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INTRODUCTION

I, the Chairperson, Committee on Public Undertakings (2022-23) having been
authorized by the Committee to submit the Report on their behalf, present this
Eighteenth Report Based on 'C&AG Report No. 5 of 2019 relating to Operational
Performance of NMDC Ltd".

2. The Committee on Public Undertakings (2019-20),(2020-21),(2021-22)and
(2022-23) selected the above said subject for detailed examination.

3. The Committee on Public Undertakings (2021-22) were initially briefed about
the subject by the representatives of the C&AG on 27th October, 2021. The
Committee then took evidence of the representatives of National Mineral
Development Corporation Limited and Ministry of Steel on 14th December, 2021.

4, The Committee (2022-23) considered and adopted the Draft Report at their
sitting held on 15th December, 2022.

5. The Committee wish to express their thanks to the representatives of National
Mineral Development Corporation Limited and Ministry of Steel for tendering
evidence before them and furnishing the requisite information in connection with
examination of the subject.

6. The Committee would also like to place on record their appreciation for the
assistance rendered to them in the matter by the Office of the Comptroller and
Auditor General of India.

7. For facility of reference and convenience, the Observations and
Recommendations of the Committee have been printed in bold letters in Part-1l of the
Report.

New Delhi: SANTOSH KUMAR GANGWAR
15 December, 2022 Chairperson
24 Agrahanya,1944(S) Committee on Public Undertakings




REPORT

PART —1|

CHAPTER -1

INTRODUCTORY

A. Background of the Company

1.1 NMDC Limited is a Navratna Public Sector Enterprise under the Ministry of Steel. It
is the single largest producer of iron ore in India. It was incorporated in November 1958
with the main objective of exploring the mineral resources in the Country. It owns and
operates highly mechanized iron ore mines in Chhattisgarh & Karnataka and has its
registered office at Hyderabad. The Company is considered to be one of the low-cost
producers of iron ore in the world. It also operates the only mechanized diamond mine in
India at Panna, Madhya Pradesh. The Company is diversifying into steel making and has
undertaken several capital intensive projects to modernize and increase capacities to
retain its domestic leadership and has also forayed overseas successfully. The products
of the Company include Iron Ore, Iron Ore Pellets, Slimes and Rough Diamonds. The
Company produces Iron ore through its open cast mines located at Kirandul (3 mines) and
Bacheli (2 mines) in Bailadila sector of Dantewada district in Chhattisgarh and at
Donimalai (2 mines) in Bellary district of Karnataka. Apart from the production of Iron ore,
the Company has taken several business diversification initiatives such as establishment
of a Steel Plant at Nagarnar, Chhattisgarh, Diamond mining in Panna, Madhya Pradesh,
setting up of a Captive Power Plant at Nagarnar, acquisition of a Sponge Iron unit at
Paloncha, Telangana, establishment of a Pellet Plant at Donimalai, Karnataka, etc.
Further, the Company has made investments in Joint Ventures with Central/State
Government Undertakings and private companies in India and abroad for establishment of

Steel Plants and development of Coal and Iron ore mines.

B. Vision, Mission and Objectives

1.2  Vision of NMDC is to emerge as a global environment friendly Mining Organization
and also as a quality Steel producer with a positive thrust on Social Development. Mission

is to maintain its leadership as the largest iron ore producer in India, while establishing
1



itself as a quality steel producer and expanding business by acquiring and operating
various iron ore, coal and other mineral assets in India and abroad, rendering optimum

satisfaction to all its stake holders.

1.3 The objectives of the Company are divided into two parts, namely, macro and micro

objectives:

Macro objectives:

. To expand the operations in the areas of Mining and Mineral Processing to
meet the growing demands from domestic and international Markets;

. Achieve international standards in per capita productivity, value addition
and cost;

. To increase the iron ore production capacity to 67 MTPA by FY 2025;

. Setting up of Steel Plant at Nagarnar.

Micro objectives:

Achieve growth by:

. Expansion of existing mines

. Operating new mines fully owned by NMDC or in Joint Venture;

. Give thrust to exploration and exploitation of iron ore and other strategic &
critical minerals;

. To maintain environment protection;

. To conserve mineral resources through scientific mining;

. To maintain high level of customer satisfaction;

. To improve the quality of life of people in general and socio economic

environment in and around the mines in particular.

1.4 The Performance Audit Report on the operational performance of NMDC was
covered by C&AG for the period 2012-13 to 2016-17. The C&AG in their Report No. 5
of 2019 examined the production, evacuation and sale of Iron ore, business
diversification activities and investment in Joint Ventures by NMDC during the period
2012-13 to 2016-17. The Committee on Public Undertakings selected the aforesaid
subject for examination and report during 2021-22. Before finalizing its report on the
subject, the Committee heard the views of the representatives of C&AG, NMDC Ltd. and
the Ministry of Steel. Based on the evidence of the representatives and written replies/
information obtained on the subject, the Committee have made their observations and

recommendations as given in Part-II of the report.



CHAPTER - I

PRODUCTION OF IRON ORE

A. Unrealistic targets in Strategic Management Plan (SMP) & Revised SMP-
Vision 2025

2.1 C&AG in Para nos. 2.1.3 and 2.1.4 of their Audit Report No. 5 of 2019 had
observed that NMDC in their Strategic Management Plan (SMP)- Vision 2025, had fixed
over-ambitious targets in October 2015 for production of Iron ore viz. 75 MTPA by 2018-19
and 100 MTPA by 2021-22. The targets were fixed without giving due cognizance to
adverse findings of the Consultant appointed for the purpose and without taking into
consideration the declining trend in the domestic and international prices of Iron ore.
Subsequently, the SMP was revised in September 2016 wherein the targeted production
capacity was reduced to 50 MTPA and 67 MTPA by 2018-19 and 2021-22 respectively.
However, the enabling action of setting up of various projects and infrastructure facilities

to achieve the targeted production capacity were not in sync with the envisaged timelines.

2.2  With regard to Para No 2.1.3, the C&AG Report revealed that NMDC had a
Corporate Plan upto the year 2009-10. Thereafter, no Corporate Plan was formulated till
the year 2015-16. Instead, production and other targets were fixed annually. In a review
meeting held on 27 October 2014, the Administrative Ministry suggested for preparation of
a vision document “NMDC 2025’ as the Company had intended to produce 75 MTPA by
2018-19 and 100 MPT by 2021-22. Subsequently, in January 2015, a Consultant, M/s
Accenture, was appointed for a fee of Rs. 0.57 crore by the Company. The Consultant
after assessing the existing customers in the domestic market, potential volume of exports
and captive consumption, suggested in May 2015 that the intended objective of
achievement of production of 75 MTPA and 100 MTPA would be difficult owing to the

reasons stated below:

. The global trend of over production of Iron ore would persist till the year
2025;
. The over-supply scenario of Iron ore would persist for the next 5 to 10

years owing to slump in Steel production capacity;

. Even after taking into consideration the capacities of the proposed mines,
the company would be able to achieve a production of 87 MTPA only,

3



against the envisaged 100 MTPA.

« To sell 75/100 MTPA the Company would need to look beyond the existing
customers in domestic market for a volume of 29.2 MTPA and 45.2 MTPA
over and above the requirement assessed for the Steel Plant that was being
set up by the Company at Nagarnar, Chhattisgarh.

2.3 The Audit Report further revealed that despite the opinion of the Consultant, the
Company in October 2015 proceeded with the SMP 2025 which envisaged to :-

a) Increase the Iron ore mining capacity to 75 MTPA by 2018-19 and 100 MTPA by
2021- 22

b) Strengthen the exploration activities and forward integration to value added
business (Pellet and Steel)

c) Strategically diversify into other commodities based on growth potential relevant
to NMDC and having significance to the Country; and,

d) Invest in other geographical locations selectively based on ‘mining and business

potential’.
2.4 Regarding Para 2.1.4, C&AG pointed out that the projections and assumptions in
SMP were revisited in February 2016 on account of likely continuance of subdued market
condition in the foreseeable future, downward revision of long term price forecast of Iron
ore by analysts and substantial increase of domestic Iron ore supplies particularly from
Odisha. It was stated that at the time of preparation of the original 'SMP — Vision 2025' in
October 2015, the international Iron ore prices had already fallen from its peak price of US
$187 in February 2011 to US $53 in October 2015 indicating a downward trend. Similarly,
the international Steel prices also showed a declining trend as the prices fell to US $268
per ton during October 2015 from a peak level of US $548 per ton in April 2013. Similarly,
domestic Iron ore price trend also showed that the prices were declining since November

2012 and the declining trend was continuing during October 2015.

2.5 When asked as to whether the Company achieved revised targeted production of
50 MTPA during 2018-19 to 2020-21 as fixed by them, NMDC in its written reply stated
that the Company's iron ore production in financial years 2018-19, 2019-20 and 2020-21
were 32.36, 31.49 and 34.15 Million Tons respectively.

2.6 However, citing the performance of NMDC during financial years 2018-19, 2019-20
4



& 2020-21, the C&AG expressed their apprehension regarding the Company's claim on
achieving 50 MTPA of production by financial year 2022-23 and questioned the role of the
Company in revising its target every time from initial targeted year of 2018-19 without

proper justification.

2.7 When asked as to what further action was taken to complete the setting up of
various projects and infrastructure facilities to achieve the targeted production capacity as

per timelines fixed in Strategic Management Plan (SMP), NMDC stated as under:-

‘NMDC has made a comprehensive plan to produce 47 Million Tonnes of

iron ore in the current financial year i.e. financial Year 2021-22 and has

achieved cumulative production and sale figures of 24.37 Million Tonnes

and 24.96 Million Tonnes respectively up to November 2021 in the first

eight months of Financial Year, 2021-22. The Company has achieved a

growth of 36% in production and 33% in sales over the Corresponding

Period Last Year (CPLY).”
2.8 Inresponse to the above reply of NMDC, C&AG contended that the actual quantity
of iron ore lifted and the actual sold by the Company was always lesser than the allotted
quantity and, therefore, the Company’s submission that it would achieve a production and
sale of 47 MT during 2021-22 may not hold good as the actual production during the first
eight months was only 24.37 MT. Further, the doubling of Kothavalasa-Kirandul Railway

Line was also not complete which would affect the evacuation of mined ore.

2.9 On the aforesaid issue, the representatives of Ministry of Steel while deposing

before the Committee submitted as under:-

"FeY Ugol SAR Sl Eefolh HaAodie Told &, So% ol & fgae &
Seglal 67 AT o fr a1d Fr i 3R g7 o9 98 B¢ Arh o ar
309 g fAeel & 3T o1 T vieaResT Agea & @ 52 Afeas o g3
Hres e 3R 15 Afows o e dres Somwdr 398 ¥ 3T aEn Hi
T Fres Ao F YleatH §‘s" SIEEE $T ASH & foT 3nfer sraade
g off ara fr | s 9137 Fres & TFAUAT H GHGT F o0 Fgi-apgl
W Yleaad W@ o 3T 3dague 32T &, AT I 3Hd U A& I
are| SEfAT gH geTel 47 1 Rafoees erEle fgar §1 I8 Soe wH 3 g
TRAE Bl ¥ 3HA A oS 24 AT oo FaesR Al A QA I ¢
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| T 9oe 3HifSed & orT o1 & 3egiel dAaFeX ao 24 fAfedeT oo @
TEe U fRar § @ 3Tl OR FEe A 47 fAfE o & crdle d& Ha
Igd G| §H TRAC & HAY AR TATad AT ATl g AT
FATCI H T SITGT ST il ¢l 3R §H [USel ATl & AT 399 Ugol
T 32T g9 A1 50 THe MSHI AT Fare H g3 a1 "

2.10 As per the updated information furnished to the Committee, NMDC has produced
42.19 MPTA of iron ore during 2021-22.

B. Execution of packages for development of Deposit-11B mine

2.11 The C&AG in Para 2.3.1 of their report pointed out that the execution of all the
packages for development of Deposit-11B mine in Bailadila sector was delayed beyond
their scheduled completion dates. As a result, the project was still under implementation in
March 2018 as against the scheduled completion time of June 2008. Against the installed
capacity of 7 MTPA of the 11B mine, the Company could produce only 0.61 MTPA and
0.58 MTPA of Iron ore during the years 2015-16 and 2016-17 after commissioning the
Crushing Plant and Downhill Conveyer System in August 2015, for want of screening

facilities and non-completion of other package works.

2.12 The C&AG Report elaborated that in July 2005, NMDC awarded Engineering,
Contract Procurement Services & Project Management and Construction Management
Services (EPCM) contract to MECON Limited for Bailadila Iron Ore Deposit-11B. The
scheduled completion period was 35 months from award of contact, i.e., by June 2008.
The Consultant divided the total project into six main packages and four sub-packages.
Audit observed that the Management/Ministry attributed the delay to change of technology
from soil nailing technique to grouted nailing technique in package-lll (Earth works) and to
the site conditions which had a cascading effect on handing over of work fronts to other
packages contractors. In addition, the delay was also attributed to the change in design,
approval of drawings, local disturbances, inadequate deployment of men and material by

contractors.

2.13 When asked about the completion of works related to all the packages as well as

6



the efforts made to complete the entire work, the NMDC in written replies submitted as
under:-

“The works of all the packages were completed except structural /sheeting
works involved in the construction of service centre facilities and erection of
one Electric Overhead Travelling (EOT) Crane. Service Centre facilities sub-
package i.e., structural works involved in the construction of Service Centre
facilities, are nearing completion and Corrugated Galvanized Iron (CGl) roof
sheeting work is expected to be completed by December, 2021. Balance
erection of one EOT crane and commissioning of all the 04 EOT Cranes are
expected to complete by March 2022. However, the non-completion of these
works did not have any bearing on the operation of the 11B mine.”

2.14 Inresponse to the NMDC's reply, C&AG further observed as under:-

‘“NMDC'’s reply does not mention about the Screening Plant Il which is yet to
be constructed and commissioned and full production of 7 MTPA from 11B
Mine is not possible without completion of Screening Plant Il to evacuate the
production.”

2.15 When asked if the Company was able to produce 7 MTPA iron ore from Deposit
11B mines during 2018-19 to 2020-21, NMDC submitted as under :-

“From Deposit 11B, NMDC has produced 2.20 Million Tonnes in Financial Year
2018-19, 3.99 Million Tonnes in Financial Year 2019-20 and 4.49 Million
Tonnes in Financial Year 2020-21. The linked Screening Plant (SP-1ll) is yet to
be constructed and commissioned. Hence, the capacity of 7 Million Tonnes Per
Annum couldn’t be achieved. The present quantity of Deposit 11B is being
processed through Screening Plant-1 & Screening Plant-1l which are linked to
adjacent mines of NMDC and with the commissioning of an additional
screening line in Screening Plant-Il in Financial Year 2020-21 the production of
11B will be further ramped up in the Financial Year 2021-22.”

2.16 With regard to the aforesaid reply, C&AG further contended as under:-

“Full production of 7 MTPA from 11B Mines is not possible without completion
of Screening Plant Il to evacuate the production. Non-availability of Screening
Plant Ill has a direct impact on proposed production of 47 MT during 2021-22
due to lack of adequate evacuation facilities. Further, the doubling of
Kothavalasa-Kirandul Railway Line is also not complete which will affect the
evacuation of mined ore.”

2.17 When asked by what time the remaining two packages are expected to be
completed and the efforts being made to complete the entire work, NMDC in a written

reply informed as under:-

“Service Centre Facilities Package : The contract was terminated on risk & cost
7



and the work was divided into five sub-packages, out of which four packages
were completed during Financial Year 2020-21 and the fifth sub-package is
expected to complete by December, 2021.

Supply & Erection of EOT cranes Package : Balance erection of a Electric
Overhead Travelling Crane (EOT) is expected to be completed by March,
2022
2.18 When asked about the action taken by the Company on delay in execution of
packages on Deposit 11B where delays were attributed to inadequate estimation of
drawings by Consultant, slow progress of work because of inadequate deployment of men
and material and non-synchronization of other work and also whether any responsibility

was fixed for the delay, NMDC in a written note submitted as under:-

‘In respect of delay in submission of drawings, slow progress of work on
account of inadequate deployment of men & material and non-synchronization
of other works which led to delay in execution of works, Liquidated Damage
(LD)/penalty was imposed on package contractors/Consultant, as per the
contract.”

2.19 Inresponse to the NMDC'’s reply, C&AG further observed as under:-

“The Company did not furnish any details of package-wise LD/ Penalty
imposed on each Contractor/ Consultant except for three packages in respect
of 11B Mine. Further, the same were realized or otherwise were also not
provided. It also did not furnish the action taken on the employees of the
Company who were responsible for the delays attributable to the Company”

2.20 On the issue of delayed work in Deposit 11B mines, the Ministry of Steel during oral

evidence deposed before the Committee as under:-

"fBuifore- 11 fiiger, ocirere # € | g1 384 ¥ ud fafoas e
WIS Bl AT 3R ¥ 2008 & HAT YE @ S AWMGT AT| dAfhel FS
Hleoled TS 3N 3oTehl dolg & F§ Y& Al & 9rdm 47| 3 a¥ 2019-20 A
Jrd T S8 3 dEN o 4 AT T 71 wiser fRar g1 g7 el 7 I8
g 3% € AR el g, o g7 ot AfEET & Al #a §, as |
mentioned through the dashboard, f& sH®T WSHRIA d¢| STH gl Heeldd
AT &1 SRl SHH AT Yohal Flll A Segiad Irg W AT T g, AT 3788
& Yot & §U &1 We are monitoring and we expect & I e Siecl &1
ST, ad gART 11 RBuifee, oae aa Afeas e wisare & Iahdr gl
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Tg W O A wET g, foad s8A die fAfeds o 3R 8 '@l dwe
3if3eq & ¥ uise 3¢ fhar g, Fife sdr tRar & &Rfder coie-3 oer
TET & 3oThT Fgell ¢ foh ag AT H I3 Agr g urwam, o for glar arfge am)
SEY 1197 1 Uldede ael H HRehol g1

W, o A T Y, AT SR ooic -3 ¥ o 3T &Y TAT S s A
R 3o ¢ &r &Y, I & 91¢ 7 Jar3ef| s aotg & dg av 2013 ¥ Bar
§34T3ﬂ?€ﬁqiu Tl T AT @Y AT §H Al fr b & T I o 718
& & Sgi-ofel 3ot ganm &, gl {eaifafafads fhera o gt Raie & s

C. Execution of packages for development of and production through
Kumaraswamy lron Ore Project (KIOP)

2.21 C&AG, in Paras 2.3.2 and 2.3.3 of their report observed that as on March 2018, the
execution of Kumaraswamy Iron Ore Project (KIOP) was still under implementation
though the same was scheduled to be completed by March 2012. As such, the possibility
of achieving the envisaged production target of 7 MTPA by 2018-19 as per the revised
Strategic Management Plan-Vision 2025 by the Company seems to be remote. Further,
due to non-availability of Screening Plant and Loading Plant with railway yard for KIOP,
the Company had to resort to outsourcing of mining till the completion of the requisite

facilities at KIOP Project, which was not an environment friendly step.

2.22 NMDC Management clarified that the delay in execution of project was attributable
to both the Company and contractors. Further, the packages | & Il were commissioned
during May 2017 and Performance Guarantee Tests were conducted
during December 2017. Approach road works was completed by July 2018. In order to
secure sustainable environment friendly mining activities, the requirement of KIOP
crushing plant, downhill conveyor and Screening Plant (SP-Il) facilities were justified
which would help the organization in the long run rather than outsourcing the production.
The Management also stated that there were complaints from local villagers and
objections from State Government which necessitated transporting the ore either through

rail or conveyor which was the need of the hour.

2.23 The Ministry of Steel while agreeing to the Audit observation stated that the



transportation of ore by outsourcing contractors through tippers being not environmental
friendly, and that NMDC switched to Departmental production by Rail via conveyor

system. The Screening Plant works also could not take off as envisaged.

2.24 When asked to clarify if all the packages of KIOP were completed and whether the
Company achieved production during 2018-19 to 2020-21 through outsourcing in KIOP,
NMDC submitted as under:-

“All packages works have been completed. From Kumaraswamy Mines, NMDC
produced 5.24 Million Tonnes in Financial Year 2018-19, 3.88 Million Tonnes in
Financial Year 2019-20 and 3.82 Million Tonnes in Financial Year 2020-21
through outsourcing. NMDC produced 3.12 Million Tonnes in Financial Year
2019-20 and 3.18 Million Tonnes in Financial Year 2020-21 from Kumaraswamy
Mines through Departmental Production.”

2.25 In the above context, the Audit further observed as under:-

“Full production through Departmental Production is possible upon construction
of Screening Plant Il only for which statutory clearance have not yet been
received.”

2.26 On the aforesaid issue, the representatives of the Ministry of Steel during the

course of oral evidence deposed before the Committee as under:

"W, W3Y H FAN T A H Uh Wiege §, GEA e Hifsed &
35! TSsh fohar 81 I8 ARETHT 3R 3R disiee g1 I8 g4 a¥ 2012
H FFCllc AT ATl 5TH AR Uhold HFCollc @l T gl STH §H 3TeT
HB3cAHT & Y a1 @ § 3R 3mer fSurcaice disaersd & &1 @ &1 &%
3ifse, dvsh & Ig dise 3m3e fopar § & 3R IgT W 39ar &R
Telic oF1 Sl A §H Ta SR ST Hehd F| That is a fact but the
main pointed issue is f& 3m3c@fder & & W@ &, ofFa aa Afeows e
1 ISFA AT AR AT, T& QT WS & @7 81 FgT W al Aged
T SNAS § AR q@ll FAREE 1 T gl Felhl U Wsaere HT 7
1"
2.27 When asked about the current status of show-cause notice issued by the State
10




Pollution Control Board on Kumaraswamy Iron Ore Project, NMDC submitted as under:-

‘No show cause notice was issued by State Pollution Control Board of
Kumaraswamy Iron Ore Project.”

2.28 In the aforesaid context, Audit further observed as under:-

“This reply is not correct. Karnataka State Pollution Control Board issued a
show cause notice in march 2018 on the violations made at Kumaraswamy
Iron Ore Mine through production from outsourcing. The Company needs to
explain whether the State Pollution Control Board upon submission of replies
by the Company to the show cause notice has withdrawn the notice or
otherwise. “

11



3.1

evacuation facility for meeting the envisaged higher production targets, decided to take
the work of doubling of Kirandul to Jagdalpur section of the KK railway line and entered
into Memorandum of Understanding (MoU) with Railways in December 2012 with an
estimated cost of Rs. 826.57 crore (2011-12 level) and subsequently revised (December
2015) to Rs. 1,160.83 crore to be executed and completed by the Railways by August
2018. The quantum of ore projected to be transported through this line was 12 MTPA. The
doubling work was divided into three parts i.e. Jagdalpur to Silakjhori - 45.50 km,
Silakjhori to Geedam - 52.734 km and Geedam to Kirandul - 52.228 km. The expenditure
incurred by Railways amounting to Rs. 465.83 crore as against the amount of Rs. 525.00

crore deposited by the Company in December 2017 reflects overall financial progress of

CHAPTER =11l

DOUBLING OF RAILWAY LINE WORKS

Doubling of Kirandul-Kothavalasa (KK) Railway line from Jagdalpur to

Kirandul

C&AG in Para 2.5.1 of their report observed that NMDC in order to enhance the

40 per cent only. CAG further observed that:-

3.2

Kirandul to Silakjhori portion progressed only 16 per cent due to Naxal activities and the

progress of work was monitored by Railways at Zonal, Division and Section Level and the

a) Despite the fact that 88 per cent of the project execution timelines had
elapsed by December 2017, the overall physical progress of work was only
41.50 per cent. Further, out of the above three parts, the work on Jagdalpur to
Silakjhori part was only completed while work in the other two parts was in their
initial stages of execution (December 2017). {The project was scheduled to be
completed by August 2018 i.e. within 68 months of entering into (December
2012) MOU with the Railways. Upto December 2017, 60 months had elapsed
out of 68 months. This comes out to be 88 percent of the total time period of
completion}.

b) The delay in completion of work is likely to adversely impact the Company’s
plans to enhance its evacuation capacity.

c) The MoU did not incorporate any provision for project monitoring mechanism
except for the requirement of a monthly progress report from Railways, to be
appended to the demands for further release of funds.

In response, NMDC during March 2018 informed C&AG that the work in respect of

12



same was being informed to NMDC every month.

B. Doubling of Railway line between Jagdalpur and Ambagaon

3.3  Regarding the doubling of railway line between Jagdalpur to Ambagaon, C&AG in
Para 2.5.2 of their report observed that the NMDC decided to take up the work of doubling
of railway line between Jagdalpur and Ambagaon (25 km) to meet the requirement of
handling the anticipated two fold increase in the volume of traffic on account of the
upcoming Integrated Steel Plant at Nagarnar (NISP). Accordingly, the Company entered
into an agreement with the Ministry of Railways (MoR) in August 2016 for execution of the
project with an estimated cost of Rs. 257.75 crore under participative model with a
completion period of 2.5 years i.e. by January 2019. The Company deposited an amount
of Rs. 114 crore till December 2017. As per the progress report (December 2017) of
Railways, the physical progress of 50% was in line with the time taken so far on the

project.

3.4 The Ministry of Steel while indicating the status of the doubling of railway line from
Kirandul to Jagdalpur informed CAG that the delays were attributed to extremists
problems in the remote locations of work, issues in land diversions, forest clearances etc.
The Ministry also informed that the Project was being monitored every month in
‘PRAGATV portal by PMO (Prime Minister Office) apart from being monitored by Railways.

3.5 When asked about the latest status of completion of the Kirandul to Jagdalpur
section of Kirandul-Kothavalasa (KK) Railway line and the expected date of completion of
the project, NMDC clarified as under:-

“Railway has divided the entire 150 km doubling work into 3 sections.

a) Section-l (from Jagdalpur to Silakjhori) is 45 km and doubling is completed
on 17.06.2017;

b) Section-ll (from Kirandul to Gidam) is 52 km and 8 km doubling is
completed.

c) Section-lll (from Gidam to Silakjhori) is 53 km and 32 km doubling is
completed.

3.6 NMDC further clarified that out of 150 km approximately, 85 km doubling is
commissioned and works in balance 65 km is in progress. Progress in Section- Il is 26% &

Section-lll is 86% respectively. The overall progress of work is 74%. The progress of work
13



was impacted due to 2nd wave of COVID-19 & extremist activities in the region. The
Ministry have given the targeted date of completion by Railway upto December, 2022 as

per the following schedule:-

» Between Dabpal-Kawargaon-Kaklur blocks of Section-lll -21 km in Dec.
2021.

» Between Dantewada and Kamlur of Section-Il - 12 km in June 2022.

* Between Kirandul and Bacheli of Section-II - 10 km in Sept. 2022.

» Between Bacheli-Bhansi—Kamlur blocks of Section-Il - 22 km in Dec. 2022

3.7 In response to NMDC's aforesaid reply, C&AG further observed that despite non-
completion of doubling of Kirandul-Kottavalasa line, the NMDC has envisaged producing
and selling of 47 MT during 2021-22 and have not explained as to how they would

evacuate the iron ore produced.

3.8 On the same issue during the course of evidence, the representatives of Ministry of

Steel deposed before the Committee as under:-

"foteTgel & TRAT @ Rafes o 3 seg Wiweh RO & § - safder 3o & Yord drge|
30 Q¥ oMl @ dlel AN F Sier T Bl eIger @ HrATdrerdr A7 $H S9E §, T oS
agl deh Telll| SHA JRIA-1 Focelie g gl &1 WRA-2, St fohteiger @ Med dw 7 g,
sﬂﬁsﬁﬁmﬂawﬁtﬁaﬂ?&ﬁﬁmﬂaﬁﬁéﬁﬁwgwﬁlmmﬁ
ferhsiidY &1 dgi WX oY g ool & 53 # 32 fheeliex &1 af@sel 150 fhaiaer & & 85
forelidAIeY & I3 g, GSWWQ'HT%HWWW%W, 2022 &I
BART YoId & Y H WeR oiSelel gl @1 g1 Sothae, Yo0d o &s SM9Ig dg Selrdl T, olfshel
9¢ T A1 gl A FgT W adrer g & Ao F gg FE § F 3R gy B oerge
&7 g9t 3R gF 11 oxirere fr AT # er ff ¢d &, JW g7 47 F FE A g
3HA AFUC HH HN| H FgT W I qed IR A WA 8 g gom
fohteTeer &1 oTgeT §H Sael &Y @ &1 a8l 3iers! fHarer oget oo W &1 &7 el o Srar
T §r BAE fr & 6T F INTF e g7 AFN A e & Tr o §, fSEd g/ oer
f¥rer 91 @ &1 That will also supplement. 3PR Ig &3 extremist activities & impact
glar &, dr we will have a parallel evacuation system in place. &1 o9l & I 8 Y&
forar 21"

3.9 Regarding the construction of Railway lines and liaison with the concerned
Ministries, the representatives of Ministry of Steel further deposed before the Committee

as under:-
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" S OO FARRE R YeTelse el §, 30 gR A H e Ao
foF dhedl WIER Tarargdde sl & Redr forwd g1 s o off Feiadd
el §, 34T aoig & Al §1 {6d s g & R H o7 9 g =re
I YoId oTgeT g1 T fhigel &I, 3HS AT Yeld & 1Y gANT AIMdR ST
glam g1"
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CHAPTER -1V

DEMAND AND SALE OF IRON ORE

Demand of Iron Ore

4.1 C&AG in Para 2.7 of their Report observed that NMDC entered into long-term
contracts valid for three to five years with customers assuring supply of agreed quantities
of Iron ore, and these contracts were renewable on expiry of the validity period. Apart from
the long-term customers, the Company supplied Iron ore to Chhattisgarh based Sponge
Iron producers as per the recommendations of the State Investment Promotion Board of
Chhattisgarh from time to time. The customer base of the Company as on 01 April 2012
included 27 Iron ore customers and 65 Sponge Iron companies. Major customers were
Rashtriya Ispat Nigam Limited, Essar Steel Limited, JSW Steels Limited, JSW Ispat
Limited etc. In addition, the Company also sold Iron ore in spot markets. The customer
base of the Company in respect of Bailadila and Donimalai sectors during the five years
period ending 31 March 2017 is detailed below:-

Sector 2012-13 2013-14 2014-15 2015-16 2016-17
Bld. Dn Bld. Dnm Bld. Dnm | Bld Dnm Bld dnm
m

Customers excluding 21 34 22 32 33 32 19 51 20 51
Chhattisgarh (CG)

Customers*

CG customers 67 54 60 63 | ------ 41
recommended by

SIPB

Total 88 34 76 32 93 32 82 51 61 51

Bld-Bailadila; Dnm-Donimalai
* This include export customers of POSCO, South Korea and Japanese Steel Mills respectively.

4.2  When asked as to whether NMDC identified potential buyers of iron ore to sell the
50 MTPA of ore as envisaged by it, the Company, in their written replies informed as

under:-

‘NMDC sells iron ore produced from its Bailadila sector to end-use plants
primarily through Long-Term Agreement (LTA) with the end-use plants from its
Bailadila sector, Chhattisgarh. The sale of iron ore in the Karnataka sector is
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through e-auction mode only, conducted by Monitoring Committee as per the
directives of the Hon’ble Supreme Court. Further, at present NMDC has a
Long-Term Agreement with about 85 iron & steel plants which comprises
Integrated Steel plants, Secondary Steel Producers, Pellet & Sponge
manufacturers for the sale of iron ore from the Bailadila sector. Considering the
demand for iron ore, NMDC had registered demand of about 40-50 Million
Tonnes annually from its customers in the Bailadila sector. There are no Long-
Term Agreements in the Donimalai sector as the total sale is through auction
mode only. Hence, the sale is dependent on the auction performance for the
corresponding period. NMDC has been able to liquidate its production from the
Donimalai complex over the years and with the existing customer base, NMDC
can sell its entire production from its Donimalai complex. Also, considering the
growing demand for iron ore, NMDC is inducting new customers by signing
fresh Long-term contracts every year. Hence, NMDC can supply incremental
guantity as per the production plan for the coming year. The iron ore-lump
requirement given by customer during the year 2019-20 was about 12.57 MT.

4.3 The Audit also examined the allotted quantity and actual lifting of iron ore by the

long term customers during the period 2018-19, 2019-20 and 2020-21 as given below:

(Qty. in Million Tonnes)
Year Bailadila Sector Donimalai sector

Permitted Overall
AIIotte_d Lifted Differe guantity by Actugl Differen _dlfferen(_:e
quantit . quantity In quantity
guantity nce Supreme : ce .
y Court lifted lifted
1 2 3 4 (2-3) 5 6 7 (5-6) 8(4+7)
2018-19 34.46 23.32 11.14 12.00 9.00 3.00 (14.14)
2019-20 35.94 24.50 11.44 12.00 7.10 4.90 (16.34)
2020-21 35.94 25.84 10.10 12.00 7.41 4.59 (14.69)

4.4  Regarding the mismatch between the allotted quantity and actual lifting of Iron ore
in Bailadial Sector and Donimalai Sector of NMDC, the Audit observed as under:-

“From the above table, it is seen that the actual quantity lifted/sold was always
lesser than the allotted quantity. Therefore, the Company’s contention that it
would achieve a production and sale of 47 MT during 2021-22 may not hold
good as the actual production during the first eight months was only 24.37 MT.
Further, the doubling of Kothavalasa-Kirandul Railway Line is also not complete
which will affect the evacuation of mined ore.”

4.5 In continuation of above, Audit further contended that considering the actual
dispatch of iron ore against the allotted quantity for the period 2018-19 to 2020-21, the
Company’s claim that there was registered demand of 40 to 50 MT from Bailadila sector

lacks justification. Further, in view of export contracts for supply to Japan and South Korea

not being renewed, it would be unlikely for NMDC to achieve the targeted production and
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sale of 47 MT during 2021-22.

4.6 Besides, the representatives of Ministry of Steel, during the course of evidence too

deposed before the Committee as under:-

"SI GENT 3RY ¥ ST A ¥ fRAT §, 98 GRS s & aR A+ g
IR A HRTT a1 & oot ar fha 9l g o9l of saehT o T Tear i
g9 & SREIe # TS A THIACRAA Th HoR Fehglost @, ST gALm
f3as aa € 6 379 AR vATHSET ¥ Heans o6 fAd 91 Wl gEw,
EH A T S TIRAR & Tolic Se0a ST T §, 3987 A Rearsie
5.8 @ 6 faferae oo WeR @@ W gref| o7l g Jg U=l f3asAacecde H
AR W §, AfheT §H I A Teh o9 < THHAT &1 g, arer ot off 39
oI, 38 U WeR Fal Ao "

4.7 When asked whether NMDC identified the potential buyers of Iron ore to sell 67
MTPA of production of ore envisaged to be achieved by Financial Year 2024-25, NMDC in
a written note dated 10.12. 2021 informed as under:-

“‘“NMDC has been able to retain its customers over the years and is making all
the efforts to induct new customers from its Bailadila sector. During FY 2020-21
& FY 2021-22 NMDC has inducted 12 New customers with a combined
demand of about 10-12 Million Tonnes. In addition NMDC’s Nagarnar Steel
Plant (NISP) will have a requirement of about 4-5 Million Tonnes once full-scale
production starts from the plant. With the empanelment of new customers and
requirement of NISP, NMDC has a demand of about 54-58 Million Tonnes from
its Bailadila sector. It has also been stated that The export of iron ore to Japan
and South Korean Steel Mills has stopped as the Long-Term Agreement with
these countries has not been renewed beyond FY 2020-21. NMDC is trying to
increase the customer base and identify new customers from Karnataka and
nearby states. Also, there is a ban on the export of iron ore from the Karnataka
Region the only avenue left is the Iron & Sponge Units of the State. With a
demand of about 54-58 Million Tonnes from the Bailadila sector & about 14
Million Tonnes from the Donimalai sector, NMDC has an ample demand to
achieve 67 Million Tonnes sales by Financial Year 2024-25.

4.8 On the aforesaid issue, Audit expressed their apprehension that considering the
actual lifting of iron ore by Bailadila customers during 2018-19 to 2020-21, it would be
unlikely to achieve 67 MTPA by FY 2024-25 despite considering the projected demand of

4-5 MT towards Nagarnar Integrated Steel Plant. The Company has not furnished any

details of lifting of iron ore by 10 new Long Term Customers against the projected demand
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of 11.44 MT during the year 2021-22.

4.9 As per NMDC's Annual Report (2020-21), with the increase in demand for steel
from developed economies (post-pandemic) & continuous increase in demand from
China, steel prices have increased significantly in the first quarter of the year 2021-22
leading to an increase in demand for iron ore. Although the supply of iron ore from Brazil
has improved, trade tensions between China and Australia have added up to the red-hot
prices of iron ore. Iron ore prices for the benchmark 62% index were hovering around $
215-220/t during June-July’ 21. Further, the prices of iron ore in the international market
will remain under upward pressure in the near term, which will increase the demand for

domestic ore.

4.10 NMDC in their Annual Report (2021-22) have also envisaged growth in domestic
steel production on account of (i) supply gap created for Steel & Iron ore in the
international market due to steel production curb in China, sanctions on Russia and
damage to Ukraine in the war, and, (ii) increase in demand for high-grade ore worldwide
considering environmental concerns, the demand for NMDC'’s iron ore is expected to

increase as it is one of the best grades of ore in the world.

4.11 The Annual Report of the Company has also underlined that the Introduction of
Auction rule has increased risks for NMDC as its major customers have acquired captive
mines in mineral-rich states, mainly JSW Steel Ltd. and AM-NS India. Both JSW Steel Ltd.
and AM-NS India have already started production from newly acquired mines are planned
to increase it further in the near future. New tranches of auction likely to add further
capacity of iron ore to steel players as well as other merchant players in near future. This

is likely to adversely impact the market for NMDC over the medium to long term.
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CHAPTER -V

ISSUES OF SCREENING PLANT AND ENVIRONMENTAL CLEARANCES

A. Screening Plant-ll at Kumaraswamy Iron Ore Project (KIOP)

5.1 C&AG in Para 2.4.1 of their report observed that the Environmental Clearance (EC)
for Screening Plant-1l for Kumaraswamy Iron Ore Project (KIOP) was recommended in
June 2017 by the Expert Appraisal Committee of the Ministry of Environment, Forest and
Climate Change (MoEF&CC) subject to receipt of Stage-l Forest Clearance, after more
than three years of application made in March 2014 by the Company. The delay was
partly attributable to the Company as it failed to take prompt action for applying for revised
Terms of Reference on account of increase in land requirement and submitted the
requisite information to the Ministry of Environment, Forest and Climate Change very late.
Further,the Forest Clearance which was applied for in December 2014 was awaited in
March 2018 due to undue delay in conducting Differential Global Positioning System
(DGPS) survey and non-submission of essential details sought by the Deputy Conservator

of Forests, Bellary.

5.2 C&AG further clarified that in view of identification of additional reserves in
Donimalai Iron ore Project (DIOP), the Company decided for construction of a second
Screening Plant (SP-II) for Kumaraswamy Iron Ore Project (KIOP). MECON prepared the
Techno-Economic Feasibility Report (TEFR) in June 2013 and due diligence was done on
12 September 2014 by PricewaterhouseCoopers (PwC), with an estimated cost of Rs.
399.75 crore. NMDC applied for Environmental Clearance (EC) for Screening Plant Il for
KIOP in March 2014. However, the EC for the Screening Plant-Il for KIOP was received
after more than three years of application made by the Company. Delay on part of State
PCB in conducting Gram Sabha coupled with failure on part of the Company in taking
prompt action for applying for revised Terms of Reference (ToR) and delay in submitting
the required information to the MoEF&CC contributed significantly to the time taken in
receipt of EC.

5.3 When asked about the present status of the application and whether the Company
submitted the essential details sought by the Deputy Conservator of Forests (DLF),

Bellary, NMDC in a written note informed as under:-
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“The Company submitted the reply to DCF (Deputy Conservator of Forests),
Ballari on 02 September 2021, 15 September 2021 and again on 07 October
2021 furnishing the details of alternative sites and justified the location of the
project in forest land.”

5.4 On being asked as to whether the Company has obtained the Stage-l Forest

Clearance, NMDC in a written reply informed as under:-

“The Company is in the process of obtaining Stage-I clearance and the reply of

the shortcomings as was observed by the MOEF&C has been duly uploaded in

the parivesh portal by CCF, Balleri on 20 November 2021.”
5.5 C&AG, commenting on the above, further observed that despite passing of seven
years, the Company has not obtained even the Stage-l Forest Clearance for the
Screening Plant Il at Kumaraswamy Iron Ore Mine.
5.6  When asked whether Forest Clearance (FC) has been received by the Company.
the representatives of the Ministry of Steel during the course of evidence on 14.12.2021

submitted as under:-

"X, BREC FRNT & 91 Ig oy HAITE & 9T gl Sealel gH adr™ar AT
%Wmé’rgaaﬁ?ﬁﬁxﬁﬁﬁgémgaﬁmﬁm%%m
A T T ol S QT AT G|

5.7 When the Committee drew attention that the delay has been for more than 7-8
years, the representatives of the Ministry of Steel accepted the delay and informed as

under:-

....... these are priority items for them and the projects are being monitored on a
real time basis.”

B. Screening Plant-lll at Kirandul Complex

5.8 In respect of Screening Plant-1ll at Kirandul Complex, C&AG in Para 2.4.2 of their
Report observed that the Environmental Clearance (EC) was received by the Company in
November 2013. However, the mistake in the area of the land mentioned in the
Environmental Clearance as 65.936 hectares, against the land area of 74.236 hectares
applied for, was not observed by the Company until it was pointed out in October 2016 by
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the Chhattisgarh Environment Conservation Board (CECB) before issue of Consent for
Establishment. The Company requested in December 2016 the Ministry of Environment,
Forest and Climate Change (MoEF&CC) for issue of a revised Environmental Clearance
which was received in March 2017. As a result, Consent for Establishment was granted by
Chhattisgarh Environment Conservation Board (CECB )in July 2017. Thus, there was an
avoidable delay of 38 months (from November 2013 to December 2016) on part of the

Company.

5.9 As regards the awarding of contract orders for screening plant-lll at Kirandul
Complex, when asked whether all the orders on the contractors for setting up of
Screening Plant-lll have been placed, NMDC in a written reply informed as under:-

“‘work for Screening Plant Il Project, Kirandul is being executed through eight
(08) packages and as on date five (05), packages were awarded and two (02)
packages are scheduled to be awarded by January 2022 and the other
package i.e., procurement of Locomotive, will be initiated at an appropriate time
based on the project progress.”

510 When asked about the scheduled date of completion of Screening Plant-1ll and the

present progress against the scheduled date of completion, NMDC in a written note

informed as under:-

“The scheduled commissioning of Screening Plant Il is in the month of August,
2024 and they have also elaborated that during the execution of the Site
development & construction water package, NMDC could not do blasting of
hard rocks as Chhattisgarh Government Authorities have not given permission
for blasting looking at the sensitiveness of the area. In view of the above,
NMDC has considered other means i.e. using expansive cement mortar for
breaking of the hard rock in place of blasting, which resulted in a time-
consuming process. Hence, the work got delayed and accordingly time period
has been extended for completion of site development work.”

5.11 On the aforesaid issues C&AG further observed that despite receipt of approval of
Consent for Establishment in July 2017 for Screening Plant 1ll, the Company is yet to
award 2 packages out of 7 packages for construction of Screening Plant Ill. The
Company did not envisage the likely requirements and compliance to the Government
Directions beforehand like securing permission for blasting, etc. which have led to further

delays.
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5.12 The representatives of the Ministry of Steel, during the course of evidence further

clarified as under:-

SHh §IG Fhifelal Tole-3 &l 39 & 3HHA A Ig AT o Ig selliecar H Ag0
&Y ohdT AUT| 3T 9 & 37 a1d HT &I ATl 5@ targdf@g diFe AR
WA B, 3T SEH FT RAT UT| FHA FeAAEI I el g1 We have
crossed this hurdle. Segisl @ @ATr &1 ersdA fear &1 ¥ av 2024 d&
HeCollc I ol |"
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CHAPTER = VI

DIVERSIFICATION ACTIVITIES

6.1 As part of its diversification drive, NMDC ventured into Diamond mining in Panna in
the State of Madhya Pradesh as well as establishment of Steel Plants, Power Plant, Pellet
Plant and acquisition of Sponge Iron Plant, etc. The Audit findings on the various

diversification initiatives taken by the Company are elaborated in succeeding paragraphs.

A. Setting up of Integrated Steel Plant at Nagarnar, Chhattisgarh

6.2 CAG in their report National Steel Policy, 2005 projected a compounded annual
growth rate of 7.3 percent of annual steel production during the period 2004-2020. In a
review meeting held on 13 March 2008 by the Ministry of Steel, it was projected that it
would require capital of Rs. 12,000 crore with debt-equity ratio of 2 : 1 (Rs 8000 crore for
debt and Rs. 4000 crore towards equity) for establishment of 3 MTPA Steel plant. After
discussing various options for setting up of the Plant, it was decided on 13 March 2008
that NMDC may set up the Plant on its own in view of its adequate cash reserves and
easy access to the primary raw material i.e. iron ore. The Company informed the Ministry
on 20 March 2008 that the entire cost of the Plant would be met through its internal
sources. As decided, the Board approved the appointment of MECON Limited as
Consultant in July 2008 for preparation of Techno Economic Feasibility Report (TEFR) for
the project. MECON submitted it TEFR in December 2008. Subsequently, in March 2009,
NMDC awarded the work of carrying out due diligence of TEFR submitted by MECON to
PricewaterhouseCoopers who submitted the due diligence Report in May 2009.
Accordingly. In January 2010, NMDC Board accorded approval for setting up the
Nagarnar Integrated Steel Plant (NISP), Chhattisgarh. CAG observed in their report that
NMDC was new in the field of establishment of Steel Plant and a DPR would have given a
better insight and control to the Company in implementation of the project. The Detailed
Project Report (DPR) is normally prepared based on the data and results obtained from
studies. All vital aspects are covered in much greater detail in DPR. The basic difference

between the TEFR and DPR is the level of accuracy and degree of detail.

6.3 C&AG in Para No. 3.1 of their Report observed that the Company in January 2010
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proceeded with the establishment of an Integrated Steel Plant at Nagarnar, Chhattisgarh
and awarded various packages based on the tentative details given in the Techno-
Economic Feasibility Report (TEFR) instead of preparing a Detailed Project Report (DPR).
As a result, the estimates were revised upwards and technical specifications were
modified after the tenders were floated. This led to delays in tendering and award of
packages. Further, the cost of the project was increased by 43% from the estimated cost
of Rs. 15,525 crore to Rs. 22,196 crore. The increase in cost amounting to Rs. 6,671
crore included Rs. 3,842 crore on account of change in scope of work, which could have
been avoided if the Company had prepared the Detailed Project Report (DPR). As on
march 2018, the project was still under execution while it was scheduled for completion by
March 2014.

6.4 When asked whether all the packages awarded for establishment of Integrated

Steel Plant at Nagarnar were completed, NMDC in a written note submitted as under:-

“The last major infrastructure package awarded was Executive Director Works
Building (Pkg-45) in January 2020 with scheduled completion as in 24 months
by January, 2023. As such, all the awarded packages will be completed by
March, 2023 (as per the PERT (Program Evaluation Review Technique) against
network schedule of August, 21 is provided by Consultant M/s Mecon) and
commissioning of the packages was delayed due to the COVID pandemic. It is
to mention that Major technological packages and related auxiliary packages
required for commissioning are on the verge of their construction completion
and trial run of various equipment are in progress. Further, many units like Main
Receiving Station (MRS), Plant Power Distribution System (PPDS) and Water
Packages (17-01 & 17-02) have been commissioned.”

6.5 On the aforesaid issue C&AG in a written note further observed as under:-

“The Company expects likely completion of all packages of Nagarnar
Integrated Steel Plant by March 2023. The fact remains that the Project was
scheduled to be completed by March, 2014 and is yet to be completed.”

6.6  When asked to elaborate on the actions initiated against the defaulting contractors,

NMDC on the issue of Raw Material Handling System explained as under:-

“M/s BHEL was awarded the RMHS (Raw Material Handling System) package
with a completion period of 30 months up to 28.02.2014. Subsequently, M/s
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Techpro and M/s Prasad were the agencies engaged directly by BHEL for the
mechanical, structural and civil portion of the work who had defaulted in the
timely execution of the RMHS work resulting in the overall delay of the
package. M/s BHEL has initiated action against these agencies (Risk & Cost)
and had awarded the incomplete portion of the work to the other agencies at
the risk & cost of M/s Techpro & M/s Prasad. However, as M/s BHEL could not
complete the work within the time schedule and hence time extensions were
granted up to 30.06.2019. As the completion of RMHS was getting delayed
affecting the commissioning of the plant, M/s BHEL work was terminated by
NMDC with a view to get the work completed by NMDC at the risk and cost of
the contractor i.e. M/s BHEL. On obtaining the commitment from M/s BHEL for
completion, the contract was restored on 27.08.2019 and on restoration of the
contract, M/s BHEL was showing good progress of the work which was
however impacted due to pandemic restrictions. At present, the work in coal,
coke, sinter product, ore routes are completed by M/s BHEL and other routes
are also in line with the targeted plant commissioning schedule. Further, delay
analysis by the third party is also under process and on finalization of
attributable delays, LD (Liguidated Damage) will be imposed as applicable. As
per the contract terms, any recovery of LD shall be effected from the amount
payable to the contractor against commissioning, Performance Guarantee (PG
test), Final Acceptance Certificate (FAC) & Performance Bank Guarantee
(PBG) only and LD shall not be recovered from the running bills prior to these
milestone payments. Accordingly, till date, no recoveries were effected, which
shall be imposed and recovered on completion of work from the available
payable amount of the contractors as per contract terms.”

6.7  On the issue of By Product Plant, NMDC further explained as under:-

“Considering the continuous failure in the commitments and poor performance
by M/s Beekay Engg Corporation, a consortium member of By-Product Plant
Package, contract between NMDC & M/s Beekay has been terminated on
dated 13.10.2020 with a view to complete the balance work on Risk & cost of
the Contractor as per the provision of Contract. Subsequently, MECON has
been engaged by NMDC to complete the balance work of Beekay’s scope and
the site progress is moving towards its completion.”

6.8 When asked to elaborate on the issue of Lime and Dolomite Calcined Plant, NMDC

in a written note explained as under:-

“Considering the continuous failure in the commitments with respect to site

progress to complete the balance work, the contract between NMDC and M/s

Sinocalci, China (leader) and its consortium has been terminated on dated

06.11.2020 with a view to complete the balance work on Risk & cost of the
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Contractor as per the provision of Contract. The process of engagement of
alternate competent agency for completion of balance work is in progress by
NMDC.”

6.9 As the estimates were revised upwards and technical specifications were modified
after the tenders were floated on the basis of tentative details given in the Techno-
Economic Feasibility Report (TEFR) only, and not on the basis of Detailed Project Report
(DPR), the Committee wanted to know whether it could be possible for the Company to
complete the entire project within the revised cost estimate of Rs. 23,140 crore. The
Ministry of Steel clarified that Consultant MECON who prepared the original project cost
and the revised cost of Rs. 23,140 crore confirmed that revised project cost may be
enough to complete the steel plant project. Further, NMDC Board in its meeting held on
27.08.2020 has removed Rs 1200 crore considered towards the construction of township
through CGHB from the estimated cost of Rs 23,140 and thus the estimated cost of the
project becomes Rs 21,940 crore (considering the ongoing process of

Demerger/disinvestment of Steel Plant).

6.10 When asked to clarify whether NMDC was not able to prepare a Detailed Project
Report (DPR) on time before commencing the tender of various projects, the Company in

a written note submitted as under:-

‘NMDC had engaged M/s. MECON as a Consultant for preparation of Bankable
Techno-Economic Feasibility Report (TEFR) wherein broad scope of various
facilities along with the capital cost of the project was suggested (4th quarter,
2008). The due diligence of the TEFR (Techno-Economic Feasibility Report)
was done by M/s. Price Waterhouse Coopers and the Board of Directors of
NMDC approved the investment for setting up of steel plant at Nagarnar in the
month of January 2010. Techno-Economic Feasibility Report (TEFR) provides a
conceptual framework of the project with an assessment of available
technologies, selection of appropriate technology in line with product mix. A
broad assessment of facilities — both technological & services, preparation of
materials, land, water, power and other infrastructures, estimation of volume of
work. It also provided time schedule and cost including financial analysis based
on the prices prevailing at the time of preparation of TEFR (Techno-Economic
Feasibility Report). The report provides the basis for investment decision
making, taking into account the funding arrangement. Generally, for the
formulation of all Investment Proposals, Techno-Economic Feasibility Report
(TEFR) is prepared and the Consultant explores all options with techno-
economics to arrive at the cost-effective scheme. After obtaining “In-Principle”
approval/investment decision for the project, detailed planning of time, resource
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and methodology for all vital aspects of Project implementation are initiated by
the Consultant. Subsequently, during the preparation of Technical Specification,
each detail is worked out with the complete scope of work based on detailed
engineering and some scope of work/facilities are added/deleted from the
scope of work considered in the TEFR (Techno-Economic Feasibility Report).
Some scope of work/facilities is also added/deleted during the tender
discussion stage with the bidders/technology suppliers for better operation,
maintenance, as a statutory requirement and layout etc. It is pertinent to
mention that composite feasibility reports covering techno-economic potions for
various SAIL plants (BSP, RSP, DSP) were also prepared by their Consultant
MECON. As such the procedure of approval of projects based on TEFR is in
practice and the same was followed in NMDC. As such, DPR (Detailed Project
Report) was not prepared in the case of NMDC Steel Plant at Nagarnar and
TEFR was prepared well before initiating the tendering process of various
packages of the steel plant.

6.11 In continuation of above, the Audit further observed as below:-

“The non-preparation of Detailed Project Report led to
modification/addition/deletion of technical specifications of various packages,
scope changes, increase of additional packages which were not envisaged in
Techno Economic Feasibility Report. This led to increase in project cost to
Rs.23,140 crore when compared to originally approved cost of Rs.15,525
crore.”

6.12 The representatives of the Ministry of Steel during the course of evidence on 14

December 2021, before the Committee, on the same issue deposed as under:-

"TRAR ¥l Wlie H test audit BT main observation & & & @R 7 techno economic feasibility report & basis TR
investment &R 3T &, 87 @M T DPR T I€ 78] b 21 I8 31 Fal & fob 9T gaveHie a¥ 2010 H §31T 8, 8 techno
economic report @ basis TR &3 &1 37T 39 & disinvestment @ process & 3R de-merger 3T P FeT 8T &l T
de-merger & foT7 ST parallel activity 8, 3% 3 84 @IT & I packages o TRAR IS WA BT BT delay 3T &1
g% raw material handling system ®T BHEL % R8T &1 §9RT, by-product plant frRiep! 1.3, suit < <8t &1 i,
gPT lime and calcification plant HE kiG] WI'iERT%I The CMD must have informed you. E@E’T?ﬁ’ﬁaﬁﬁﬁ@ F
JIT R EREL qTed BT gsT %, & normally, 89 T commercial decisions and commercial activities H &I &Y 81
& A regular meeting @R 8l In fact, 87 AN 7 contractors & AT meeting TR we have got them on board.
We are very hopeful {3 91T 2023 H TRAR TN AT definitely commissioning process start & ST

B. Sponge Iron India Limited, Paloncha, Telangana

6.13 C&AG in Para 3.4 observed that the Company acquired loss making Sponge Iron
India Limited in July 2010. The Sponge Iron production turned unviable due to higher cost
of production and the losses of Sponge Iron Unit (SIU) accumulated to the tune of Rs.
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194.77 crore as on 31 March 2017. The Company in its turnaround plan (01 October
2015) proposed to conduct a study for reduction in production cost and to utilize the
available 428.98 acres of land for setting up of Thermal and Solar Power Plants which
was yet to take off. The Company had not implemented the turnaround plan as envisaged
and as of July 2017, the unit had idle staff strength of 167 (both executive and non-

executive).

6.14 When asked to clarify whether the turnaround plan was implemented and if not, the

reasons for the same; NMDC in a written reply stated as under:-

“Initially, in 2015 it was proposed for setting up of 660 MW Super critical
Thermal Power Plant as a business alternative but the proposal was, later on,
dropped as Telangana became a power surplus State in 2017. In 2018 M/s MN
Dastur & Company was appointed to prepare a Pre-Feasibility Report on
Setting up of 1.5 MTPA/Suitable Capacity Steel Plant or other Business
Alternative at Sponge Iron Unit. The consultant had suggested that diversifying
into the steel business will be a more profitable option and recommended
setting up of CRM complex and ERW pipe mill as the better option for NMDC
going forward. The proposal for the appointment of consultant for preparation of
TEFR for setting up of Cold Rolling Mill (CRM) Complex and ERW Pipe Plant at
SIU was deliberated internally as we are going for disinvestment of Steel Plant.
Further investment in the downstream and value-added product was not
considered for an investment decision.”

6.15 Besides, C&AG observed that the accumulated loss when the Plant was merged
during 2010 was Rs. 29.14 crore which stands at Rs. 273.69 crore as on 31 March, 2021.
When asked whether any further efforts were made for alternative use of available land at
Sponge Iron Unit, Paloncha and whether any outsourcing agencies have been identified

for exploring the possibilities to run the plant, NMDC in a written reply submitted as

under:-

“Yes, an effort was made for Solar Power Plant. This is being further examined.
To utilize the asset and to produce sponge iron for the consumption of the steel
industry an Expression of Interest (EOI) for identifying interested Firms for
leasing of SIU for the operation has been initiated. Despite multiple extensions
of time, the response to EOI was poor and hence presently other proposals for
the operation of the plant are being evaluated.”

6.16 When asked to furnish the details of the expenditure towards maintenance, salaries

and wages of non-productive staff, office and administrative expenses, etc for the period
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2018-19 to 2020-21, NMDC in a written reply stated as under:-

“‘Expenditure towards maintenance, salaries and wages of non-productive staff,
office and administration expenses etc for the period 2018-19 to 2020-21, at
SIU Paloncha are as follows:-

(Rs. in crore)

Year Repair Employee Benefit Other Total
&Maintenance expenses expenses expenses
2018-19 1.01 27.18 2.68 34.20
2019-20 0.78 22.48 2.51 35.08
2020-21 1.44 15.90 2.24 20.72

6.17 In regard to above, the representatives of the Ministry of Steel during the course of

evidence deposed before the Committee as under:-

"NMDC & &I a¥, 2010 # & {1 a1, o Segied expect =gl fohar o
f& high cost of production 3d=T unviable g SITUIT| dgT W Sealed W Teh
thermal plant and solar plant &del & Teh turnaround plan ST AT
Then, the Telangana Government said that they have power surplus,
dd 3¢ 98T W dg d¢ ol US| 394 a9 ¥ g8l WX Cold Rolling Mill
M ST 3§ U, ar 9 o7 319 &= 93l because it was decided by the
Board f& S 39 Ueh steel plant 1 89 3 8, a qH Il Tolic H T
JET HRT, O AN Ud fGIr T 3T Segiad A SO & fovw
expression of Interest fa@Telr &1 39 9T $1$ response =gl 3T §, but we
are trying our best, A &7 39%! AT T monetize &I Th ™.
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CHAPTER = VII

STRATEGIC INVESTMENT IN JOINT VENTURES

A. Investment in International Coal Ventures Ltd.

7.1 C&AG in Para 4.4 of their report observed that NMDC with the objective of securing
Metallurgical Coking Coal and Thermal Coal supplies from overseas, a Special Purpose
Vehicle (SPV) namely 'International Coal Ventures Limited (ICVL)' was formed in May
2009 wherein NMDC Limited was one of the participating Coal and Steel PSU. In July
2014, ICVL decided to acquire the ownership portion of Rio Tinto Plc., UK in the Coal
mine and Coal assets located in Mozambique. The investment made by Company to the
extent of Rs. 376.36 crore (on which there was no return so far) by relying upon the
incorrect/improper and unrealistic business plan of ICVL for acquisition of loss making
Mozambique mining assets was not prudent. The contention of NMDC that low cost
operations at Mozambique would be viable was contradictory to the observations of the
Internal Committee that the project was falling into the fourth quartile of the International
Met-Coal industry cost curve. Also the report of Consultant of Tata Steel {JV partner in Rio
Tinto Coal Mozambique(RTCM)} corroborated the fact that the asset was in a
disadvantageous position as compared to its Australian peers.

7.2  When asked whether any further investments were made into International Coal
Ventures Limited apart from the Rs. 376.36 crore already invested, NMDC in a written
reply submitted as under :-

‘“NMDC has remitted to ICVL equity contribution of Rs. 2,50,22,620 (Two crore
fifty lakh twenty two thousand six hundred twenty only) against the Cash Call

letter no. ICVL /CS/2019/13 dated 5t September 2019 and the reminder letter
no. ICVL/CS/Cash Call/2021dated 3rd August 2021.This cash call by ICVL was
made to meet the expenditure budget of ICVL (International Coal Ventures
Limited) and clear the outstanding liabilities as in absence of any other income,
ICVL’s expenditure is met from the equity contribution from the Shareholders.”
7.3  When asked to clarify whether the International Coal Ventures Limited could wipe
off any accumulated losses from the year 2018-19 to 2020-21, NMDC submitted the

following information:-

“The consolidated financial results of ICVL as stated below:
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(in Lacs INR)

Particulars Fy2020-21 Fy 2019-20 Fy 2018-19
Retained Earnings (47082.70) (62520.90) (53137.56)
Current Liabilities 30425.44 29726.44 28142.40
Current assets 19567.34 6927.00 8353.37
Profit/Loss for the year 15438 (9383.34) (11421.48)
Networth 227610.01 236982.21 215609.71

As per the : audited Financial statement of the Mozambican Coal Mine

registered as Minass de Benga Limitada (MBL), the accumulated losses stood

as US$ 998,638,604 as on 31St March 2021. And, a significant part of these
losses was incurred by Rio Tinto and Tata towards Mine development,
construction of Coal Handling & Preparation Plant (CHPP), purchase of rolling
stock, rural resettlement, development of rail and port infrastructure etc. Also,
the accumulated losses during 2020-21 had further increased as there was a
negative EBIDTA in 2020-21 at MBL, thus there was no wipe off of
accumulated losses. “

7.4  When asked to clarify whether there were any returns received from International

Coal Ventures Limited during 2017-18 and 2018-19 as it had surplus operations, NMDC in

a written note clarified as under:-

“NMDC has not received on its investment during 2017-18 and 2018-19. NMDC
has neither booked any loss or profit in its book on account of its investment in
ICVL. Against NMDC's investment of Rs. 376.36 crores, considering the
NMDC's share of Net worth in ICVL the investment of NMDC in ICVL comes to
Rs. 590.51 crores.”

7.5 On the aforesaid issue, Audit observed as under:-
“The information provided by the Company shows that operations of Benga
Mine was having negative margin. Further, the objective of setting up of ICVL,
i.e., import of coking coal to India did not take place despite huge investment.
No dividend has been received in 2021.*

B. Investment in Legacy Iron Ore Limited, Australia

7.6  C&AG in Para No. 4.5 of their report had observed that the Company decided (May
2011) to acquire 50 per cent shares in Legacy Iron Ore Limited (LIOL), Australia to secure
management control on the mining tenements that would be acquired by LIOL. The
Company made a total investment in LIOL to the extent of Rs.168.53 crore (Aus $31.01
million) despite the fact that the Consultant appointed for conducting evaluation study had
opined that it was a negative Net Present Value (NPV) project and was a marginal asset

in the short to medium term. The share value of LIOL eroded to 0.30 Aus cents per share
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(3 November 2017) from the initial acquired price of 6.55 Aus cents per share. On account
of this, the value of investment made by the Company also declined to Rs. 17.13 crore
from Rs. 168.53 crore. Further, the Company was bound to spend Rs. 89.67 lakh annually
till the year 2030 to retain the tenements in addition to the expenditure for development of

infrastructure facilities.

7.7 When asked about the reasons for investing in the JV despite the consultant's

negative opinion on the project, NMDC in a written note submitted as under:-

“‘M/s Mckinsey and Co did not give any negative opinion on the company.
However, they had opined that Mt Bevan iron ore project is a marginal asset
now and could potentially be strategic for NMDC in the long term i.e. 2030
onwards and asked to scale down the number of assets and concentrate on
few prospective assets. Accordingly, Legacy had conducted exploration and
further studies in its Gold assets i.e. Mt Celia and kept Mt Bevan for the future
fulfilling the statutory requirements and is currently negotiating a joint venture
agreement with Hancock Magnetite Pty Ltd for progressing the project forward.”
7.8  Contradicting the above, C&AG further observed as under:-

“The reply is not correct as it was recorded in the minutes of 473 Board
meeting of NMDC held on 18 March 2014 that McKinsey & Co. already stated
that Mt. Bevan is a marginal asset in short to medium term and in most forward
looking scenarios, Mt Bevan is a negative NPV project in the next 8 to 10
years.”
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PART - I

OBSERVATIONS / RECOMMENDATIONS

A. QOverview

1. NMDC Limited is a Navaratna CPSU under the Ministry of Steel. It is the single
largest producer of iron ore in India. It was incorporated in November 1958 with the main
objective of exploring the mineral resources in the Country. The Company is considered to
be one of the low-cost producers of iron ore in the world. It produces Iron ore through its
highly mechanized open cast mines located at Kirandul (3 mines), Bacheli (2 mines) in
Bailadila sector of Dantewada district in Chhattisgarh and through Donimalai (2 mines) in
Bellari district of Karnataka. The production of the Company during 2021-22 was 42.19
million tons per annum (MTPA). Apart from the production of iron ore, the Company has
taken several business diversification initiatives such as setting up of a Steel Plant and a
captive power plant at Nagarnar, Chhattisgarh; acquisition of a Sponge Iron Unit at
Paloncha, Telangana; establishment of a pellet plant at Donimalai, Karnataka, etc. The
Company has also made investments in Joint Ventures with Central / State Government
Undertakings and private companies in India and abroad for establishment of Steel Plants
and development of Coal and Iron ore mines. NMDC also operates the only mechanized
diamond mine in India at Panna, Madhya Pradesh. The Performance Audit Report No. 5 of
2019 of C&AG on ‘Operational performance of NMDC Limited’ deals with the production,
evacuation and sale of iron ore, business diversification activities and investment in Joint
Ventures by NMDC Limited during the period from 2012-13 to 2016-17. The findings of
C&AG mostly relate to NMDC (i) not giving due weightage to the professional advice
tendered by consultants in various projects resulting in avoidable delay, time and cost
overruns in those projects, (ii) not carrying out due diligence beforehand resulting delay in
execution of various work packages, (iii) non-addition of new marketing strategies and
customers to match its production, (iv) avoidable delay in obtaining Environmental
Clearance and Forest Clearance in various projects, (v) grave errors in documents going
un-noticed by NMDC resulting in delay of important projects, (vi) relying heavily on Techno
Economic Feasibility Report (TEFR) instead of Detailed project Report (DPR) while
conceiving of projects leading to cost escalation and time overruns in commissioning of
project, (vii) investments made in non-profitable Joint Ventures resulting in extra-financial
burden on the Company, etc. The Committee on Public Undertakings examined the C&AG
report and its observations are in consonance with the findings of the C&AG that are
elaborated in succeeding paragraphs.

B. Fixing of Unrealistic target in Strategic Management Plant(SMP) -Vision 2025

2 The Committee observe that NMDC had a Corporate Plan upto the year 2009-10.
Thereafter, no Corporate Plan was formulated till the year 2015-16. Instead, production and
other targets were fixed annually. In a review meeting held on 27 October 2014, the
Administrative Ministry had suggested for preparation of a vision document 'NMDC 2025'
as the Company had intended to produce 75 million tons per annum (MTPA) by 2018-19
and 100 MTPA by 2021-22. Subsequently, in January 2015, a Consultant, namely, M/s
Accenture was appointed for a fee of Rs. 0.57 Crore by NMDC to evaluate the intended

production in the vision document. The Consultant, in May 2015, after assessing the
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existing customers in the domestic market, potential volume of exports and captive
consumption, suggested that the intended objective of achievement of production of 75
MTPA and 100 MTPA would be difficult. Yet, NMDC in October 2015, ighored the advice of
the consultant and fixed over-ambitious target of 75 MTPA by 2018-19 and 100 MTPA by
2021-22 in its Strategic Management Plan (SMP) Vision 2025. However, sensing the
subdued market condition, fall in international iron ore prices, NMDC revisited its SMP-
Vision 2025 in September 2016 and lowered the target of iron ore production to 50 MTPA
for 2018-19 and 67 MTPA for 2021-22. The Committee find that even this lowered target
was on the higher side and NMDC failed to achieve the target of iron ore production during
the financial years 2018-19, 2019-20 and 2020-21 which remained at 32.36, 31.49 and 34.15
MTPA respectively. The Ministry of Steel reviewed the situation and further lowered the
target of iron ore production to 47 MTPA for financial 2021-22. The Committee note that
even at this stage, the reduced target of 47 MTPA could not be achieved by NMDC and the
Company could only produce 42.19 MTPA of iron ore during 2021-22. The Committee do
not understand why NMDC ignored the suggestions of the consultant to whom it paid a fee
of Rs. 0.57 crore which may be construed as wasteful, now appears to be thoughtless
expenditure of public money. In the opinion of the Committee, the targets fixed by NMDC
at different stages were over ambitious and irrational taking in view the unfavorable market
condition, fall in international iron ore prices, unfinished projects related to doubling of
various railway lines, inability in finding new potential customers, termination of long term
agreements with some countries, delay in execution of various packages & enhancement
facilities, etc. On an overall review of the position, the Committee note that against the
initial target of 100 MTPA fixed by NMDC to be achieved by 2021-22, the Company could
ultimately achieve only 42.19 MTPA of production. The Committee suggest that NMDC
should seriously consider the professional advice given by consultants on time and

undertake proper realistic assessment while fixing of various targets in future.

C. Delay in execution of Packages for development of Deposit-11B mine

3. The Committee note that Deposit 11B mine of Bailadila sector is located in
Kirandual, Chhattisgarh. In July 2005, NMDC awarded Engineering, Contract Procurement
Services & Project Management and Construction Management Services (EPCM) contract
to MECON Limited to execute packages for development of Deposit 11B mine within 35
months i.e. by June 2008 in order to meet production of 7 MPTA of iron ore from the mine.
The Committee find it shocking to note that the development of the mine remained
incomplete even by March 2022 resulting in Deposit 11B mine only producing 2.20 MTPA

during 2018-19, 3.99 MTPA during 2019-20 and 4.49 MTPA of iron ore during 2020-21
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against the expected production target of 7 MPTA to be achieved by June 2008. Further, the
Screening Plant Il that was a part of the package was yet to be constructed and
commissioned without which the full production of 7 MTPA could not be possible in
Deposit 11B mine. NMDC attributed the delay to change in technology from soil nailing
technique to grouted nailing technique in package Ill (Earth Works) and to the site
conditions, change in design, approval of drawings, local disturbances, inadequate
deployment of men and material by contractors, etc. Surprisingly, NMDC although stated to
have levied liquidated Damage (LD) / penalty for the delay, did not furnish any details of
package-wise LD/ penalty imposed on the contractor/ consultant in some of the packages
to the Audit party during examination. NMDC also did not furnish the action taken on its
employees who were responsible for the delays to the Audit party. The Committee find that
the incidents of grave lapse on the technical wing of the Company such as failing to
foresee averse circumstances or carry out due diligence before handing over the packages
to the contractors resulted in delay of more than 14 years adversely impacted the
performance of the Company. The Committee feel that had proper due diligence been
carried out and punitive action taken against the officers responsible for untimely
submission of drawings, erring contractors/ consultants, the delay of so many years and
the adverse impact on the production of the Company could have been avoided. The
Committee hope that NMDC would make all out efforts to complete the work of Screening
Plant lll without any further delay and the targeted production of 7 MTPA from Deposit 11B
mine would be achieved.

D. Delay in Execution of Packages for development and production through
Kumaraswamy Iron Ore Project (KIOP)

4, The Kumaraswamy Iron Ore Project (KIOP) is located in Bellari District of Karnataka
and was envisaged to produce 7 MTPA of iron ore by 2018-19. As per audit findings, the
revised schedule for completion of KIOP was March 2012 but the project remained
incomplete even till March 2018. The Committee observe that although some of the
packages were commissioned, some crucial packages like approach road works were still
incomplete and due to non-existence of Screening Plant Il and the Loading Plant with
Railway Yard, NMDC had to resort to outsourcing of mining which was not a environment
friendly step. The Company had produced 3.82 MTPA through outsourcing and 3.18 MTPA
through Departmental Production during 2020-21 while the entire 7 MTPA or iron ore
production should have been met through Departmental Production. The Committee are
unhappy over the incorrect reply furnished to the C&AG and the Committee that no show
cause notice was issued by the State Pollution Control Board (SPCB) to the Company. The
Ministry of Steel agreed that the transportation of iron ore through outsourcing contractors
by tippers was not an environment friendly step and the Screening Plant Il was still
incomplete as statutory clearances had not been received due to which KIOP could not
take off as envisaged. The Committee recommend that extraordinary efforts be made by
NMDC to obtain the statutory clearances so that Screening Plant Il which has been delayed
for more than 14 years can start and KIOP can begin Departmental production in-full
instead of outsourcing of their activities.

36



E. Delay of the work related to the doubling of Kirandul-Kothavalasa (KK) Railway
Lines between Jagdalpur to Kirandul and between Jagdalpur to Ambagaon

5. The Committee note that in order to enhance the evacuation facility for meeting the
envisaged higher production targets, NMDC undertook two projects viz. (i) doubling of
150.45 km of the Jagdalpur to Kirandul section of the KK Railway line, and, (ii) doubling of
25 km Railway line section between Jagdalpur and Ambagaon. In the first project, NMDC
entered into Memorandum of Understanding (MoU) with the Ministry of Railways in
December 2012 with an estimated cost of Rs. 826.57 crore in 2011-12 that was
subsequently revised in December 2015 to Rs. 1160.83 crore to execute and complete the
doubling of the railway line by August 2018. However, the doubling work could not be
completed by the scheduled date and as a result the enhancement in evacuation facility
could not be done. As per the information furnished during December 2021 to the
Committee, out of the 150 km of the Jagdalpur — Kirandul section, approximately 85 km
doubling works was already commissioned and works in the remaining 65 km was under
progress. In the second project, doubling of railway line section of 25 km between
Jagdalpur and Ambagaon was taken up by NMDC with the Ministry of Railways in August
2016. The project was intended to meet the requirement of handling the anticipated two
fold increase in the volume of traffic on account of the upcoming Integrated Steel Plant at
Nagarnar (NISP). As per the agreement, the project was to be completed by January 2019.
The Committee are dismayed to note that only 50 percent physical progress has been
made so far in this project. NMDC attributed the delay in completion of the projects to
extremists problems in remote locations of work, issues in land diversions, delay in forest
clearances, etc. The Committee find that the delay in the first project has cost the public
exchequer an avoidable expenditure of Rs. 334.26 crore due to cost escalations in the
project. The Committee are, however, happy to note that apart from the regular monitoring
done by the Ministry of Railways, the two projects are now also being monitored by the
Prime Minister Office (PMO) every month through 'PRAGATI' portal. The Committee only
hope that the doubling works of KK Railway line projects are completed without any further
delay and the evacuation facilities envisaged for achieving higher production by the
Company are met.

F. Increasing Customer base to meet increased production

6. The Committee observe that NMDC sells iron ore produced from its two sectors
namely (i) Bailadila sector, and; (ii) Donimalai sector. In Bailadila sector, the Company
sells its iron ore to end-use plants primarily through Long Term Agreement (LTA) with the
end-use plants in the sector. NMDC at present has LTAs with about 85 iron & steel plants
which comprises Integrated Steel Plants, Secondary Steel Producers, pellets & Sponge
manufacturers for the sale of iron ore from the Bailadila sector. NMDC in December 2021
informed that presently there was a registered demand of iron ore of about 40 to 50 MTPA
from Bailadila sector and it is expected to achieve the target of 67 MTPA sale of iron ore by
the year 2024-25. However, on analysis of data on the quantity of total iron ore allotted and
the total quantity of iron ore lifted during a period of 03 years i.e. from 2018-19 to 2020-21,
the Committee find that the lifted quantity of iron ore was always 10 to 11 MTPA less than
the allotted quantity implying that there was no commensurate demand of iron ore from the
customers. The Committee further note that the export of iron ore to Japan and South
Korean Steel Mills has stopped as the LTAs with these countries were not renewed beyond
the financial year 2020-21. This has further adversely impacted the market of NMDC. NMDC
contended that once the Nagarnar Integrated Steel Plant (ISP) would start its operation,
additional demand of 4-5 MPTA would narrow the gap between the iron ore allotted and
lifted. Yet, even after considering the expected demand of 4-5 MPTA from the Nagarnar
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Integrated Steel Plant and with the termination of LTAs with Japan & South Korea, the
Committee feel that the gap between the allotted and lifted quantity of iron ore has further
widened. Ironically, in such a scenario, the Company has not met the long standing
demand of iron ore from the Chhattisgarh Sponge Iron Associations which could have
narrowed the gap between the quantity allotted and the quantity lifted. The Committee feel
that unless the existing customer base is expanded, new long term customers inducted
and LTAs with foreign customers renewed, the target of 67 MTPA by 2024-25 cannot be
achieved. The Committee, therefore, desire that the demand of iron ore from Chhattisgarh
based Sponge Iron producers be immediately met. Further, immediate expansion of
customer base along with empanelment of new long term customers, renewing of LTAs
with Japan, South Korea and other countries, need to be pursued vigorously if the target
sale of 67 MPTA is to be achieved by 2024-25.

7. In the Donimalai sector, there are no Long Term Agreements(LTA) and iron ore is
sold through e-auction mode only, conducted by Monitoring Committee as per the
directives of Hon'ble Supreme Court. The sale in this sector is dependent on the auction
performance for the corresponding period. NMDC has stated that they have been able to
liguidate its production from the Donimalai complex over the years and with the existing
customer base, the Company can sell its entire production from its Donimalai Complex.
The Committee, however note that even in this sector, the lifted quantity was always 3to 5
MTPA less than the allotted quantity during 2018-19 to 2020-21 implying that demand of
iron ore from the customers was not commensurate. The Committee understand that
introduction of the auction rule has increased the risks of NMDC as its major customers
like JSW Steel Limited and AM-NS India have acquired captive mines in mineral-rich States
and have already started production from the newly acquired mines & planned to increase
it further in near future. The new tranches of auction are likely to add further capacity of
iron ore to steel players as well as other merchant players in near future which is likely to
adversely impact the market for NMDC over the long term. The Committee desire NMDC to
take advantage of the increased demand for steel from developed economies in post
pandemic period and the continuous rise in price of steel in international market which is
expected to increase the demand of domestic iron ore. Further, NMDC needs to actively
tackle private players, induct new customers and adopt robust marketing strategies if it
has to remain and excel in the market.

G. Delay in obtaining of Environmental Clearance for Screening Plant-Il of
Kumaraswamy Iron Ore Project (KIOP)

8. The Committee note that in order to identify additional reserves in Donimalai Iron
Ore Project (DIOP), NMDC decided for construction of a second Screening Plant (SP-II) at
Kumaraswamy Iron Ore Project (KIOP). The Company applied for Environmental Clearance
(EC) for the Screening Plant Il in March 2014. However, the EC was received after more than
03 years of application made by the Company. The inordinate delay was attributable on the
part of State Pollution Control Board (PCB) in conducting Gram Sabha coupled with failure
on the part of NMDC in taking prompt action for applying for revised Terms of Reference
(ToR) and delay in submitting the required information to the Ministry of Environment &
Forests & Climatic Change (MoEF&CC). Similarly the Forest Clearance (FC) for the SP-II
(Stage-I) which NMDC applied in December 2014, could not be received even after 7 years.
The FC was held up due to delay in submission of Differential Global Positioning System
(DGPS) map to Forest Department and resubmission of application for revision of ToR.
During the course of evidence, the Ministry of Steel admitted the delay and submitted that
these were priority items for them and work is now being monitored on real time basis.
The Committee are, however, perturbed with the lackadaisical approach on the part of the
management of the Company that failed in timely submission of documents to the
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concerned authorities and pursue various clearances. The Committee feel that had some
concrete monitoring mechanism been in place to keep track of the progress of work in
various stages, the delay of so many years could have been avoided. The Committee,
therefore, recommend that all-out efforts be made to obtain all the necessary statutory
clearances to complete the Screening Plant Il without any further delay to enable
identification of additional reserves in Donimalai Iron Ore Project (DIOP) and enhancement
of its capacity.

H. Avoidable delay in obtaining of Consent for Establishment (CFE) for Screening
Plant-lll at Kirandul Complex

9. The Committee note that the Environmental Clearance (EC) for the Screening Plant -
Il at Kirandul Complex was received by NMDC in November 2013. However, in the EC, the
land area mentioned was 65,936 hectares instead of 74,236 hectares as applied for by the
Company. The Committee find it shocking that this anomaly was not noticed by NMDC
before October 2016 until it was pointed out by the Chhattisgarh Environment
Conservation Board (CECB) to whom it applied for issue of Consent for Establishment
(CEF). NMDC in December 2016 requested the Ministry of Environment, Forest and Climate
Change (MoEF&CC) for issue of a revised EC which was received in March 2017.
Eventually, the CEF was granted by CECB in July 2017 resulted in an avoidable delay of 38
months. The Committee deplore the way such grave error on crucial document went
unnoticed by the NMDC Management for 3 years until it was pointed out by CECB. The
Committee desire that a detailed administrative exercise be carried out to find out the
causes for such grave lapse, fix responsibility and take punitive action on those found
guilty.  Simultaneously, a concrete fool-proof mechanism be developed to monitor
timelines fixed for various work and detection of such errors at early stages so that
unnecessary delays are avoided.

l. Delay in Kirandul project due to denial of permission for blasting

10. The Committee are informed that the work for the Screening Plant Il Project,
Kirandul is being executed through eight packages and as per the revised schedule, the
project is to be completed by August 2024. The Committee however note that work in 2
packages is yet to be awarded. NMDC clarified that during execution of the site
development & construction package, the Company could not do the blasting of hard rocks
as Chhattisgarh Government Authorities did not permit them for blasting in view of the
sensitiveness of the area. So the Company had to consider other means like using
expansive cement mortar for breaking of the hard rock in place of blasting which resulted
in a time-consuming process. The Committee do not understand how the Company failed
to take stock of the ill consequences of carrying out blasting in a ecologically sensitive
area. The Committee feel that proper due diligence was not done by NMDC at the time of
conceiving the project, carrying out survey of the area, preparing the DPRs, etc otherwise
such critical aspects could have been noticed beforehand and delay in the project would
have been avoided. The Committee express their strong displeasure and desire NMDC to
be more cautious in future.

J. Setting up of Integrated Steel Plant at Nagarnar, Chhattisgarh

11. The Committee note that in line with the National Steel Policy 2005, the Government

in March 2008 decided that NMDC may set up a Steel Plant on its own in view that the

Company had adequate cash reserves and easy access to the primary raw material i.e. iron

ore. The Board of NMDC in July 2008 appointed MECON Limited as a Consultant for
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preparation of Techno Economic Feasibility Report (TEFR) for the project which was
submitted by MECON in December 2008. After carrying out due diligence, the Board of
NMDC in January 2010 accorded approval for setting up the Nagarnar Integrated Steel
Plant (NISP) in Chhattisgarh with an estimated cost of Rs. 15,525 crore. NISP was
scheduled to be completed and commissioned by March 2014. The Committee, however
are perturbed to note that the project was delayed as the work for the project was awarded
on the basis of a tentative TEFR instead of a Detailed Project Report (DPR) which is more
elaborate and accurate. The decision to depend on TEFR lead to revision of technical
specifications, modification of tenders, time overruns and upward revision of estimated
cost of the project from Rs. 15,525 crore to Rs. 22,196 crore. NMDC contended that
preparation of DPRs has lost its relevance as its preparation is time consuming which
further leads to increase in project time schedule and increase in cost of project, and also
that many private players and steel companies in the past have executed their expansion
projects/ new projects based on TEFR. The Committee, however, are not in agreement with
the view of NMDC as even after proceeding with TEFR, the NISP project has been delayed
for more than 8 years and the project is still incomplete. The Committee believe that TEFR
lead to change in technical specifications in works and contracts particularly in 03 major
works namely (i) Raw Material Handling System, (ii) By-Product Plant, and (iii) Line &
Dolomite Calcined Plant leading to termination and re-awarding contracts to new
contractors. Further, the cost of the NISP project escalated from 15, 525 crore to Rs.
22,196 crore and even after regular monitoring at Company and Ministry level, the NISP
project is scheduled to be completed by March 2024 after an estimated delay of 9 years.
The Committee are of the opinion that NMDC willingly erred in deciding not to prepare DPR
in such a huge ambitious project although it was new in the field of establishment of steel
plants and instead heavily depended on tentative TEFR that resulted in additional burden
of Rs. 6671 crore on the public exchequer and time overrun of 9 years. The Committee are
also apprehensive of cost overrun and time overruns in the project that has lead the
Government to decide on the disinvestment/ demerger of NISP which is also
simultaneously under process. The Committee only hope that with the constant monitoring
by the Ministry of Steel, the project would be completed as per the revised schedule
without any further cost and time overrun.

K. Sponge Iron Unit at Paloncha, Telengana

12. The Committee note that NMDC at the instance of Ministry of Steel, in July 2010,
acquired a loss making Sponge Iron India Limited (SIIL) at Paloncha, Telangana. The
sponge iron production turned unviable due to higher cost of production and the losses of
SIIL accumulated to Rs. 194.77 crore in 2017 which further grew to Rs. 273.69 crore as on
31 March 2021. The Committee are disappointed to note that the turnaround plans of the
sick Sponge Iron Unit, initially with the construction of a Super Critical Thermal Power
Plant and then with a Cold Rolled Coil Unit have been shelved for different reasons by
NMDC. As a measure of turnaround plan, the Company had intended to utilize the available
land of 428 acres for setting up of Thermal and Solar Power Plants. The Committee are
unhappy to note that although the Government had tried to sell the SIIL Unit by issuing
expression of interest, there was no response. The Committee also find it surprising on
the Government insisting to acquire a sick & loss making Sponge Iron Unit in July 2010
and would like to know the reasons therefor. The Committee are not aware of the
turnaround plan of the Company to set up a Solar Power Plant to bring the Company out of
losses. Since the loss of the Company are accumulating year after year and that there are
no prospective buyers of the Unit, the Committee recommend that a concrete turnaround
plan be drawn and implemented to bring SIIL Unit of Paloncha out of losses.

L. Investment by NMDC in non-profitable Joint Ventures
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13. The Committee note that with the objective of sourcing Metallurgical Coking Coal
and Thermal Coal supplies from overseas, a Special Purpose Vehicle (SPV) namely
International Coal Ventures Limited (ICVL) was formed in May 2009. In July 2014, ICVL
decided to acquire the ownership of coal mine and coal assets located in Mozambique.
NMDC had invested Rs. 376.36 crore in ICVL. However, NMDC further remitted an equity
contribution of over Rs. 2.50 crore to ICVL's to meet expenditure budget and also to clear
the ICVL's outstanding liabilities. The Committee note that the NMDC has so far invested
Rs. 590.51 crore in ICVL despite an adverse report of the consultant and the investment not
yielded any returns so far. Similarly, NMDC in May 2011 acquired 50 percent shares in
Legacy Iron Ore Limited (LIOL), Australia to secure management control on the mining
tenements that would be acquired by LIOL. NMDC made a total investment of Rs. 168.53
crore in LIOL despite the fact that the consultant appointed for conducting the evaluation
study had opined that it was a negative Net Present Value (NPV) project and was a marginal
asset in the short to medium term. Further, due to erosion of the share value of LIOL, the
value of investment made by NMDC declined from Rs. 168.53 crore to Rs. 17.13 crore. The
Committee are disheartened to note that in both the cases, the investments were made by
NMDC despite a negative opinion tendered by the Consultants and would like to know the
reasons therefor. The Committee are of the view that NMDC should have given due
cognizance to the opinion tendered by the project consultants before making any
investment overseas. From the experience gained, the Committee expect NMDC to be
more careful in making strategic investments in Joint Ventures in future.

*kkkk

New Delhi: SANTOSH KUMAR GANGWAR
15 December, 2022 Chairperson
24 Agrahanya,1944(S) Committee on Public Undertakings
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Shri Raj Ganesh Viswanathan - Dy. Comptroller & Auditor General
(Commercial, Coordination &
Local Bodies) and Chairman,
Audit Board

2. Shri M. S. Subrahmanyam - Director General of Commercial
Audit, Hyderabad

Dr. Kavita Prasad - Director General (Commercial)-I
Ms. Ritika Bhatia - Director General (Commercial)-II
Shri Shailendra Vikram Singh - Principal Director (Parliamentary

Committees)

2. At the outset, Chairperson welcomed the representatives of O/o C&AG and drew
their attention to Direction 55(1) of the 'Directions by the Speaker' regarding
confidentiality of evidence before the Parliamentary Committees. The representatives of
the O/o C&AG briefed the Committee on Performance Audit Report No. 12 of 2019 titled
‘Assessment of Environmental Impact due to Mining Activities and its Mitigation in Coal
India Limited and its Subsidiaries' thereby highlighting the glaring issues involved in
extracting coal from Open Cast Mining (OCM) viz., environmental & social concerns,
pollution and land degradation. It was also brought to the notice of the Committee that
even after delay of more than 18 months since the tabling of Audit Report in Parliament
in December, 2019, not even a single Action Taken Note has been submitted by the
Ministry of Coal. Thereafter, the representative of C&AG made a Power Point

Presentation on the subject explaining each aspect in detail.

3. Major issues covered in the presentation related to non-revision of Corporate
Environmental Policy of Coal India Limited (CIL), Air Pollution related issues in the
mining areas; Inadequate/absence of Air Quality Monitoring Stations (AQMS);
Inordinate delay in installation of Continuous Ambient Air Quality Monitoring Stations;
Supply of coal to power houses without beneficiation; Idle infrastructural facilities by
CIL’s subsidiaries; Water pollution; Excess levels of pollutants; Drainage of mine water

without treatment; Zero discharge of untreated water; Treatment of acidic mine water;
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Use of ground water without obtaining NOC; and Treatment of Over Burdened Dumps
(OBD) & Plantations.

4, Thereafter, Chairperson and Members raised queries on various aspects and
sought clarification on need for evaluation of environment policy, loss of human life and
danger caused to the environment, clarification from the Ministry on whether they have
accepted the recommendations made by the C&AG in letter and spirit, assessment of
Centre-CIL relation in implementation of the Environmental Policy, role of the concerned
States in implementation of the environment laws and need for comprehensive
discussion on mining and thermal power plant activities. The representatives of the O/o
C&AG responded to the queries raised by the Members and it was decided that the
Ministry of Coal and CIL may be called to further clarify on the subject.

The Committee then adjourned.
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Shri Raj Ganesh Viswanathan - Dy. Comptroller & Auditor General
(Commercial, Coordination &
Local Bodies) and Chairman,
Audit Board

2. Dr. Kavita Prasad
3. Ms. Ritika Bhatia
4. Shri Shailendra Vikram Singh

Director General (Commercial)-|
Director General (Commercial)-1l
Principal Director (Parliamentary
Committee)

REPRESENTATIVES FROM NMDC

1. Shri Sumit Deb - Chairman-cum-Managing Director

2. Shri Amitava Mukherjee - Director (Finance)

3. Shri Somnath Nandi - Director (Technical)

4. Shri S.Surender - Executive Director (Engg. & Projects)
2. The Chairperson welcomed the Members and the officers of C&AG at the sitting

convened to take evidence of representatives of NMDC and explained the agenda of

the sittings.
(The representatives of NMDC were then called in.)

3. The Chairperson welcomed the representatives of NMDC and drew their
attention to Direction 55(1) of the 'Directions by the Speaker' regarding confidentiality of
evidence before the Parliamentary Committees. Thereafter, representatives of NMDC
briefed the Committee on 'Audit Report No. 5 of 2019 relating to Operational
Performance of NMDC Limited' in detail. The issues touched upon, inter-alia, involved
background of NMDC in relation to steel sector of the country, production in recent
years, Profit Before Tax (PBT) and Profit After Tax (PAT) of the company & turn-over,
obstacles in production due to weather conditions, non-obtaining of leases and Forest
Clearances, delay in commissioning of integrated steel plant and screening plants,
issues related to JVs of NMDC & closing down of JKMDC, evacuation process for
screening plant Il and iron projects at Karnataka etc. The other important issues
discussed were doubling of Kirandul-Kothavalasa (KK) railway-line, delay analysis and

penalty recovery from contractors due to delay in work, iron-ore projects in Karnataka,
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Donimalai pellet plant, alternative usage of land of a closed down sponge iron unit

under NMDC and disposal of old diamond stock, etc.

4, The Members then raised various issues pertaining to role of NMDC vis-a-vis
private players in steel sector, profit of NMDC in relation to increase in prices of iron ore,
investment in international coal ventures, economic non-viability of projects, investment
decision making inadequacies, rational behind setting unrealistic production targets by
NMDC, delay in submission of drawings and in taking actions delinquent officials,
reasons for acquiring a loss-making sponge iron project, notices received by NMDC
from Central Pollution Control Board (CPCB) and State Pollution Control Boards
(SPCBs), issues related to delayed obtaining of Environmental and Forest Clearances

and deployment of valuers for disposal of unsold diamonds etc.

6. The representatives of the NMDC clarified issues on which information was
readily available with them. In respect of some points for which information was not
readily available, the Chairperson desired that written replies may be furnished to the

Committee Secretariat within 10 days.

(The witnesses then withdrew.)
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Shri Raj Ganesh Viswanathan - Dy. Comptroller & Auditor General
(Commercial, Coordination &
Local Bodies) and Chairman,
Audit Board

2. Dr. Kavita Prasad
3. Ms. Ritika Bhatia
4. Shri Shailendra Vikram Singh

Director General (Commercial)-|
Director General (Commercial)-1l
Principal Director (Parliamentary
Committee)

REPRESENTATIVES OF MINISTRY OF STEEL

1. Ms Rasika Chaube - Additional Secretary
2. Ms. Sukriti Likhi - Additional Secretary & Financial Advisor
3.  Shri Gopalakrishnan G. - Deputy Secretary
2. At the outset, Chairperson welcomed the representatives of M/o of Steel and

drew their attention to Direction 55(1) of the 'Directions by the Speaker' regarding
confidentiality of evidence before the Parliamentary Committees. Thereafter,
representatives of Ministry of Steel briefed the Committee on 'Audit Report No. 5 of
2019 relating to Operational Performance of NMDC Limited' in detail. The issues
touched upon, inter-alia, involved Strategic Management Plan (SMP), delays in
execution of projects, reports sought by the Ministry for delayed projects, business
decisions, role of NMDC in country's steel production, monitoring of production by the
Ministry, CAPEX monitoring and monitoring through Dashboard and problems related to
acquiring of Greenfield and expansion of Brownfield mines. The other important issues
discussed were recent growth seen in crude steel production, increase in profit of
NMDC, higher production in last quarters of financial years, potential buyers to NMDC
produced iron ore, issues of Deposit 11B and Deposit 13 mines, stalling of project due
to protest in Deposit 13, doubling of Kirandul-Kothavalasa (KK) railway lines and regular
liaisoning with M/o Railways in this regard, sponge iron unit at Paloncha, a loss making

unit, and problems related to its revival and unsold stock of diamonds since 2016.

3. Thereafter, Chairperson and Members sought clarifications from the

representatives of Ministry of Steel on various aspects of NMDC as to the reasons for
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delayed disposal of diamond stock and Ministry's role in it, co-ordination between
Ministry of Steel and other Ministries regarding issues related to Environmental and
Forest Clearances, cost of production of steel per unit and manpower in India vis-a-vis
other steel producing countries, R&D in steel sector, plans for indigenous production
of steel manufacturing equipments under ‘Make-in-India’, reasons for non-renewal of
long- term contracts with Japan and South Korea and plans, if any, by the Ministry to

renew the contracts etc.

4, The representatives of the Ministry of Steel clarified issues on which
information was readily available with them. In respect of some points for which
information was not readily available, the Chairperson directed that written replies
may be furnished to the Committee Secretariat within 10 days.

The Committee then adjourned.
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SECRETARITAT

1 Shri V K Tripathi - Joint Secretary
2 Shri Santosh Kumar - Director
3. Shri G.C. Dobhal - Additional Director
4 Smt. Mriganka Achal - Deputy Secretary
2. At the outset, the Hon’ble Chairperson welcomed the Members of the Committee

and apprised them about the agenda for the sitting. The Committee then considered
and adopted the draft report on “Operational performance of NMDC Limited Based on
C&AG Report No. 5 of 2019” without any changes/modifications. The Committee
authorized the Chairperson to finalize the report on the basis of factual verification by
the C&AG and concerned Ministry/Department and thereafter, for presenting the report

during the current session of the Parliament.

The withesses were then called in.

4, XXXX XXXX XXXX

5 XXXX XXXX XXXX
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