases at adaptation
to the Indian environment. ; This has led to consi-
derable losses in both output and productivity, high
rejection rates, lowering of quality standards eic.
The transfer of know-how of imported processes and
designs to suit Indian environment should take jnto
account availability of strong product desipn and
engineering manpower as well as production
engincering group of a high calibre.} It is only
through the etforts of such personnel that continuous
efforts are required to be made to modify the
desigus and processes to suit new material -inputs
und environments and to develop new products more
appropriate for Indian conditions. In the absence
ol such personnel, transfer of “Know-why" from a
callaborator does not take place and the implemen-
tation of an agreement is confired to “Know-How'
only. In some cases, there are-only one or two
enterprises in the country, in the public sector, which
use the outpot of products of ‘producing organisa-
tions. In cases of such monopoly users they should
copcur the selection of imported technology, pro-
duct size and design. These designs and sizes should
glso not be changed very frequently because in
doing so, the unit cost of production, many a time
tecomes higher leading to a burden on the economy

- rot justified by .corresponding higher productivity

ete.

6.2 The Committee felt that apropriate mecha-
risms should be established in the enterprises linkage
v herever necessary and to ensure prompt absorption
¢fimported: technology as well as its adaptation
a1d, wherever possible, further improvement. The
product design and R & D personnel should be
iuvolved from the beginning of the process of
iinport of technology. at the stage of the formulation
of the proposal. Fullest use of overall national
capabilities, and planning out the technology plan-
ning and.development of the demestic equipment
mam_:facturcrs to meet the long-term technology
requircment of the public enterprises, should be
considered carefully before a decision is taken on
importing & particular technology. The commitice
also recommends that in addition to strengihening
of product design, process engineering, production
engineering groups etc., adcquate investment should
be made on R & D centres- in the enterprises to
facilitate such tecbnglogy absorption and upgrada-
tion. ) ' :

6.3 All major enterprises should periodically do
an asessment of world status and trends of their
respective techoologies. Further, they should have
techpqlogy adaptation and development programmes
explicitly indicated, budgeted and approved by the
Board of Directors. A component in the investment
proposals towards application and absorption of

k]|



technology may by allowed as an element
from the Government to the enterprises,

VII
FINANCIAL VIABILITY OF LOSS
MAKING UNITS: CAPITAL
- RESTRUCTURING AND CLOSURE

A. CAPITAL RESTRUCTURING

7.1 In this section, opnly one aspects of “the
problems of loss making units is taken up. At
present, apart from investment approvals, other pro-
posals for capital re-structuring, or moratorium on
interest or lone repayments, subsidies for cash losses,
etc., are also subject to prior approval by Govern-

. ment. Loss making enterprises are a burden on_the
public exchequer, and thercfore, they cannot expect
the same degree of antonomy as financially viable
vaits. In fact, it would often be necessary to have a

‘tighter Government scrutiny of not only investment
and other financial decisions but also many of the
operations of such enterprises, .

7.2 Normally, commercial enterprises can face a
year or two of losses; but if they are basically sound,
‘they 'should have the capacity to tide over such
difficult periods. What we are concerned with'is
enterprises which are unable to cover even their
actual cash expenses-and show a cash loss for several
years in a row. In maoy of these cases, the problem
has become worse as cash losses for long periods of
time coatiaue to bs financed by itterest bearing non-
plan loans. An analysis of the operating results of
public enterprises producing and selling gocds” and

* which have deficits showed that in 1980-8%, the
interest to turn-over ratio in respect of 30 enterprises
was over 20 per cent. In 1981-82, the corresponding
pumber was 27 and in 1982-83, it was 20. The
reduction in the numYBer of companies with an
interest burden of over 20 per cent is more due to
grant of interest holidays. interest waiver, €tc. As
against this, the interest burden turn-over ritio for
all industries was 4.82 per cent according to the ASI

data for 1979-80.

7.3 It is recommended that Governm:nt may
pot take a rigid position in its approaci to the
capital structure of such eaterprises. While it would
be difficult to re-structure capital automatic: Ily with-
out taking into account jts effect on its operition, it
is suggested that where a company suffi red cash
losses for a number of years, the Governme it should
consider such cases for capital restructuring. It is,
thercfore, recommended that the Bureau of Public
Enterprises could initiate a suo moto examination of
the pros and cons of capital re-stucturing of a num-
ber of such loss-making companies and make appro-
priate recommendations for converting debt idto
equity or writing down of capital as appropriate,

1 B. CLOSURE

7.4. /There are many public cnterprises incurriog
cash losses continuously over a period of years and
in many of these cases the average value added per
employee per month is even less than the average
monthly emoluments per employee.; Whatever steps
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are tni&en such enterprises can seldom breakeven of
make good. Such enterprises, particulurly when they
are not in the core sector, could hardly justify their
existence by eating into the Government resources.
7.5 It is therefore, considered that the Bureau
of Public Enterprises should swo moto take up
special studies of the operations of such enterprises
if need be, with the help of consultants. The general

“criteria for taking up such examination would be as

below:
i@) Such upits should have incurred cash losses
over a continuous period of not less than 5 years;
(¢) Value added per employee per month should
be less than the average monthly emojuments per

- employee; and

(c) Equity capital should have been wiped out by
mounting deficits. ]

7.6 If such a study of the BPE reveals that
capital re-structuring would help the enterprise in
avoiding the cash losses, the jame can be under-
taken. It should also be examined if modernisation
would help the unit get out of its present situation,
If the present position is dug to any peculiatiry in
the pricing of the company’s products, remedial
measures should be sugpgested. . :

7.7 These comprehensive reports should then be
brought before PIB. 1o PIB, both the Secretary of
the Administrative Ministry as well as the Chief
Executive of the public enterprise can represent
their points of view should they contend that the
enterprise  should not be closed down. Taking
into account all facts of the cases, including the cost
of the closure of the unit, the PIB would make suit-
able recommendations to the Cabioet regarding the
closure of enterprise or any constituent units thereof.

7.8 No specific proposal from a loss muking
unit will be considered unless the above exercise has
been undertaken by the Bureau of Public Enterprises
and a suitable package of measures considered and
approved by the Government. In cases where healthy
public enterprises are willing to voluntarily take over
a sick public enterprise, such take over must be
encouneraged by a suitable package of measures
in favour of the volunteering public enterprise. The
present Government procedures for such take-overs
may be smoothened out for this purpose,

7.9 Once closure is recommended, a scheme
should be devised for liberal retrenchment compens-
ation to the workers concerned, The compensation
should be on liberal terms so that a substantial por-
tion of their wages could be earned by them by
investment of the capital sum, which would include
their normal provident fund dues, gratuity, retrench-
ment compensation etc.

7.10 Such compensation schemes could equally
apply in the case of units which are viable but have
sizeable surplus labour. In these cases the manage-
ments can come up to the Goveroment with suitable
proposals. This would in many cases prevent com-
panies becoming sick over time,

7.11 Many loss making units in the public sector
are those taken over from the private sector as sick
units, It would be difficult to resist the social pres-
sures for take-over of such units in future. However,
guch take over should be considered onlf if the sub-



stantial number of workers, say; more than 2000 are
affected. Even in such a case, a like procedure as
for closure should be followed. The Bureau of Pub-
lic Enterprises would study all aspects of the opera-
tion of the concerned unit and bring up the matter
before PIB. After considering these aspects, PIB
may make sujtable recommendations to the Govern-
ment including, in exceptional cases, payment of
suitable grant to the State Government to meet the
expenditure towards compensation of retrenched
workers where it is felt this would be advisable.

7.12 In the light of the above proposals where
retrenchment of workers consequent upon closure or
being rendered surplus becomes essential, it would
necessary to devise a8 method by which such retrenche
ment compensation can be financed through the
creation of a fund to which contributions could be
made both by employers and employees. The
Government can also contribute to such a fund.
Alternatively, an insurance scheme could also be
explored to cover the contingency against retrench-
ment. These schemes should cover workers of all
factories with a strength of over 500, The Com-
_ mittee recommends that an Expert Group consisting
of representatives of the Labour Ministry, General
Insurance Corporation, the Bureau of Public Eater-
prises, etc., be set up.to consider the feasibility of
evolving a suitable scheme.

VIII
PRICING IN PUBLIC ENTERPRISES

8.1 Some of the public enterprises operate under a
‘regime of administered prices as in the cases of Coal
and OQil Sectors. In some, like Steel, even though
statutory price control is not applicable price
increases generally require the approval of the
Government in view of the impact such increases
would have on the economy as a whole. In certain
areas like Fertilizer and Cement where public enter-,
prises operate along with the private enterprises the
scheme of retention price opcrates.

8.2 In the last few years, there has been consi-
derable improvement ian the pricing policy adopted
by the Government in respect of public enterprises.
By and large, prices have been fixed at levels which
take into account costs’ at normative. levels of
efficiency, However, occasionally there have been
delays in- revising prices in line with increascs in
costs, which have tended to erode profitability in
certain crucial sectors. It is important to ensure
that where a public enterprise functions under the
administered or retention price regime,, the periodi-
city of revision of such administered/retention price
is reasonable so that the profitability of the enter-
prise is not affected because of the rise in input cost,’
Where price-fixation is dependent on the recommen-
dation of the bodies like the Bureay of Industrial
. Costs and Prices (BJCP), decision on the same
.should be taken withiiv @ resonable time or an addi-
tional element in price must be added to allow for
the delays. o

8.3 The Committee also believes that price control

by the Government should be retained only in areas
where the npature of the product justifies such
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control, and not because a particular product
happens to be produced by public enterprises.
The areas where public sector is operating in
competition "with private enterprise and where
there is no price control on the latter, the public
enterprise should also be left free to fix prices of
their products purely on the basis of commercial
considerations. Unless the public sector share of
the market is such that the concerned’ public
public is the price lecader, there is no point
in the public sector alone charging & price lower
than those of other producers. In areas, where
prices are uncontrolled, as a rule, the Government
should avoid getting involved in formally or infor-
mally approving of fixing prices.

8.4 The Committee {also belicves that in fixing
prices, the Government should explicitly take into
account the nced to provide incentives for improve-
ment in efficiency as well as for replacement of equip-
ment. Io our price policy, there are instances where an
increase in operating efficiency leads to reduction in
price granted to the enterprise, while a deterioration
in efficiency automatically leads to an increase in the
price. In such a situation, there is no incentive at
all for controlling wasteful expenditure or to
improve cfficiency in energy use, etc. The Committee
would recommend that henceforth BICP should be
explicitly asked to take this aspect into account in
making its proposals for a revision in prices.

8.5 A number of publie enterprises are operating
under monopoly conditions. In respect of such
enterprises, it is important to ensure that prices fixed
by them or by the Government are not arbitrary and
do pot hide cost inefficiency or economic uaviability
of the enterprisge. For such enterprises, a measure
of Government .surveillance is pecessary as their
pricing behaviour can have an economy-wide impact.
It also has to be recognised that our tariffs are gene-
rally high, and the combined effect of a monopoly
operatiog under high tariffs walls can be to artifi-
cially increase our prices and perpetuate operafional
inefliciency and technological backwardness. The
Committee suggests that in fixing prices of such
items, particularly intermediates, specific attention
should be paid to egsure intcmnti{mgl_gd?énpc_titi\gncss
and reducing costs. Tarills, and landed costs, should
@mﬂdm‘mmpﬂm&

PRICE PREFERENCE

8.6 The Committee considered the existing price
preference system where a 10 per cent pricepreference
is being given to public enterprises vis-a-vis the pri-
viite sector, this being 15 per cent where imports are
irvolved., While there are valid reasons for extend-
icg price preference to public enterprises, it has
t¢ be recognised that the gain of the scller is a cost
to the purchaser./ To the extent that capital costs
a1.J raw material costs are increased because of price
p: eference, the competitiveness and profitability of
tk e buying public sector enterprise is eroded. After
caceful consideration of the issues involved, the
Committee recommends that /such price preference
should be phased out over a period of 4 or § years
(except where imports are involved). The elimination
of price preferencg may cause problems for certain
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public enterprises whose costs are high because of
various historical reasons.” In such cases the Com-
‘mittee recommends that an explicit subsidy, upto
. 10 per cent, of the tender price may be given by the

Government for a period of time, For the ‘Govern-
ment as a whole, the replacement of the system of
. price preference by subsidies, will not have any over-
all finangial impact as the cost of subsidy will be
. off-set by reducion in capital costs or operating costs
of the enterprise that purchases there products.

IX
OTHER ISSUES

.~ 9.1 Apart from investment and personnel policy
- there are certain other types of decisions which pre-
sently require the prior approval of the Government.
Our suggestions on these are as below: |

' A. AWARD OF CONTRACTS

9.2 An important area of interaction between the
public enterprises and the Government’relates to
award of contracts. 1n general these are within the
powers of the Board of Directors for any approved
scheme. However, contracts involving an expendi-
ture of more than Rs. 2 crores in foreign exchange
are submitted to the Government for approval. We
would sugpest that this procedure be reviewed
specially when the contract is against an approved
scheme with necessary foreign exchange allocation,
The ecnterprise should process such cases directly,
without the intervention of the Administrative
Ministry or the Finance Ministry, through the
relevant organisation which will handle similar cases
from the private sector like the Capital Goods Com-
mittee, the Foreign Investment Board, the Reserve
Bank of India,’ Chief Controller of Imports aad
Exports, etc. /As a general rule the enterprises
should be totaly autonomous with regard to floata-
tion of tenders, negotiations and contracts provided
they operate within the framework of approved
schemes, / capital budgets, foreign exchange ailocas
tions and the existing regulatory framework which
apply to the public and the private sectors equally.
Even though on paper the enterprises do onjoy
complete autonomy in these areas, in practice,
however, interference from the Ministry of Depart-
ment of the Government does take place. We sug-’
gest that suitable convention be evolved to ensure
that such interference are avoided.

_ B. EXPENDITURE ON TOWNSHIP AND
' RESIDENTIAL QUARTERS

- 9.3 There are certain restrictions on tbe power of
the Boards to spend money on constructon or
acquisition of residential accommodation and on
townships. We would suggest thatin this matter
instead of case by case approval, BPE shou d draw
" ‘up guidelines on  percentage of emplggc_cs to be
covered, housing norm, nature pf fa_cnhulsto_be
provided in townships and residential c>lonies,
broad norms for construction standards, etc Enter-

prises which operate within the framework of these .

guidelines should be free to take decisions or. capital
and revenue expenditure without prior 1 pproval

T

by Goveroment. The capital expenditure would of
course be subject to the limits of delegated powers
for investment approvals in general and to the cons-
traint of the approved capital budget.

C. BPE GUIDELINES

9.4 At present some of the BPE’s instructions ure
issued on the basis of recommendations of COPU
which have been uccepted by the Government.

. Somectimes when Notes oa Performuance of Public

Enterprises are put up to the Cabinet Committee on
Economic affairs, or the Cabinet, certain ditectives
arc issued by these bodies. These are, in turn, issued
as iastruciions by BPE. These will continue and
‘observance of ‘such instructions would be manda-
tory for public eaterprises. Another set of guidelines
issued by BPE °relates to norms and standards in
various areas of operation and the Commitlee
suggests that these may be reviewed by BPE. Some-
times Government issues economy .instructions like
ban on recruitment and filling up of posts, reduc-
tion in adverlisement . expenses ete. These are at
present being applied to public enterprises also.
Having regard to the fact that requirements of public
coterprises are not identical with those of the
Ministries or-the Departments of Government, it
is considered that a more practical view should be
taken in this matter. The Committee would, there-
fore, recommend that the Government may not ipso
Jacto make’ all economy instructions applicable to
the public enterpriscs.

9.5 At present no Accounting Policies or stan-
dards have been evolved for public enterprises. We
would suggest a Group, consisting of the representa-
tive of C&AQG, professionals in the field including
public enterprises and BPE, should be formed to
evolve these without further delay.

9.6 At present, creation of new companies,
merger - or closures requires prior Government
approval. Similarly powers for the processing of
Memorandum or Articles of Association and amend-
ment thereto are vested with the Government. The
Committee is of the view that these areas of controls
could be retained by the Government.

B X |
SUMMARY OF RECOMMENDATIONS

' * " PUBLIC ENTERPRISES AND
- NATIONAL PLANNING

10.} Careful dovetailing of all plans of public
enterprises with the National Plan is required only
in a few core sectors as below:

Coal and lignite

Crude oil, petroleum and natural ga

Power _ -

Primary steel production

Primary production of aluminium, copper, lead,

-zinc and nickel .

Fertilizers

Primary production of petrochemical inter-
mediates , (Para 2.3)
10.2 The plans of enterprises in the non-core

sector are to be integrated with the National Plag-



only in an indicative manner as for private sector
ugnits. (Para 2.49)
10.3 It is necessary to evolve a set of rules and

conventions by which the Government can help in -
“the better performance of Public Enterprises by -

reducing poiots of intervention without minimising
the Government’s right to have nceded information
for evaluating performance. The Government
should be primarily concerned with overall strategic
planning and policy, rather than with day-to-day
functioning of public enterprises. (Paras 3.8 & 3.10)

ORGANISATIONAL STRUCTURE OF
PUBLIC ENTERPRISES

* 10.4 It is recommended that the Holding Com-
_pany structure provides a reasonable framework of
organijsational structure for public enterprises. This
structure would combine the objectives of centralised
policy formulation with decentralised operation and
management. Where Holding Companies cannot
be formed, the existing unitary companies can be
reorganised into Apex Companics with a Board of
Directors at the Apex level and Divisions or Upits
under them as profit or cost-centres with Local
- Maonagement Committees and adequate delegation
of powers from the Apex Board. (Para 3.14)
10.5 It'is recommended that the Government
should have dealings only with the Boards of the
Holding or Apex Companies and not with sub-
‘sidiary companies or Divisions. (Para 3.15)

10.6 The Board of Holding Company or the Apex
Company would coordinate the activities of the
subsidiaries or the Divisions in the areas of employ-
ment, wages, financial and pricing policies. The
subsidiaries or the Divisions would be delegated all
authority needed for fulfilment of targets and
operational efficiency. (Para 3.16)

10.7 Performance Evaluation of .the Holding

- Company or the Apex Company will be done by
the Government in terms of a few agreed criteria,
. (Para 3.18)
10.8 The Committee recommends that the insti-
tution of Government Directors should coatinue
but the appointment of Government Directors
should be restricted oaly to the Board of the Hold-
ing Campany. The Government should ensure that
officials nominated as Goverament Directors should
have had adequate expertise of public enterprises;
otherwise, such officials, before being nominated to
the Board, should be given an orientation of suffi-
cient period in one or more public enterprises under
the charge of the Administrative Ministry.
(Para 3.19) :

10.9 It is recommended that the public enter-
prises in the core sectors should all be reorganised
into- Holding Companies under the administrative

control of the concerned sectoral Ministries and

such Holding Companies should also include
supplies of major inputs, machinery and equipment
manufacturers - and related consultancy organisa-
tions. In case where a single sectoral Helding
Company becomes too large, it may be necessary
to set up more than one such Holding Company.
' (Para 3.20)

10.10 The Government’s involvement with the
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_registered societies rather than as

Holling Company in the core sector would only be
limi ed to: ' '
() appointwent of the Chief Executive an other
. members of the Board of Directors;

* (i) investment financing and project appraisal;

(11i) target setting, budget, performance cvalua-

tion; and

(iv) broad policy guidelines. (Para 3.21)

10.11 It is recommended that the Chiefl Execu-
tive would assist the Minister in discharging his
responsibility to the Parliament and the Secretary
of the Administrative Ministry would not be con-
cerned with these matters, (Para 3.22)

10.12 The Holding Company in the core sector
would specify its plans for invesimeat, production,
capacity ultilisation, profits, dividend, etc,, for a period
of five years and arrive at a Memorandum of Under-
standing with the Goveroment on mutually agreed
basis. There would be an anoual review of per-
formance based on this Memorandum of Under-
standing, ‘ (Para 3.23)

10.13 Various public enterprises in the non-core
sectors should be reorganised into a few Holding
Companies and Apex Companies depeading on the
nature of the product, location and other linkages.
These Holding Companies or Apex Companies

'should continue to be under the sectoral Ministeries

which would retain th: administrative supervision
over the companpies including appointment of Chief
Excutives and Members of the Board of Directors
and evaluate ‘their performance according to some
well defined norms and criteria. (Para 3.24)
10.14 * The Commpittee suggests that the promo-
tions should be set up as Autonomous Boards or as
companies.
Do (Para 325)

10.15 - The taken-over units from the private
sector should be reorganised into larger companies
under the appropriate sectoral Ministries. (Para 3.26)
10.16 The Committee recommends that a Work-
ing Group should go into the details of the

_foliowing:

(i) formation of Holding Companies and Apex
Companies under the sectoral Ministries from among
the sectoral public enterprises;

(ii) transfer of existing public enterprises or any
of their constituent "units of appropriate sectoral
Ministry; :

(ii) merger of existing public enterprises into
smaller number of companies by appropriate re-
grouping; and tor

(iv) based on the re-organised Holding and Apex
Companjes suggest, where necessary transfer of
certain subjects -for nodal responsibility from one
Ministry or Department tp another, . (Para 3.27)

AUTONOMY, OF PUBLIC ENTERPRISES .

A Investment Approvals & Capital Budget *+ - -

10.17 In the case of core sector enterprises, the
existing system of fully integrating their plans with
the total public sector plan and the present system
of investment approvals must continue since in most
cases the public enterprises plans are co-terminus
with the national sectoral plans. To the dxtent the
publ ¢ sector enterprises in the non-core sectors can



finance their investment requirements by raising
funds from the public through deposits or deben=

tures or by borrowing from the financial institutions,

they need not be subjected to‘any process of govern-
mental c'earance and the public sector plan should
include only the flows through the budget.
(Paras 4.5 & 4.6)
10.18 For the core sector, investment approvals
by Goverament should be built around two-stage
clearance. Iln the first stage, besides conveying
approval in principle, and sanctioning preliminary
expenditure, a ‘Task force’ should be set up by PIB
to go into all aspects relating to indigenous avail-
ability of equipment, capability of manufacture by
public enterprises, need for import and quantum of
. imports. In the second stage, detailed scrutiny re-
garding technology, costs, etc., should take place.
Based on the report of the ‘task force' on indigenous
availability of equipment the need for import, quan-
tum of import, foreign exchange requirements, price
preference, etc. should be finalised by PIB,
(Paras 4.7 & 4.8)
10.19 Single window clearance by PIB is recom-
mended io the second stage, including approvals for
financing packages, external credits, collaboration
agreements, capital goods imports, location and
cavironmental aspects etc. (Para 4.9)
. 10.20 It is recommended that the present limits
for investment approval by the EFC and PIB be
epbanced as below:
(i) EFC — Investment proposals costing over
Rs. § crores but not above Rs. 25 crores.
(ii) PIB — Investment proposals costing over
Rs. 25 crores. '
Corresponding changes must be made in the dele-
gated powers of the Public Enterprises. (Para 4.10)
10.21 Project Appraisal Division of the Planning
Commission should be nodal agency for submitting
a comprehensive appraisal report for consideration
of EFC and PIB. PAD should be suitably streng-
thened for effective discharge of this additional res-
poansibility. Investment proposals may be sent to
PAD and Administrative Ministry simultaneously,
by Public Enterprises after approval by their Boards.
(Paras 4.11 & 4.12)
10.22 For financially viable enterprises in the non-
core sector Government would contribute only to-
wards equity. Investment approvals for equity
participation in such cases would be dependent on

the eanterprise meeting the performance criteria and

payments of dividend at the prescribed rates. The
remaining requirements for project investment
should bz raised outside the budget through bor-
rowing or non-convertible debentures but without
Government guarantee. (Paras 4.13 & 4.17)

10.23 Where non-core enterprises are used as
agencies for other than commercial objectives, either

Government should undertake additional equity '

contribution or the additional npet cost of such
activities should be reimbursed. (Para 4.14)

10.24 Since selling of shares may create problems
of ownership without giving the Public Sector enter-
prise apy greater advantages the Committee docs
not recommend selling of shares to the public enter-
prises. (Para 4.16)

" this also.

B. Wage Policy in Public Enterprises

10.25 It is recommended that basic wage structure
of employces of public enterprises should be deter-
mined on jndustry basis or industry-cum-region
basis by a wage Commission or through the mec-
banism of industry-wise Wage Boards for a period
of 5 years. (Para 4.26)

10.26 1a addition to the basic wage there should
be a component of carning linked with productivity.
The total amouat involved may be determined by
the enterprise in consultation with the Government

.on the basis of profits carned or substantial reduc-

tiod achieved in losses. ! Within the broad guide-
lines indicated by the Government the Board of
Directors of an enterprise would have full authority
to devise a scheme in consuliation with the workers,
Thus, the main portion of increase in wage would
be linked with productivity. Existing bopus scheme
would continue and no change in procedure is re-
commended, (Paras 4.27 & 4.28)

C. Executive Appoiniments and Remuneration
10.27 It is recommended that Chief Executives
and Functional Directors of Public Enterprises
should be given a tenure of five years subject to a
probationary period of one year aad removal at
three months’ notice for uasatisfactory performance,
(Para 4.31)
10.28 It is recommended that proposal for re-
moval of Chief Executive or Functional Directoe
should be put up to the Appointments Committee
of the Cabinet withthe view of the Public Enter-
prises Selection Board. (Para 4.34)
10.29 Part-time Directors of public enterprises
should be appointed after consulting the respective
Chief Executives. Non-official Directors should
bave a tenure of three years. Vacancies on the
Boards should not be left unfilled for a long time.
(Para 4.32)
10.30 It is recommended that'filling up of all
posts other than those of Chief Executives &
Functional Directors should be left to the Boards of
Directors. . (Para 4.34)
10.31 It is recommended that there should be
flexibility for giving a higher scale ‘of pay to the
Chief Executive or the Functional Director of a
sick unit, on a personal basis. i(Para 4.35)
10.32 There is a strong case for narrowing the
gap in the remuneration of Chief Executives and
Functional Directors Bs between the Public and
Private Sector enterprises. It is recommended that
a Working Group be set up, at an appropriate time
after the, receipt of the Fourth Pay Commission's
recommendations to specify scales and perquisites
of Chief Executives and Functional Directors, The
present rental ceilings for Chief Executives, Func-
tional Directors and Executive Directors also needs
revision. The same Working Group may look into
(Paras 4.36 & 4.37)
10.33 Disciplinary proceedings against Board-
level appointees would be the responsibility of the

Goveroment. In respect of all others, the Board
of Directors would have the final authority.
(Para 4.38)

10.34 It is recommended that performance of a



Chief Exccutive of the enterprise, evaluated accord-
ing to agreed parameters, should form his perfor-
mance record for the year. In the case of Functional
Directors, no review of the Confidential Report by
the Mioistry is necessary. (Para 4.39)

10.35 Every enterprise must submit to its Board
of Directors, each year, a manpower budget and
training plans for exccutives and others. (Para 4.40)

10.36 It is recommended that mobility of
management personne]l between Public Enterprises
should not be discouraged. {Para 4.41)

ACCOUNTABILITY OF ENTERPRISES

A. Performance Evaluation .

10.37 On the basis of agreed plans for invest-
ments, production, capacity utilization, profits,
dividends etc., for a period of five years, the Gov-
ernment in the Administrative Ministry and the
Holding Company or Apex Company, as the case
may be, would enter into a Memorandum of Under-
standing. According to this certain obligations
would also be cast on the Government in terms of
provision of equity, price level etc. This Memo-
randum would be reviewed each year and updated.

The performance of the Holding Company or Apex -

Company as the case may be, would be reviewed
and evaluated on this basis making due allowance
far the failure, or otherwise, of the Ministry or
Department to fulfil its part of the Understanding.

| (Paras 3.23 & 5.3)

FINANCIAL PERFORMANCE

10.38 It is recommended that for evaluating®

financial performance of public enterprises, the
following criteria should be used: '
(i} Gross margin on assets (for all enterprises).

(i) Net profit on net worth (for core sector and -

profit-making enterprises).
(/ii) Gross Margin on Sales (Service enterprises).
: ) ' {Para 5.5)
10.39 In respect of core sector enterprises, the
rate of net profit should be atleast a stipulated per
cent and gross margin on capital should be improv-
ing over time.’ : (Para 5.7)

10.40 In the non-core sector, enterprises should
be judged against the industry average for both
gross margin on capital employed and the rate of
net profit. (Para 5.8)

10.41 In evaluating the performance of Service

Eaterprises, attention should be focussed on direc-

on sales,
, (Para 5.9)

10.42 In loss-making enterprises, gross margin
shoyld be positive. In addition, the following to
be monitored:

(a) Ratio of loan liabilties to assets.

(b) Ratio of wages to value added per worker,

{¢) Cash loss per worker, (Para 5.10)

Productivity and Cost Reduction o )
10.43. In the core sector enterprises, moniloring unit cost
and productivity should be undertaken by examining the
- direction of change in indicators like capacily utilisation and
raw materials costs {at constant prices). Wherever possible,
an overall index of cost of production should be evolved for
" monitoring changes in costs and productivity. In Service
Emterprises, productivity can be monitored by the direction of

tion of change in the gross margin
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change in the utillsation of fled asscts, number of days of
inventory and manpower per unit of turnover. {Para 5.11)
Technical Dynamism

10.44. 1t is recommended that attempts should be made to
evolve technology development indices even on a rough basis,

(Para 5.12)
Project Implementation '
10,45, It is recommended that the following indices should
be monitored for project implementation in the core sector:
() Percentage utilisation of plan funds.
(b) Average slippage in ongoing projects, the weighis for the
average being defined by the cost of each project,
(¢) Percentage cost revision for the approved investment
- programme relative to the previous year,  (Para 5.13)
10.46. A group constiluted by Administrative Ministry
wi b representatives from the Ministry, Burcau of Public

- Enterprises and the Planning Commission should prepare an

anwal Performance’ Evaluation Report based on these per-
for mance indicatars for each enterprise and submit it to the
Pl nning Commission for arriving at the investment decisions
an: | PESB for appointment, promotion, confirmation or exten-
sio1 of top management. (Para 5.15)
:0.47. Detailed monitoring of subsidiaries and divisions
she uld be carried out by the Holding or Apex Company.
: : . (Fara 5.17)
1148, A working Group may be sct up to evoive appropriate
inf rmation system based on the above petformance evalua-
tio criteria, (Fara 5.17)

B. Audit : Roll of the Comptroller and Auditor General

10.49. Tt. is recommended that accounting posicies and
accounting standars should be evolved for public enterprises
with the help of C&AQG, professionaly in the field ahd BPE,
Thergafter supplementary audit of C&AG may not be consi-
dered necessary for profitable, non-ccre enterprises. Amend-
ment to Companies Act would be necessary (or this. How-
ever, the Ecriodical performance audit of Public Enterprices
conducted by C&AQ would be continied. (Para 5.19 % 5.2)

10.50. For large companies, especially in the core sectoc,
supplementary audit of C&AG may coatinue; if necessary,
provision can be made only for avdit by C&AG. (Para 5:23)

C. Relations with Parliament

10.51. 1t is submitted that

(i) Parliament questions on day-to-day operation and
management of public entesprises may be avoided.

(il) COPU can examine and probe the working of public
enterprises in depth and in direct contact with the
management of the public cnlcxgriscs.

(iii) Debates on the Demands for Grants of the Administra-
‘tive Ministries ar Departments, labling of Anpual
Reports, and Annual accounts of public enterprises and
fabling of Public Enterprises Survey in both Houses of
Parliament may be used as occasions for discussing the
performance individuals public enterprises as well as
the performance of public enterprises as a whole,

_ _ (Para 5.26)
TECHNOLOGY UPGRADATION

10.52. The transfer of know-how of imported processes and
designs should fake into account avaiinbility of product
design, product engineering and production engincering
groups olP high calibre. . This is essential for elTective transfer
of ‘Know-Why* from a coliaborator. Where monopoly pro-
ducers are catering to the needs of monopoly users, the
selection of technology, ‘rroduct size and product design by
import should be decided upon jointly by them. ©  (Para 6.1

10.53. It is recommended that appropriale mechanism
should be adopted to ensure prompt absorption and impro-
vement of imported technology, through associstion of the
R&D personnel from the very beginning.- Adequate investment
in R&D should be made in the enterprise to facilitate techno~
logy absorption and upgradation. (Para 6.2)

10.54. All major projects should include technofdgy adapt-
ation programnmes and for this purpose the Government should
consider providing part of this expenditure as grant. (Para 6.3)

FINANCIAL VIABILITY OF LOSS MAKING UNITS _

A. Capital Restructuring

10,55, It is recommended that where a company has suffered
cash losses for & number of yecars, after excluding the
interest burden, Bureau of Public Enterprises should examine

k¥



1 . .
SES, Suo moto, for capital restructuring. (Para 1.3)

sure
- sw.26. BPE should undertake special studies of the operations
of public enterpriscs incurring cash losses which fulfil the
following criterio. : : S
‘(a) Units should have incurred cash losses over a continuous
period of not less than five years.
(b) Value added per employee per month should be less
- than the average monthly emoluments per employee. .
) ‘I’qu;;i_ly capital should have been wiped out by mounting
eficits. .
BPE would, thereafter, submit a comprchenslve report t
PIB which would then make suitable recommendations to the
Cabinet of reviving or closure of the Unit, (Paras 7.5t0 1.7). -
"10.57 Proposals for investment by loss making units should
not be considered without BPE having undertaken the exer-
cise indicated in para 10.53.
10.58 Where healthy public enterprises are willing to
voluntarily take over sick public enterprises, suitable package.
of measures in favour of volunteering public enterprises

would be considered and Government procedures for such . -

take-overs or mergers should be simplified. (Para 7.8y
10.59 Where closure is recommicnded, a liberal compensa-

tion scheme for the workers should be evolved. 1t is recom .
mended that a suitable fund or an insurance scheme b’
evolved for financing expenditure on compensation b
retrenched workers. An Expert Group of representatives ¢f.
the Labour Ministry, General Insurance Corporation, BPL:.
eic, should be set up for this purpose. (Paras 7.9 & 7.12)

. 10.60 Where taking over, a sick private sector unit i3
‘mooled, a study similar 1o the one in respect of closure f
sick units should be undertaken by BPE and a comprehensi
report brought before PID which may make suipgble recon -
mendatjons to the Government, (Para 7.11)

o PRICING IN PUBLIC SECTOR

10.61 Where public enterprises are functioning under price
controls, it is recommended that the periodicity of revisicn
should be resonable. Government's decision on the recom-+
mendations of bodies like BICP on price fixation should be
taken within a reasonable time or an additional element in
price should be added to allow for the delays.

10.62 It is recommended that:

'.(i) Price control must be reta

nature of product justifies;

ned only jn arcas where the

-
.

(ii) Where public enterprises operate in competition- with" - 17. Shat
the privale sector, the former should be left freg tb fix *

(Para 7.8)

(Para 8.2) . E

the coastraints of the approved capital budget. . (Para 9.3)

BPE Guideline R
10.68 1t is recommended that BPE guidelines on norms and
standards in various arcas of operation may be reviewed.
BPE's instruclions based on recommendations of COPU
accepted by the Government, decisions of the Cabinet and its
commitiees, etc are mandatory for all public enterprises. It
is also recommended (hat in the case of public enterpriscs,
generally, economy instructions for filling up of .posts, stup-
page of advertisements, ¢ic, may not be applied {pso fucto.
{Para 9.4)
10.69 It is recommend2d that a Group consisting of the
representative of C & AG, professionals in the field including
public enterprises and BPE should evolve accounting policies
and standards for the public enterprises. (Parn 9.5)
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18. Col. 5.P. Wahi, Chairman, Oil & Naturul Gas Com-

rices on commercial considerations; and it YRS "wiSSiOI\- L . ]
(iii) II)n arcas, where prices are uncontrolled, Government ‘~Inf‘l?i ls..rll(;l S. Samarapungavan, Chairman, Steel Authority of

should not get involved, formally or informally, in

approving - or fixing prices. (Para 8.3)

110.63 It is recommended that BICP should be explicitly

asked 1o taka into account the need to provide incentives for
improvement in efficiency and for replacement of equipment,
while fixing prices. ) . . (Para 8.4)
.10.64 It is recommended that in fixing prices of products

of public enterprises operating under monopoly conditions, -
narticularly intermediates, attention should be paid to ensure
jnternational competitiveness and reducing costs.  (Para 8.5)

PRICE PREFERENCE

10.65 It is recommended that price preference to public-
enterprises should be phased out over a period of4or 5 -
years. i[ necessary, Government may give subsidies to such
unjis. o : {Para 8.6)

OTHER ISSUES

ward of Contracts . )
4 10.66 {t is recommended that Ministries ar Departments of
the Government shall not interfere in areas of dccision~
making which are well within the delegated powers of the
public enterprises. It is recommended that public enterprises .
should process their cases directly through Capital Goods
Committee, Foreign Investment Board. RBI, CCI & E, etc, as .
done by private enterprises. . (Para 9.2)

Expenditure on Township and Residential Quarters .
l;:).(ﬂ Within the frawemork of BPE's guidelines public
seclor enterprises should be free (o invest on township and
residential accomodation without priot approval ol the
Government within the limits of delegated powers subject to

\
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