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INTROOUCTION

I, the Chairman, Committee on Public Undertakings, having been
authorised by the Committee to submit the Report on their behalf,
present this Thirteenth Report on the ‘Management and Administra-
tion of Public Undertakings (Planning of Projects).’ This is the first
of a series of Reports on various aspects of ‘Management and Admin-
istration of Public Undertakings, which the Committee contemplate.

2. The present Report on the Planning of Projects is based on the
data furnished by the public undertakings. The Committee took the
evidence of the representatives of the Ministries of Industry and
Supply, Finance, Steel and Mines, Petroleum and Chemicals, on the
5th, 6th and 7th May, 1965.

3. The Report was adopted by the Committee on the 22nd and
23rd September, 1965.

4 The Committee wish to express their thanks to the warious
Ministries and the Public Undertakings for placing before them the
material and information which they wanted in connection with the
examination of the subject. They wish to thank in particular the
officers of the Ministries of Industry and Supply, Finance, Steel and
Mines, Petroleum and Chemicals for giving evidence and placing
their considered views before the Committee. They also wish to
express their thanks to the non-official organisations|individuals whao,
on request from the Committee, furnished so readily their views on
the subject.

PANAMPILLI GOVINDA MENON,
Chairman,
Committee on Public Undertakings.
New Drermn;
November 30, 1965.
Agrahayana 9, 1887 (Saka).
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Croa * LINTRODUCTORY _
v .
s & ‘developing country, a substantial pvoperﬁon of Invest-’
nationdl investment is:found in the projects that are under ;‘:::I:n
construction. According to the -Annyal :Repert en .the yndertak-
working of Industrial and Commercial Undertakings of ings.
the Central Government for the year 1963-64, the invest-
ment in public sector projects under construction in
India as on 31st March, 1964 was Rs. 397 crores which was
22 per cent of the total investment in public sector pro-
jects on that date. These projects will require about
'Rs. 900 crores of additional investment before they are
completed, according to the present estimates. Besides
these several other new projects are proposed to be set up
-under the Fourth Five Year Plan. In cases of certain
projects already completed expansion is proposed. The
investment in expansion of Steel Plants alone during the
Third Plan period would be over Rs. 380 crores.

2. In order that the benefits of such investments accrue
in time and in the measure expected, it is absolutely essen-
tial that the projects should be completed expeditiously
and at a minimum cost.

3. The experience of projects completed in recent years pPer-

is. not happy. Reports of the Estimates Committee pro- formance

vide a number of instances where the projects were not °f the
Publie

planned and executed properly—leading to delays, wast- or

ages and loss to the undertakings. The Mid-Term Apprai- pyojects.

sal of the Third Plan has pointed out the same thing, Ac-

cording to this report “the stage is yet far from being

reached when it can be claimed that time-schedules, cost

estimates, flow of benefits and returns on investments

generally conform to the basic assumptions made when

industrial projects are approved.” The Memorandum on

the Fourth Plan has also observed that “from studies which

have been carried out so far, it is apparent that a larger

proportion of projects in the public sector have been un-

able to adhere to time schedules and cost estimates on

the basis of which they were first approved. In many

cases this has been due to inadequate technical, economic
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and financial planning.” The experience of the Committee

on Public Undertakings in respect of a few undertakings
examined was no better.

4. The Committee therefore decided to make a horizon-
tal study of the planning of the public undertakings at the
project stage, with a view to draw lessons for  future

.guidance. The names of the undertakings included in the

study are given in Appendix I



o
OBJECTIVES

'5. A clear definition of the objectives with which an Definition
undertaking: is set up is a sine qua non for its success. Mves
Most of the public undertakings when asked about the
objectives could only say that they were established in pur-
suance of the Industrial Policy Resolution 1956. Others
stated that their objectives had been enumerated in the
Memorandum of Association. The Committee noticed that
it is only in the case of Indian Oil Corporation Ltd.
(Refineries Division), that an Instrument of Instructions
laying down the objectives, the methods of work and the
principles it should follow had been specified.

6. The Industrial Policy Resolution gives the national
policy regarding industries defining the public and private
sector and can at best be only a general guide for an un-
dertaking. The Memorandum of Association enumerates
all the activities that the undertaking could possibly pur-
sue; several of which may not be undertaken; and it does

not prescribe specific targets which an undertaking has to
achieve.

7. During evidence the representatives of the Ministries viows of
agreed that it would be desirable that Instruments of In- Represen-
structions are issued by the Administrative Ministries to tatives of
the public undertakings at the time of their being set up
so that it becomes the management’s responsibility to
achieve the prescribed objectives.

8. The Committee, therefore, recommend that at the Com-
time of setting up of a public undertaking, Government mittee’s
should indicate the specific objectives for which it is being Tecom-
set up, the precise targets which it has to achieve and also 2:“'
indicate the time schedule for completion and the cost esti-
mated. Although it might not always be possible to spell
out| in great details some of these matters at the initial
stages, nevertheless some broad indications of these could
be given at that stage supplemented by further instructions
and directions as the project progresses. It is not the inten-

3
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tion of the Committee that Government should toke the
initiative in this regard. That initiative should rightly vest
in the undertaking. The Committee feel that from time to
time Government should indicate what the undertaking
should attain in a prescribed period. This would not only
serve as an incentive to the undertaking but also give Goo-
~ernment a yardstick to -measure its performance. The
Committee hope that Government would issue suitable
Instruments of Instructions to all the public undertakings
as and -‘when they are set up.



_ m
' TECHNO-ECQGNOMIC FEASIBILITY STUDIES

A" TZCHNO-BCONOMIC FEASIBILITY STUDIES/PRELIMINARY
’ ProJectT REPORTS

9. The decision to set up a project should generally be Techgo-
taken on the basis of a techno-economic feasibility study. SCOnomie
: fessibility
It has sometimes happened that instead of a techno-econo- g4y ana
mic feasibility study, a preliminary project report has been prelimi-
called for. In the following cases both techno-economic nary
feasibility studies and preliminary project reports were Project.
prepared: —

1. Bokaro Steel Plant.

2. Gauhati and Barauni Refineries.

3. Hindustan Antibiotics Ltd. (Penicillin Project).
4. Bharat Electronics Ltd.

5. Bharat Earth Movers Ltd.

10. During evidence it was explained by the represen- Scope of
tatives of the Ministries that the tecchno-econmic feagibi- the two
lity study with respect to a project was undertaken when studies.
Government wanted to be satisfied about. the justification
or basis for a particular project. The preparation of pre-
liminary project report was ordered where the need was
fairly well known but a fuller idea of the technical and
financial implications of the project was required.

11. The Committee consider that since the techno-eco- Com-
nomic feasibility study and the preliminary project report mitfees
con‘t‘qin almost similar information, it should not ordinarily :::?;_
be necessary to have both the techno-economic feasibility tiom. =
study as well as the preliminary project report before
deciding upon to establish a project, because preparation
of both led to delay in the execution of the project and
increase in the cost. There might, of course, be.cases where
collaborators who offer foreign credit want for their own
satisfaction, a second report (although a techno-econemic
feasibility study had been made) to determine the techmni-
cal and -economic soundness of the project. The Commit-
tee-consider that such occasions would be few and far bet-
ween and if the techno-economic feasibility study was cet-

o 5
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ried out in a reasonably detailed manner there would be
nao need for a preliminary project report.
B. NzED FOR A CLOSE SCRUTINY oF TEcHNO-EcoNomic
FEASIBILITY STUDIES

12. The Committee noticed that in the case of the Phyto
Chemical Project of .the Indian Drugs & Pharmaceuticals

. Ltd. although techno-economic feasibility study.was car-

ried out, the project had to be abandoned after the prepa-
ration of a Detailed Project Report and after incurring
other expenses because it was found to be uneconomic.

13, It was explained to the Committee during evidence
that the techno-economic study of the Phyto Chemical
Project formed part of the study of the entire complex of
five projects which the Russians had prepared. Taking the
whole complex together, it was a profitable proposition;
but when Government examined each project individually
it was not found so.

14, In a note furnished to the Committee subsequently
it was stated that the main reason for the project to be
abandoned was the uneconomic price at which the raw
material i.e. tea prunings for the manufacture of caffeine
would be available, It was estimated that at the prevail-
ing market price of tea prunings (which constituted 76 per
cent raw material for caffeine manufacture) the cost of
production per ton of caffeine would come to nearly Ra. 1
lakh as against Rs. 18,000 which was the price at which
caffeine could be imported and Rs. 50,000 at which M/s.
Bengal Chemicals were marketing the caffeine manufactur-
ed by them.

15. The Committee learn that the cost of the raw mate-
rial originally estimated was Rs. 256 per ton. This figure
was supplied by the Kerala Government to N.I.LD.C. and on
that basis a Detailed Project Report was prepared by the
Russians. Actually the price came to Rs. 100 per ton. The
total expenditure incurred on the project by the company
till the end of June, 1964 was above Rs. 136 lakhs of which
Rs. 8'5 lakhs represented the payment to M/s. Technoexport
for the Detailed Project Report. The State Government of
Kerala are aiso stated to have incurred an expenditure of
Rs. 12 lakhs on providing the various facilities at the project
site.

16. Availability of raw material in adequate quantity
and at economic price is one of the primary considerations



7

in determining the economic feasibility of a project. In
this case the techno-economic study failed to take note of
this important factor. Thus the study failed in its objec-
tive causing loss of valuable foreign exchange.

17. In the light of this experience the Committee would Commit-
stress the utmost need for closely scrutinising the figures tee's
and data supplied which form the basis for embarking on recommen-
a project. It is worthwhile considering how in cases re- dation-
ferred wrong data came to be supplied. It should also be
borne in mind that in their eagerness to have the project
located in their territories, it is possible that. the State
Governments may not give the same care and attention to
basic data as is necessary. The Committee would there-
fore recommend that the Central Government should
erercise a close and independent check on any data sup-
plied by the State Governments.

C. ASPECTS COVERED IN THE TECHNO-BroNomic FEASIBILITY
StUDIES

18. It appears that there is no clear understanding as to
the various aspects that a techno-economic feasibility study
should cover. The Committee, for example, noticed that
there were variations in ‘this respect in the case of some
projects as the table below shows: —

— . PSS ——

Aspect Covered in the techno- Not covered in the

economic feasibility = echno-economic
study of : feasibility study of :
Market Analysis .  Bokaro, Gauhati & Instrumentation Ltd.
Barauni Refineries.
Raw Material . Units under the Rer- Hindustan Organic
) tiliser Corporation =~ Chemicals Lti. -
of India Ltd. :

Operating cost and Hindustan Photo Barauni and Gauhati
working expenditure.  Films Mannfactur-  Refineries,
‘ ing Co. Ltd.



.

* 19. During evidence, the Committee were informexd
tHiat Government have not yet evolved a list of items
which must be included in the techno-economic feasibility

studies.
20. The Committee feel that absolute uniformity in this

Commit-

tee's re- pespect is not possible and some variation according to the

l".:)‘:“"‘??"‘ nature and size of the wundertaking to be established is

"' imevitable. Information such as demand projections, raw
materials, size and technology of the project, location,
earning estimate (profitability), howeuver, is basic and should
be included in all techno-economic feasibility studies. As
it is on the ‘basis of such a study that a project is approved
or embarked upon it would be worthwhile undertaking a
detailed study of what should be included in the techno-
economic studies. Since the techno-economic feasibility
study is the only basis on which Cabinet approves a pro-
ject and subsequent reports do not usually go to it, ¥t is
but proper, that when a proposal goes before it all its tech-
nical and economic aspects are before it. The Committee
would, therefore, recommend that a check list of all the
aspects that a techno-economic feasibility study should in-
clude should be drawn up for the guidance of all those who
have to deal with the planning of projects.
D AGENCY POR CONDUCTING TrcHNo-EcoNomic FEASIBILITY

StubpIES

Bmploy- 21. In the course of their examination the Committee

mentof noticed that in the following cases foreign agencies had been

foreign  employed for preparing techno-economic feasibility

foencies  studies:—

or pre- - -

paration S. Name of j r i

of techno-  No. the Project Name (;W:té;orc gn

economic U, e e IR

feasibllity (i) Bokaro Steel Plant Aency for International

studies. Develonm-nt (USA)

(ii) Projects of the Indiar Drugs &
Pharmaceuticals Ltd.
'(ifi) Gauhati & Barauni refineries .

(iv) Hindustan Organic Chemicals
Lud. - ‘

(v) Hindustan Photo Films Manu-
_ facturing Co. Lti.
(v:; National Instruments Ltd.
(vii Prajects of the Heavy Enginee:-
ing Corporation Ltd.
Lviii) Heavy Electricals Ltd., Bhopal

Soviet Expertq

M/s. Foster Wheeler Cor-
pora'lon Ltd.

Fo--igr firms viz., Bayers,
ACNA and ICI, and
USSR experts.

Firms : Aefa and Kodak
a~d East German expert

USSR’ experts. :

Russian and Czech. Con-_
sultants.

Bri‘ish experts.
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A recent example of entrusting. techno-economic feasibility
studies to foreign agencies is the appointment of Bechtel
Corporation in 1964 at a cost of Rs. 20 lakhs (to be shared
between the Bechtel Corporation and.the Government of
India): for fertilizer faetories.

22. The Committee, in this connection note that V.K.R.V, View of

Rao Committee on the Utilization of External Assistance
had recommended that there should be further strengthen-
ing of the agencies which undertake feasibility studies. The
Government had in accepting this recommendation, stated
that such agencies-in the public sector undertakings will be
asked to prepare detailed proposals for expansion of their
activities. During evidence, it was also explained that
foreign agencies had to be employed because of their insist-
ence on such studies before making available the foreign
credit. However, of late, sufficient know-how had been
developed within the country to conduct such studies. The

Committee hope that suitable programme for expansion of

such activities will be drawn up and implemented.

23. The principal difficulty of developing our own agen-
cies for feasibility studies and Detailed Project Reports is
the absence of suitably trained Indian engineers. The.
Committee note that in a few cases Indian engineers have
been associated with foreign agencies in conducting feasi-
bility studies. This has not been done in every case, The
Committee would recommend that as long as we have to

depend-upon foreign agencies for preparation of these stu-.

dies the Government should invariably insist that a group
of our own engineers and technicians be associated with
the foreign agencies to learn the preparation of the techno-
economic feasilibility studies.

E. FEASIBILITY STUDIES IN ADVANCE

.24. The Committee noted that at present no advance py ...
fea,sibiljt'y. studies for the setting up of projects in the pub- of

lice sector were undertaken, except for the steel plants l!;:uibi-
y

studies

in ad-

and. a -few other industries with the result that consi-
derable time had to be spent on preliminary investigations

mittee.

before deciding on them. .vance.

5. During’ evidéhice, it waé stated that preparation of Govt's,
feadibility sthdies in" advance of setting ap projects was’policy.
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now the accepted policy of Government. Such studies
were being prepared in respect of schemes proposed to
be included in the Fourth Plan.

26. The Committee feel that Government should set up
an agency with a continuous programme for undertaking
feasibility studies in the various industrial spheres so that
it may have a large number of such studies in hand and as
soon as the resources are available the more promising
among them may be chosen for preparation of Detailed’
Project Reports.

F. GOVERNMENT APPROVAL TO PROJECTS

27. The present procedure on receipt of techno-eco-
nomic feasibility studies is to examine them in consulta-
tion with the Ministry of Finance, Planning Commission
etc. A committee of experts comprising of technicians
and economists is usually formed to scrutinise them.
After such a scrutiny, if the project is considered viable,
it is put up to the Cabinet for obtaining its approval.

28. A list of aspects included in the notes submitted
to the Cabinet for approval of some of the projects is
given at Appendix II. From a perusal of the list it
would appear that there is no uniformity about the infor-
mation that is included in the notes submitted to the
Cabinet. It is noticed that in certain cases e.g. Hindu-
stan Photo Filfs Manufacturing Ltd., Oil Refineries, the
Cabinet approval had been taken on very meagre date
such as capital cost, foreign exchange savings or only the
demand for the products.

29. During evidence it was admitted that there should
be some uniformity in the presentation of the information
on which the Cabinet's approval is sought and that the
note to the Cabinet should contain a full statement of
facts. )

30. The Committee therefore recommend that Govern-
ment should lay down the form and the manner in which
the Cabinet approval to projects is sought. For this pur-
pose a list of all the basic information to be included in the
note should be drawn. It should be ensured that nothing of
tmportance from the technical or economic point of view
is omitted. The Committee would further suggest that
every .proposal which is put up to the Cabinet for
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approval should invariably contain indication of the in
vestment output ratio, so that the economic viability of
the project is clear.

31. The Committee further noticed that in the follow- Cabinet’s
ing cases Cabinet’s approval was obtained without await- approval

ing for the techno-economic feasibility studies:— without
: obtaining
(1y Gauhati and Barauni refineries; feasibility
(2) Heavy Electricals Project, Hardwar; study.

(3) Heavy Power Equipment Plan, Hyderabad; and
(4) High Pressure Boiler Plant.

32. During evidence, it was explained that in these
-cases there were exceptional circumstances in according
Government’s approval without having techno-economic
‘feasibility studies.

33. While appreciating the possibility of exceptional Com-
circumstances, the Committee recommend that since it mittee’s
is only the techno-economic feasibility studies and no other f:::;“;_
reports pertaining to a project go before the Cabinet, this tjon.
rule should be made unexceptionable,

'2003 (Aii) LS—2.
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v
DETAILED PROJECT REPORT

44, After the technical and economic feasibility study
of a project has been undertaken the next stage in the
planning of a project is the drawing up of a Detailed.
Project Report, The Detailed Project Report provides
the basis for the detailed planning of the construction of
the project and for each contract within it as well as the
cost estimates and time schedules for going into produc-
tion. It is through the Detailed Project Report that the
progress of the project can be watched and evaluated.

A. ABSENCE OF DETAILED PROJECT REPORT

35. The Committee noticed that in the case of the
following projects, no Detailed Project Reporis were pre-
pared but tenders were invited nevertheless:—

(i) Trombay Project of the Fertilizer Corporation
of India.

(ii) Alwaye Project of the Hindustan Insecticides
Ltd.

(iii) Indian Telephone Industries Ltd.
(iv) Hindustan Teleprinters Ltd.
(v) Hindustan Organic Chemicals Ltd.

(vi) Sulphuric Acid Plant of the Pyrites and Chemi-
cal Development Co. Ltd.

(vii) Dugda No. 1, Bhojudih and Patherdih Coal
Washeries of Hindustan Steel Ltd.

36. It was explained during evidence that though there
were no Detailed Project Reports in the above cases, yet
there were certain other reports which were considered to
be equivalent to Detailed Project Reports and contained
adequate information to go out for tenders. To watch the
progress and the execution of the projects detailed time-
schedule were worked out separately.

12
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37. As the report of the Committee on Plan Project on Difficulties
Trombay Project and the Estimates Committee’s Eleventh noticed.
Report (Second Lok Sabha) on Indian Telephone Indus-
tries Ltd. would show such alternatives to Detailed Project
Report have not been satisfactory. According to the report
of the Committee on Plan Project, the absence of Detail-
ed Project Report in the Trombay Project had led to sche-
dule stoppages, cost overruns and contractual difficulties.

In the case of Indian Telephone Industries Ltd. the ab-
sence of a Detailed Project Report had led to excess pur-
chase of plant, delays in getting manufacturing data etc.

38. The Committee are of the view that mo project Com-
should be approved unless a Detailed Project Report has mittee’s
been prepared. View.

B. NuMBER OF PROJECT REPORTS
39. The Committee noticed that in the case of the follow- Prepara-

ing projects, project reports were prepared twice:— tion of
Detailed
e e e e e e e e i re i o e b e o s et e project
Name of the Undertaking Extra expenditure tR?port
« wice.
incurred
(i) Bokaro . . . . Rs. €o lakhs.

(ii) National Instruments Limited Rs. 9-3 lakhs (cost of the
revised project§ report
and detailed drawings).

(iii) Coal Mining Machinery Project Rs.- 9-4 lakhs.

(HE.C)
(iv) Panna Dismond Mining Project Not worked out.
(N.M.D.C))

40. About Bokaro, it was explained during evidence that Reasons.
although a project report had been prepared by M/s Dastur
& Co. the second project report became necessary as the
Government of USSR insisted on drawing their own pro-
ject report before giving aid.

41. Regarding National Instruments Limited, it was
stated during evidence that initially it was proposed to put
up a plant with a capacity of 200 tons of opthalmic glass and
10 tons of optical glass. The Detailed Project Report was
received in July, 1959 from M/s Prommshexport of U.S.S.R.



Com-
mittee’s
view,

14

In the meantime the Central Glass and Ceramics Research
Institute who were engaged on developing optical glass suc-
ceeded in their efforts and the Government were satisfied
that the Institute could make available the technology for
six major groups of optical glass required in the country
by 1962. It was therefore decided to drop optical glass from
the programme of the National Instruments Limited. When
the Soviet Team were asked whether they could modify the
project report already drawn for the manufacture of opthal-
mic glass, they stated that they could not do so. A second
report had therefore to be called for for the manufacture of
opthalmic glass only.

42. In regard to the Coal Mining Machinery Project of
the Heavy Engineering Corporation, it was explained that
this became necessary because after the first Detailed Pro-
ject Report had been commissioned, the coal targets were
revised upward increasing the requirement of Coal mining
machinery from 30,000 to 45,000 tons, the manufacture of
mining machinery to that extent required the drawing
up of a new project report.

43. About the Panna Diamond Mining Project of the
National Minerals Development Corporation, it was explain-
ed that it was found necessary to prepare a revised scheme
as the assumptions on which the first project report was
drawn up were later found to be incorrect.

44. About the Mining Project of the Pyrites & Chemi-
cal Development Co. Ltd. at Amjhore, it was explained
that the project report prepared by the Indian Bureau of
Mines was not found satisfactory by a Committee of min-
ing experts and hence the report had to be recast.

45. The Committee feel concerned at the manner in
which the project reports have been commissioned, without
first having a definite idea of the product mix or the quan-
tity to be produced. Such incomplete reports mnecessitate
supplementary project reports. Apart from the amount
spent in getting such further report, the delay they cause
in launching of a project is also a matter of concern. Ex-
cept in the case of Bokaro, the Committee do not feel that
a second project report was unavoidable. They feel thaf
with some foresight and proper planning in each case,
tRkis could have been avoided and considerable infructuous
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expenditure and time could have been saved. They hope

that necessary steps would be taken to prevent recur-
rence of such shortcomings.

C. ASPECTS COVERED IN THE DETAILED PROJECT REPORTS

48. From the study of the Detailed Project Reports of
the various projects the Committee noticed that the aspects
covered in the Detailed Project Reports varied from project
to project. The statement given below illustrates some
glaring omissions from the Detailed Project Reports of
some of the projects:—

Aspects omitted from Detailed
Project Report

Names of the Undertakings

Capital outlay (including require-
“ments of working capital etc.)

Manpower requirements.

Economics of the project/Unit
cost valuation/Profitability
analysis/Production cost/Cost
& Profit calculation for the
determination of the economic
price and the products etc.

Location of sites/site of plant/

1. Hindustan Photo Films Ltd.
2. Coal Washeries Project.

1. Nangal and Gorakhpur; pro-
jects of the Fertilizer Cor-
poration of India Ltd.

2. Khetri Project of N.M.D.C
Ltd; and
3. Hindustan Photo Films Ltd.

I. Instrumentation Lid.
2. Korba Project of the Fertili-
zer Corporation of India Ltd.
3. Gauhati Refinery; and
4. Coal Washeries Project of
H.S.L.

Nangal Unit of the Fertilizer

choice of site and site informa- o Corporation of India Ltd.

apnqiev.‘oJS

tion etc.

Availability of raw materials/
consumption figures of. raw
materials/cost and source of
supply of raw material.

Time schedules of delivery/

Foundry Forge Project and
Heavy Machine Building
Project of H.E.C. Ltd.

1. Instrumentation Ltd.

construction and erection es 2. Indian Drugs & Pharmaceu-

well as the initial operation of

the plants.

ticals Ltd.
3. Neyveli Lignite Corpora-
tion Ltd."(Mining Scheme).

Omis-
sions

Detail-
ed Pro-
ject.

Reports
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Aspects omitte ] from Detailed  Names of the Undertakings
Project Report

Requirements of  transport/ Neyveli Lignite Corporation
comparative costs of transpor-  Ltd.
tation/posgible ~ modes  of
transportation/equipment and
machinergttﬁom Indian ports
to work sfte.

Organisation. 1. Pyrites & Chemical Deve-
lopment Co. Ltd.
2. Coal Mining  Machinery

Project and Heavy Machine
Building Plant of H.E.C.

47. The following Undertakings have themselves pointed
out certain omissions in their Detailed Project Reports:

Name of thie Undertaking Omissions

Heavy Electricals (India) Ltd. Absence of cost and profit
calculation for eech  pro-
duct or by-product due to
which selling prices fixed
by the factory could not
be compared with . those
assumed in the Detailzd

Project Report.
Hindustan Photo Films Manu- Machinery layout which have
facturing Co. Ltd. & direct bearing on Civil
Works and Services not
~planned.
National Instruments Ltd. Technical assistance  during

constriction dand  erection,
construction equipments and
training of Indian personnel,
not inchuded.

Instrumentation Ltd. Absence of  implementation
o time schedule.
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48. During evidence the Secretary Ministry of Industry
and Supply stated that in the case of National Instruments
Limited, items viz. the technical assistance during con-
struction and erection and training of Indian personnel
should not have been included in the Detailed Project Re-
port. He, however admitted that the omissions pointed out
by H.E.L. Hindustan Photo Films Manufacturing Co. Ltd.
Instrumentation Limited were mistakes. The Secretary,
Department of Heavy Engineering added that although in
the case of HEL, the Detailed Project Report did not
indicate individual items and products it should still have
been possible for the cost of the products to be estimated.

49. In the opinion of the Committee though some varia-
tions in the aspects to be included in such Reports might
be occasionally necessary, no Detailed Project Report
should lack basic information such as the cost and pro-
fit estimates, manpower requirements, source, cost and
consumption of raw materials etc. To obviate the chances
of omissions of important aspécts from the Detailed Pro-
Jject Reports and also in the interest of proper execution,
of the projects the Committee would recommend that
Government should evolve a standard check list of items
which should invariably ‘be included in all the Detailed!
Project.Reports. It should not be difficult to compile such
a check list in view of the experience so far gathered in
the matter of setting up of public sector projects. The
Committee recommend that a team composed of Govern-
ment officers who have been closely connected with the
prepardtion of Detailed , Project Reports, senior exrecu-
tives who have been entrusted with the execution of set-
ting up or operation of projects together with technical
experts should be appointed to evolve a standard check
ldist.

D. Source oF CREDIT AND DETAILED PROJECT REPORT

50. The source of foreign credit from which a project
is to be financed has an important bearing on the prepara-
tion of the Detailed Project Report because prices of plant
and machinery, process and the technique of produetion
differ from country to country. Normally, therefore, it is
necessary that before a Detailed Project Report is pre-
‘pared, one should know the source from which foreign
assistance will be forthcoming.

Com-

- mittee's
recom-
menda-
tion.

1
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Instances 51. The Committee however noticed that in the follow-

when ing cases Detaileq Project Reports were prepared before
movl;eh‘ the the source of foreign assi.fstance Wa.:s assured,

;oul:ee of (i) Alloy Steel Project of Hindustan Steel Ltd.,
aﬁt. (ii) Bokaro Steel Plant,

(iii) Mining, Fertilizer, briqueting and Carboniza-
tion, and Clay Washing Projects of the Neyveli
Lignite Corporation Ltd., and

(iv) Mining Project at Amjhore of Pyrites & Chemi-
cal Development Co. Ltd.

52. It was explained during evidence that the decision
to prepare Detailed Project Report before ascertaining
foreign assistance was found helpful in the cases of Alloy
Steel Project and the Projects of the Neyveli Lignite Cor-
poration Ltd. In the case of Bokaro, however, the decision
proved wrong because the U.S.SR. Government who
offered the credit made it a condition precedent that they
would prepare their own Detailed Project Report, al-
though one such Report had been prepared by M/s
Dustoor & Co.

&0:1:;:;;5’6 53. The Committee appreciate that if a fairly detailed

dation. report is available in anticipation of aid the time to be
spent on the preparation of a Detailed Project Report
could be shortened. In the opinion of the Committee the
moral of the Bokaro Steel Project Report is that a De-
tailed Project Report should mot be prepared until, the
source of foreign assistance is located. The Committee
therefore, recommend that in cases where the implemen-
tation of a project is dependent on foreign assistance,
being assured, Government should have only a techno-
economic study prepared in detail giving enough ‘basic.
information to the aid-giving country to determine its
feasibility.

E. TIME TAKEN IN THE PREPARATION OF DETATLED PROJECT
REePORT

54. The time taken in the preparation of a Detailed

Project Report in the case of some of the undertakings
was as follows: —
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55. It will be noticed that the time taken for the pre-
paration of Detailed Project Reports has varied from 1
year to 1 year 7 months.

56. The Estimates Committee in their 51st Report on
Heavy Engineering Corporation Ltd. in 1963 had suggest-
ed that since the time taken in the preparation of Detail-
ed Project Report affects the commissioning of the pro-
ject and the achievement of the production target it wouid
be desirable if a review of the processes involved in the
collection of data, preparation and finalisation of Detailed
Project Report and the time taken therein is made by
Government with a view to reduce the time lag to the
minimum in future.

57. The Government in reply to this recommendation
have informed the Committee as follows: —

“The detailed examination of the position has since
revealed that the presentation of preliminary data
by Government to the Consultants for the pre-
paration of a Detailed Project Report is the main
foundation on which the project is built. In a
few cases, inadequate investigation at the preli-
minary stage led not only to delay in the execu-
tion of the project but also resulted in extra cost
on account of change in site, non-availability of
fuel or other raw materials like ores ete. It is,
therefore, considered that every effort should be
made to eliminate avoidable delay. The preli-
minary investigation should be both adequate and
conclusive if the report is to proceed on sound
footings.

Normally the preliminary data would itself be suffi-
cient for the Government to study the feasibility
and the economic viability of the proposed pro-
ject and decide upon calling for the Detailed
Project Report. In a few cases, however, even
the technological-cum-feasibility report has to
be obtaineq from foreign consultants. The time
taken, therefore, for the preparation of Detailed
Project Report which sometime includes a pre-
liminary feasibility study, depends very much
on the consultant chosen. The pattern also varies
from country to country. For example in
western countries, the project report takes the
form of a techno-economic feasibility study



2
which indicates, amongst other things, broad
specification on the basis of which tenders can
be invited. The detailed project engineering is
undertaken by -the tenderers.

On the other hand, in the case of East European
countries, a contract is usually signed for the
Detailed Project Report which very often in-
cludes a time limit for not only the preparation
of the report, but also the scrutiny and' final
acceptance of the Report by the Government.
In view however of the practice in the East
European countries to cover in the Detailed
Project Report even the techno-economic feas-
ibility study, the specification for raw materials,
supply of equipment and production cost etc.
the consultant requires more time to submit such
finished' reports.

Again, in regard to acceptance of the Detailed Pro-
ject Report, a time limit is prescribed in many
cases, within which the project report received
from a consultant has to be scrutinised, dis-
cussions held with the consultant to seek clari-
fication and a final acceptance. Even where
there is no time limit prescribed in the Detail-
ed Project Report, the Government fixes a tar-
get time and tries to work within the schedule.
To avoid loss of time, examination is also made
simultaneously by the Administrative Ministry
in consultation with other ™finistries/Depart-
ments concerned like the Ministry of Finance,
Planning Commission, ete., when the report is
under scrutiny by the Technical Committee.

58. While appreciating the need for adequate investi-
gation at the preliminary stage and also the divergence
of practices in this regard in East European and the
Western countries in the mnature and contents of the
Detailed Project Report prepared by them, the Committee
feel that the longer time taken in the preparation of the
Detailed Project Report in the past has not been solely
for these reasons. It is not clear to the Committee how
in the absence of a study of the time taken for the prepa-
ration of the Detailed Project Report in foreign countries
—a fact which was admitted by the representatives of the
Ministries during evidence—the Government was able to

Committee’s
findings.
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determine the reasonableness of the time required for pre-
paration of a Detailed Project Report. Further it is under-
stood that though a certain time limit was stipulated in the
agreements with the foreign consultants for the prepara-
tion -of the project reports quite often the actual time taken
exceeded the time agreed upon. The delay in drawing up
the Detailed Project Report by foreign comsultants was
also due to our delay in supplying the required data.

59. In view of the above, the Committee recommend
that Government should take necessary measures to avoid
any loss of time in preparation of the Detailed Project
Report in future. In this connection a study of the nor-
mal time taken in the preparation of Detailed Project
Report in foreign countries should prove helpful to the
Government.

60. Regarding the supply of essential data, to the con-
sultant, the Committee would suggest that as soon as Gov-
ernment decision is taken to set up a project, the collection
of data normally required by the Consultant should alse
be proceeded with. For this purpose Government should
also prepare a list of information generally sought by the
Consultants for the preparation of the Detailed Project
Report.

F. FEES PAID FOR DRAWING THE DETAILED PROJECT REPORT

61. The Committee called for information regarding the
fees paid to the Consultants for preparation of Detailed
Project Reports. From the information furnished, the
Committee notice that quantum of fees has varied from
project to project even in the same group of industry.

62. During evidence it was stated that for bigger pro-
jects the consultants might be willing to accept a smaller
percentage of fees but for smaller projects the percentage
was higher. i

63. While understanding the business interests of the
consultants, the Committee feel that the difference of fees
in the case of projects of a similar nature should not be
great. Fees paid to the earlier consultants should be kept
in view as a yard stick while negotiating with the consul-
tants for future projects of similar nature. The Committee
hope that these aspects will be borne in mind while en-
tering into agreements with the consultants in future.



b,
G. AGENCY FOR DRAWING DETAILED PROJECT REPORT .

. 64. The Committee noticeq that most of the Detailed D:&%"'
Project Reports including the reports for expansion (e.g., E,ni@’
the expansion of Barauni Refinery) had been drawn by ®8encies. .
foreign agencies. Only recently some of the projects had
set up their own agencies for drawing the Detailed Project
Reports, working drawings and other consultancy ser-
vices, .etc., as indicated overleaf.
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65. During evidence the Committee were informed that Govt’s.

it was now the accepted policy of the Government to policy.
create such organisation in the public sector projects.
: Committee’s
View,

66. The Committee are glad to know that the future
policy of the Government is to set up such organisations
in qll the projects. But they cannot help remarking that
the progress in setting up such organisations has been
rather slow. For instance, the Committee cannot under-
stand why in the field of heavy engineering and electrical
engineering industries, no Planning and Development
units have so far been set up.

67. The Committee are of the opinion that in view of the
large sums paid to the consultants for drawing Detailed
Project Reports and preparation of Working Drawings the
need for setting up such agencies in all the undertakings
need hardly be emphasised. Such organisation will not
only help in the development of know-how within the
country which would avoid dependence on other countries
but would also help in the pooling of experience and build-
ing up of necessary knowledge which would be available
for the future projects. The Committee trust that neces-
sary steps would be taken by Government to develop
Planning and Design Organisations in all the industries.

H. TIME TAKEN IN TAKING DECISIONS OVER THE DETAILED
ProJECT REPORT

68. The table on the next page shows the time taken
by Government in taking a decision on the Detailed Pro-
jeet Reports of some of the Projects:
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69. During evidence it was explained to the Committee Notma} time
that 8 months to 12 months was not a long period for tak- ﬁ:&?
ing a decision on a Detailed Rpoject Report. The delays DPR
occurred because it took some time to arrange meetings
of the ad hoe Committee appointed te examine the De-
tailed Project Report. Some time was also takep im con-
sultations with the designers and the consultants.

70. While appreciating that the time spent on studying Commit-
the Detailed Project Report should not be unduly shorten- m
ed because that might lead to muek greater wastes later,
the Committee consider that the time taken in the case of
some of the undertakings (e.g., B.E.L.) was too long and
cannot be justified. The Committee would recommend
that a time table should be prsscribed for the completion
of the sorutiny and submission of a report by an ad hoc
‘Committee appointed to emamine a Detailed Project
Report. Purther, with a view to save time, the Detailed
Project Reports should be simultaneously circulated to the
varioys concerned agencies sq that they might be in a pogi-
tion to give their views as soon as a reference is made to
them.

2003 (Aif) LS—3.
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ANCILLARY AND AUXILIARY INDUSTRIES
A. SETTING UP OF ANCILLARY AND AUXILIARY INDUSTRIES
(a) Ancillary Industries

71. A statement showing project-wise, the position re-
garding the setting up of ancillary/auxiliary industries is
given at Appendix III. It will be seen from the Appendix
that ancillary and auxiliary industries have been set up
around very few undertakings and that too recently.

72. During evidence, it was explained to the Committee
that Government’s view was that consistent with their
desire to promote small-scale industries wherever any

large industry was established, growth of ancillaries should
also be stimulated.

73. In a note furnished to the Commitiee subsequently
it was stated as follows:

“The Projects Coordination Committee under the Minis-

try of Industry made the following recommendations
some time back:—

(i) To appoint immediately, a high level technical
officer in each of the various public sector under-
takings for working out the details for the deve-
lopment of ancillaries, in consultation with the
small Industries Service Institute in the res-
pective States.

(ii) To furnish the progress in the form of quarterly
reports from the various public sector undertak-
ings, to the Development Commissioner (S.S.L),
who would coordinate the work of promoting
small ancillary units in respect of each of the
projects.

The Ministry had written to the various public under-
takings under other Ministries to develop as many small
scale ancillary units as possible. Further to ensure coordi-
nation all the Small Industries Service Institutes have been
apprised of the decision of the Project Coordination Com-
mittee, and have been asked to work in close contact with
the project authorities and to forward reports of the pro-

28
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gress of work done every quarter in regard to the develop-
ment of ancillary units. An officer of the rank of Deputy
Director/Assistant Director has been earmarked in each of
the Institutes for the development of ancillary industry.
The matter was also pursued through personal visits/meet-
ings of the officers of Central Small Industries Organisation
with the authorities of the Public Sector Projects.”

74. From the information furnished to them, the Com~ Commit-
mittee, however, do not feel that enough attention has been '¢c’® View.
given to the setting up of such industries so far although
some of the public sector projects have now been estab-
lished or have been working for more than a decade. This
is also confirmed by the Memorandum on the Fourth Plan.
In fact the Praga Tools Ltd., Hyderabad has stated that
although it attempted to set up ancilliary industries through
the use of State Government and the Government of India
machinery for small scale industries, the progress was very
negligible due to cumbersome procedures and not even
one such industry could take root even after three years
of the inception of the project.

75. One disadvantage resulting from the absence of
ancillary industries could be that such items might have
to be imvorted. For instance, the H.E.L. has stated that
in the absence of a paper covered copper conductor fac-
tory, it had to import such conductors of the value of
Rs. 20 lakhs annually. Similarly, the H.M.T. has stated
that if Industrial Estates around its factory had been esta-
blished earlier there could have been a saving of Rs. 160
lakhs of foreign exchange per annum.

76. In view of the tardy growth of ancillary industries Committee’s
and what has been stated by the Praga Tools Ltd., the Com- g
mittee feel that a study of the procedure for setting up such
industries should be made with a view to rationalize and
simplify it.

(b) _Auziliary Industries

~T7. It will be observed from the Appendix III that while Apsence of
at least some steps have been taken or are proposed to be ‘t‘;‘d;“ s
taken towards setting up ancillary industries, practically )
no efforts have been made towards setting up auxiliary
industries. Barring the Pipe Plant and the Fertilizer Plant
of Rourkela, no project has set up any auxiliary industry
under its own auspices. The examples of such industries
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being set up (e.g. cement industry in Sindri, using Sindit
slag) in the private sector are also very few.

78. The Committee consider that there is considerable
scope for development of euxiliary industries based on the
main and by-products of the public sector projects. In the
absence of auxiliary industries the by-products are being
wasted or not put to proper use or sold at a low price thus
resulting in loss to the undertaking. As we industrialise
further this loss would become even greater. In view of
this, suitable programme for development of these indus-
tries is essential and it should be drawn up.

B. Survey or Nzmns

79. The Committee enquired whether Government had
assessed the need and scope of the ancillary and auxiliary
industries for all public sector projects. In reply they
were informed that the Central Small Industries Organi-
sation was constantly in touch with all the public sector
undertakings and wherever scope existed the requirements
of the undertakings were assessed. After discussion with
the: officers of the undertakings the type of industries and
the number of units which could be set up were determin-
ed. This work was being continuously pursued.

80. Considering the urgency and advantages of setting
up of ancillary and auxiliary industries on the one hand
and near absence of such industries on the other hand, it
appears to the Committee that the assessment made by the
Central Small Industries Organisation has not been effec-:
tive, or taken any concrete shape as yet. The Committee
would therefore recommend that a team on the lines of
Ship Ancillary Industries Committee appointed for the
Hindustan Shipyard Ltd., should be appointed to assess the
requirements of ancillary and auxiliary industries in the
public sector projects and to suggest measures for expedi-
tiously setting up of these industries. This team should
suggest which ancillary and auxiliary industries should be
set up by the Planis themselves and which should be farm-
ed out to the private sector, with or without sssistence
from the project. The items which eould be farmed out
should be properly publicized.

C. InpIcATION IN THE DETARLED PROJECT REPORT

81. The Committee noticed that in the case of a large
number of undertakings like the Bhilai Steel Plant, Coal
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Washeries Project of the Hindustan Steel Limited, Heavy
Engineering Corporation Ltd., the Projects of the Indian
Drugs & Pharmaceuticals Ltd., etc., no indications regard-
ing their ancillary and auxiliary industries were given in
their Dztailed Project Reperts.:

82. During evidence it was explained that it would be Govt's
desirable to envisage right from the project stage as to what view.
portions of the product could be developed by establishing
ancillary industries. It was, however, different in the case
of auxiliary industries because it was difficult to visualise
what auxiliary industries might spring up from the main
product of the undertaking. It was also not expedient to
include these in the Detailed Project Report.

83. The Committee consider that suitable principles Committee’s
should be evolved by all the projects. They feel that if the :‘:?nmmd
parties who are entrusted with the task of preparation of
the Detailed Project Reports are instructed to that effect,
it should be possible for them to give enough data and indi-
cations in the Detailed Project Reports about the setting up
of such ancillary irdustries. They hope that in the check
list of items to be included in the Detailed Project Reports,

recommended in para 49 ancillary industries would also
be added.

84. So far as auxiliary industries are concerned, the
Committee visualise that though it might not be possible
in the Detailed Project Reports to indicate the auxiliary
industries which could be established on the basis of the
main product of the undertaking, it might be possible to
give some broad indication thereof in the techno-economic
feasibility studies. By making a study of the auxiliary
industries establisked abroad it should be possible to make
an accurate assessment of the possibilities. Furthermore,
whenever we go in for foreign collaboration we eould ask
the collaborators to make provision or give us the know-
how about establishment of suitable auriliary industries.



VI
CONSULTANCY AND COLLABORATION

g:tl{fe ogm _ 85. Foreign consultancy and collaboration in the public

tulm and enterprises have covered a wide range of assistance: finan-

colleboration. cja] assistance to meet the cost of imported plant and equip-
ment and payment for technical services etc.,, technical
assistance for consultancy services, covering design, layout,
production know-how, erection and operation and; services
of foreign technical personnel and training of Indian per-
sonnel abroad. Among the public enterprices that have
sought foreign collaboration, some have required only the
technical services of the consultants and services of foreign
personnel; others have also sought plant and machinery,
and still others have sought both technical services and
plant and machinery and have also depended on them for
erection and commissioning and operation of the plants

§6. A statement showing the names of projects togethe-
with foreign consultdnts appointed for them is given in
Appendix IV.

A. TurNKEY CONTRACTS

Projects set  87. The Committee note that the following projects were
:f, °§°ntf' ™" get up on turnkey basis:
trac:s. 1. Durgapur Steel Plant

2. Sindri Fertilizer Factory

3. Fertilizer Group of Plants of Nangal Factory.

4. Methonal Plant of the Trombay Fertilizer Factory.

5. Alwaye Units of Hindustan Insecticides Limited.

88. The latest examples of projects to be set up on turn-
key basis are the Cochin Refinery Limited and Sulphurie
Acid Plant of the Pyrites and Chemical Development Co.

Ltd.

89. During evidence, the Secretary Ministry of Industry
and Supply explained that in so far as the Sindri unit of
Fertilizer Corporation of India Ltd. was concerned it was
the first public sector project to be put up in the country
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and since we had no experience of putting up of a fertilizer
plant it was done on turnkey basis. The same was true of
the Fertilizer Group of Plants at Nangal and the Methonal-
Plant of Trombay Project. About the Durgapur Plant, the
Secretary, Ministry of Iron and Steel stated that the credit
was given by Great Britain. It was to be set up in a very
short time and sufficient knowledge about setting up of
steel plants was not available within the country.

90. About Cochin Refinery Ltd., it was stated that sav-
ing in time was the main consideration for giving the con-
tract on turnkey basis. About the Alwaye unit of the
Hindustan Insecticides Ltd., it was explained that since we
did not have the necessary know-how Government decided
that tender should be invited on turnkey basis.

91. It was stated by the representative of the Ministries
that by and large a turnkey project costs a little more but
there was saving in time of say 6 months to 1 year.

92. The Committee consider that the saving in time in Committee's
the completion of projects must be weighed against the :g’mmm‘
disadvantage of Indian engineers not being able to experi-
ence the setting up of such projects and the extra expendi-
ture that has to be incurred on the project as a whole. The
Committee therefore recommend that setting up of plants
on turnkey basis should be confined to cases where time is
of essence or where we lack the necessary technical skill
and know-how.

B. EXTENT OF CONSULTANCY

93. The Committee noticed that in the case of the Heavy
Power Equipment Plant and the Boiler Plant of the H.E.L.
the consultants, M/s Techno-export (Czechoslovakia) pre-
pared besides the outlines of the main sections of the
Plants, the outlines for all auxiliary shops (e.g., carpenter
shop, oxygen house) and wood storage coke yard, garages
and fire stations, locomotive shed, kitchen and dining room,
cycle stand, car parking garages, parking places and bus
stand. Similarly, in the case of the National Coal Develop-
ment Corporation, collaborators prepared Detailed Project
Reports, designs and working drawings. In the case of
Heavy Engineering Corporation contracts were entered
into with USSR and Czech consultants for organisation
manuals at a total cost of Rs. 27.24 lakhs. Further in
the case of the Nangal Unit of the Fertilizer Corporation of
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Indie, the Committes learmt thdt the tonsultants were ask-
éd to prepare a design of storage silo. Likéewise, in the
case of Gujarat Refinéry; the drawings for the workshop
buildings were obtained from abroad,

94. The HEE.L. and N.C.D.C. cases had earlier come to
the notice of the Estimates Committee. In the case of
N.C.D.C. they suggested in their report that to foster indi-
genous talent and to save avoidable expenditure of foreign
exchange, the Government should lay down certain princi-
ples regarding the nature and extent of the foreign colla-
boration so that any work (including the preparation of
the. Detailed Project Report, Working Drawings etc.), for
which we have the necessary technical know-how is not
done by foreign collaborators. In reply it has been stated
that the general principles underlying the recommenda-
tion would be followed to the extent feasible and the Min-
istries were being requested to issue necessary instructions

to the public undertakings under their administrative con-
trol.

95. During evidence, it was explained that it was now
Government’s policy not to encourage foreign collabora-
tion if it could be avoided, except in the cases of turnkey
jobs. Referring to the Gujarat Refinery case the Secre-
tary, Ministry of Industry and Supply expressed the view
that “Even where a turnkey job is given, there is nothing
to prevent us from telling them that in regard to these
items they need not do anything more than give out a site
plan indicating locations so that they may not interfere
with the flow of goods in and out of the main factory.”

98. The Committee hope that the instructions issued to
the Ministries in this reégard would be strictly followed.
They would suggest that the Committee of Secretaries ap-
pointed to negotiate and scrutinise foreign collaboration
proposals should pay special attention to this aspect. To
assist the Committee of Secretaries in the above job a re-
view of consultancy arrangements should be conducted to
prépare a list contdining items on which foreign consul-
tahcy should not be allowed. The list should be revised
from tithe to tine in the light of further progress in téch-
nical ¥now-how and &ovaildbility of plint and mdchinery
t the dountry.



35
C. TerMs oF CONTRACT

97. The services to be rendered by a Consultant and the
payments to be made to him for those services or facilities
to be offered by the undertaking are laid down in conh~
tracts. The draft of the contract is usually supplied by the
Consultants which is scrutinised by the undertaking and
Government. "It is at this stage that an undertaking can
safeguard its interests.

98. While the services to be rendered by the Consul- Diversities
tants are bound to differ from undertaking to undertaking f,'}"é;m‘f.’é?.’
according to the nature and extent of collaboration sought,
the Committee noticed that in certain basic matters viz.,
rights of project authorities and obligations of the Consul-
tants also there existed diversities. The table on the next
pages shows the diversities in these matters in the con-
tracts entered into by some of the projects with their con-
sultants.



[ =3
[}

I

uoneJodio) JunsouiSuyg AAaesH

. (oloig Surury
puowsl( 3, BUUed) O'A'W'N

pLUERCTINE i
1UB] [9AS BNy

P11 sousugsyTuerpuy

"PYT STeOn

-nosueyd ¥ s8nyg uepul
‘1UEld 13AaS ey

‘T

‘I

't

‘T
‘I

(d'd°3) "udzo) Suunuiduy AaeH

(ag D

‘ud10p SunsouiBuyg AaeoH

"PV] 89[qQ8D UBISNPUTH

‘PAT S[00L duryXew UeIsSnpuly
. PT ST VAN

"PAT Suid oloyd UeisnpurH
‘P SIUSWNIISU] TeuoneN

‘P17 uonelIUIWMASU

‘1901 S Loffv

o AG

‘ued Jnde8mQq

"J0yM B §B
wueld 2@ Jo Lpoeded pajeidaur
a1 1oy Jou pue ATuo judwdmba
ueld Jo SUOND3S X Un [enp
-1ATPUI JO 303ds31 Ul SANURIEND
saueunIopdd (0@ D’ N) A19usepm
medreyy  ueld (31§ mdeding

(dWWD “ddWH)
‘udio) SunouiBuy LasdH

(AWWD “ddWH)
‘udio) Suwsouiduyg LaesH

‘1adse gonexe] JO JUIWINIRG

jlom
uonNONIISU0d pue SuIUBISOP U0 SIUBIMSUOD
P WIA s10USUY UBPU] JO UORBI0SY

ousuiiopad Jo RuerEND)
NEP AleUdd

1aford jo uopapduwiod I0j W] WL

10J pINT2
WRWRISe Py Ul pIpnpul

J0J paIAIWd
103W3RIZe Y3 Ul PIPNPUT I0N

padse Iyl Jo JWBN




37

"(dwRyos Surutiy)
uonelodio) SuBrT M2ALN
ueld ;dAas mdedmQq

‘P SOruonod(y jereygqg

PIT STESINOIH AABOY Jeseyg
; ‘P37 uon
-erodio) Supurdug AaedH
‘P¥T SIUDUIMIISU] TBUONEBN
‘PYT uonEIUIUMANSU]

JUE[J [391S B[aYINOY

‘PAT ey ey uerpu]

*JOd jo saun) [E3ueN ¥ WpUIg

N RV N XY

L]

P11 (erpuy)
S[eILNIIY AABIH T ‘syuBms
‘palold 19§ Loffy -1 -uod A £q parsod 3q 01 geis uBiaio} Jo "oN



Shortcom-
ings.

Committee’s
recommend.

Wide varia-
tion of the
fecs paid.

Principles

to determine

the fees.

Commit-

38

99. Apart from these diversities certain shortcomirgs
in the contracts have also come to the notice of the Com-
mittee. For instance, in the case of Rourkela Steel Plant
responsibility could not be fixed on the Consultants for
the breakdowns in the var'ous units which occurred soon
after their commissioning, because the Consultants were
responsible only for the commissioning. According to the
information supplied by H.E.L. “the commercial prices
which had been allowed for in the agreement left things
vague”. Difficulties had also been experienced by N.D.M.C.
in the Consultancy agreement for its Khetri Project.

100. The Committee would therefore recommend that
a review of all the past consultancy agreements entered
into with foreign collaborators should be made with a view
to draw up suitable model terms for future guidance of all
the public undertakings. Such a review may also include
agreements with foreign consultants entered into by large
private undertakings.

D. ConsuLTANCY FEES

101. Consultancy fee is usually determined as a per-
centage of the total cost of the project. In the East Euro-
pean countries this fee is computed after the Detailed
Project Report has been prepared for which there is a
separate fee. From the information furnished to the Com-
mittee, it was noticed that the fees paid to consultants
have varied widely between various undertakings.

102. The Committee enquired whether it would not be
desirable to lay down some principles to determine the
reasonableness of the fees to be paid to the consultants.
They were informed that it would not be practicable to
lay down, in all details the principles to determine such
fees as conditions varied substantially from industry ' to
industry and from consultant to consultant. The scale of
fees prescribed by various consultancy associations in other
countries were however kept in view.

108. The Committee consider that although it might be

m’ reeom- difficult to lay down detailed principles in this regard, some

guide lines for those who negotiate with collaborators must
be drawn to determine the reasonableness of the fees.

104. The Committee would in this connection further
add that the skill of our representatives who negotiate
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with foreign oollaboraters (emd most of our conguligncy
-ayrangemenis have been settled in this manrner rather thgn
by inviting tenders) lies in abtgining collaboration om
favourable terms. If a very: high percentage of the foreign
credit is to be repaid as fees to the collaborators or the
consuliants, the advantage of foreigm eollaboration to that
extent is diminished. The Commitiee would suggest that
greater emphasis sheuld be lpid in future during negotia-
tione towards reducing the conswitancy feas, to the mini-
mam,

E. Prooress Reror?s BY CONSULTANTS

105. The Committee noticed that in the cases of the Consuitants
following undertakings the Consultants/Collaborators were g‘w'gg:“:“‘
not required to submit any repert regarding progress of reporuo:‘

progress

work: wosk,
(i) Heavy Engineering Carporation Ltd.
(ii) Instrumentation Limited.
(ili) Gauhati and Barauni Refineries.

(iv) Sindri and Nangal Units of Fertilizer Corporation
of India.

(v) National Instruments Limited.
(iv) Hindustan Machine Tools Limited.

(vii) Bharat Heavy Electricals Limited (Hardwar,
Hyderabad and Tiruchjrapalli Units).

(viii) Hindustan Cables Litd.

106. It was stated that in mest of these ceses ex-
cept Heavy Engineering Corporation, and Bharat Heavy
Biectricals (Hyderabad and Tiruchirepalli Units) the pro-
gress was reported by the consultants at the periodioal
meetings with the projeet authorities. In the cases of
Heavy Engineering Corperetion, and Bherat Hosvy Electsi-
cals (Hyderabad and Tiruchirapalli Units), it was stated
that since our engineers weve adtuelly associated with the
consultants in the cohstruction and execution of the pro-
jects progress reports were net considered necessary.

107. The Committee eonsider that report from ooml—cqﬂﬂ“-

muctwmhuwulamnrymmm to .enable odoa®
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management to attend to any difficulties that the consul-
tants might have and to remedy them. Furthermore if
the consultants have to submit reports in writing they
would be more careful to comply with the provisions of:
agreement than otherwise. By reducing such matters to
writing chances of there being difference of opinion later
on in case the time schedules etc. are not kept will also be:
minimised. The Committee would, therefore, suggest that.
in the terms of agreements, there should invariably be a
provision that the consultants will submit reports on the
progress of work to the undertakings at prescribed inter-
vals. A copy of such reports should also be forwarded to
the Government so that the latter can watch the progress
of the project and give directioms, if necessary.

108. The Committee noticed that in the cases of certain
projects like the Alloy Steel Project of the Hindustan
Steel Limited, Instrumentation Ltd. Hindustan Photo
Films Manufacturing Co. Ltd., and Gauhati and Barauni
Refineries, payments to the Consultants were not related
to the progress of work.

109. It was explained to the Committee that imposition
of such a condition in the agreement would depend upon
the scope of the consultancy/collaboration agreements. In
most of the cases which were non-turnkey jobs, consultants
did not undertake responsibilities for implementation or
construction.

110. The Committee however noted that apart from the
construction of Projects the duties of the Consultants also
included the preparation of Detailed Project Report, sup-
ply of working drawings, preparation of tender docu-
ments, supply of plant and machinery etc. In the absence
of a provision in the agreement relating the payment of
fees to the progress of work, it would be difficult to ensure.
that the performance of the consultants is satisfactory. In
the case contract with the consultants does not stipulate
payments to be made to them according to the progress of
erection/establishment of the project but only links them
with the passage of time as is the case with the Alloy Steel
Project, payments have to be made to the Consultants at
the stinulated time whether the projects makes any pro-

" gress or not. The presence of such a provision in the con-

tract in respect of other projects such as Instrumentation
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Ltd. Khetri Copper Project of N.M.D.C. would itself prove
the utility of such a condition. The Committee therefore
suggest that payments should be linked to the performance
of the Consultants. The representatives of the Ministries
in subsequent replies have agreed to the suggestion.
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PIME SCHERULE
A. DELAYS IN THE TIMELY COMPLETION OF PROJECTS

111. The following table gives the delay in the comple-
tion/commissioning of some of the running concerns: —

Name of the Project Delay
Barauni Refinery (1 m. ton stage) . About 24 months.
Streptomycin Plant of Hindustan Antibio-

tics Ltd. . . . . . About 12 months
Dugda I Coal Washery of H.S.L. 12 months
Bhilai Plant of H.S.L. . smonthsto 22 months

for different units.

Durgapur Plant of H.S.L.. . . . 2 to 8 months for
different units.

Rourkela Steel Plant of H.S.L. . 2 to 40 months for
different units.

Mix;ing Scheme of Neyveli Corproation About 22 months.
ta.

112, So far as the projects under construction are con-
cerned, the Committee find from the information supplied
to them that the following projects have been delayed or
are likely to be delayed:

(i) Alloy Steel Project of Hindustan Steel Limited.
(ii) Neyveli Lignite Corporation Ltd.
(1) Thermal Power Scheme.
(2) Fertilizer Scheme.
(iii) Project of Instrumentation Ltd.
(iv) Project of National Instruments Ltd.
(v) Hindustan Photo Films Manufacturing Co. Ltd.

42
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(vi) Banki & Surakachhar Project of National Coal
Development Corporation Ltd.

(vii) National Minerals Development Corporation Ltd.
(a) Kiriburu Iron Ore Project
(b) Khetri Project
(c) Bailadilla Iron Ore Project.

113. The Committee understand that at present the Types of
project authorities have to submit a monthly progress re- “:M
port of work to the Ministry. Besides, the project authori- at present.
ties have also to submit a monthly financial review of the
project expenditure. Moreover, a representative of the
Ministry is also on the Board of the project.

114. The Committee had enquired during evidence as Action taken
to what action was taken by the Ministries to remove the ;Lmﬂt‘l;e
impediments in the timely completion of the projects, as reports.
brought out in these progress reports. The representatives
of the Ministers informed the Committee that appropriate
action was taken wherever, the project authorities pointed
out some difficulties. For instance, to meet the shortage
of cement, Government had decided to start a public under-
taking viz. Cement Corporation of India Ltd. Similarly, to
meet the shortage of fabricated steel, the bigger fabrication
units in the private sector producing steel fabrications
were being persuaded to expand their capacity. The Min-
isteries also wrote to the State Governments drawing their
attention to the difficulties of the projects in this regard.

115. The Committee realize that a certain measure of Commit-
delay in Commissioning of the project might be inevitable *="* Vle™
due to dependence on foreign help or the nature and size
of projects or the shortages of materials. They are also
appreciative of the steps taken to meet the fundamental
needs of the projects such as cement, fabricated steel etc.

But they are not convinced that the Ministries have pursu-
‘ed the progress of the projects under them as closely as
they should have done. In fact the Secretary, Department
of Heavy Engineering admitted that the scrutiny of the
reports sent by the project authorities was not as sufficient
and detailed as he would have like them to be. The Com-
mittee consider that in the formative stages of the project
the responsibility of the Ministries should not cease after

2003 (Ail) LS—4.
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sanctioning the project and/or entering into agreement with
collaborators but they should also see that they progress
according to the schedule and whatever difficulties are like-
ly to arise in their implementation are foreseen and attend-
ed to. In their report on the Fertilizer Corporation of
India Ltd. the Committee have already emphasized the
need for setting up of Technical Planning Cells in each Min-
istry at an early date, as recommended by the Planning
Commission. It should be the responsibility of these Cells
to anglysis the reports received from the projects systema-
tically and suggest remedial action in time.

B. DRAWING OF TIME SCHEDULES -

116. In their report on Township and Factory Buildings,
the Committee have already pointed out that delays of
1 to 3 years in construction of Civil Works and completion
of factory buildings “could only be due to lack of planning,
proper programming and lack of co-ordination”. A similar
observation has also been made by the Planning Commis-
sion in the Mid Term Appraisal of Third Plan as follows:—

“The progressing of projects could be speeded up if
adequate care is taken initially to plan the pro-
ject in sufficient detail, to define its scope (and
adhere to it), to estimate the cost and foreign
exchange requirements with sufficient degree of
precision and to lay down realistic schedules of
implomentation. The lack of adequate prepara-

. tory planning has largely contributed to the
delay in the implementation of certain projects
in the public sector for which even foreign ex-
change credit was available”.

Commit- 117. The Committee were informed that instructions
:2“%"“' had been issued to all the undertakings to draw up a time
schedule, if not already done, covering all their construc-
tion programmes relating to the different Departments/
Wings of their project. The Committee trust that Govern-
ment would ensure that the Instructions are implemented
and if there are any difficulties the same are attended to
promptly. The time schedules drawn up by the consul-
tants/project authorities should be fairly detailed to enable
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the management to keep a close watch over the progress
of the project.

118. The Committee would further recommended that
project authorities should be asked to prepare subsidiary
time schedules, within the broad time schedules worked
out in the Detailed Project Report as has been done in the
cases of the Alloy Steel Plant (separate programme for
each shop); Neyveli Lignite Corporation Ltd. (Mining,
Thermal Power, Fertilizer and Briquetting and Carboris-
ing schemes) (detailed erection schedule for civil works
etc.), and Instrumentation Ltd. (detailed subsidiary time-
schedules for the training programme and the construction
programme). Such schedules would be helpful in achieving
the over all time schedules.

119. In this connection the Committee would also re-
commend to the project authorities the adoption of one of
the latest methods of time scheduling prevalent in the
Western countries such as PERT. (Programme Evalua-
tion and Review Technique).

C. INcLusioN oF TiME SCHEDULES IN THE DETAILED PrOJECT
REPORT

120. The Committee noticed that in the cases of some
projects viz.,, HM.B. & C.M.M. Projects of the Heavy Engi-
neering Corporation Ltd., National Instruments Ltd., Indian
Drugs & Phamaceuticals Ltd., Bharat Electronics Ltd and
Instrumentation Ltd., time schedules for the completion
of the Projects were not included in the Detailed Project
Reports, whereas in others like the Alloy Steel Project,
Neyveli Lignite Corporation Ltd., Heavy Electricals Ltd.,
these were included in the Detailed Project Reports.

121. It was explained to the Committee that most of
the projects in which time schedules were not included
in the Detailed Project Reports were set up with Russian
collaboration and the time schedules for them were drawn
up after study of the Detailed Project Reports.

122. The Committee consider the preparation of time
schedule as most essential for the timely completion of
projects. As far as possible such a schedule should be in
the Detatled Project Report, itself but if for any reason it
is not possible to do 8o, it should at least be worked out and
laid down immediately after the receipt of the Detailed

Project Report.
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RAW MATERIALS, COMPONENTS, PLANT AND
MACHINERY

A. DIFFIcULTIES IN IMPORTS

123. A number of projects are stated to have experiene-
ed difficulties in import of raw materials, components,
plant and machinery. The chief factor responsible for
this difficulty was the non-availability of foreign exchange
as would be seen from a few replies quated below:

Name of the Project Nature of Difficulty

Alloy Steel Project . “While the bulk of the plant and
machinery could be covered
by Yen and Canadian Credits
difficulties were experienced in
the purchase of ancillary plant
and equipment.”

Mining Scheme of the Neyveli “Requirements invariably cur-
Lignite Corporation Ltd. tailed due to short allocation
of foreign exchange.”

N.C.D.C. “Difficulties experienced in the
matter of foreign exchange for
spares and parts for projects not

covered by foreign collabara-
tion.”

Hyderabad Project of the BHEL “Restrictions on haed currency
foreign exchange and delay in
timely release of foreign ex-
change specially of hard cur-
rency areas. Even now foreign
exchangg to the tune of Rs. 9o
lakhs from Western countries
is yet to be released, over one
year after the decision.”

Streptomycin project of the “Difficulty in obtaining all the
Hindustan Antibiotics Ltd. requisite foreign exchange from
free resources. This limited

the procurement of the equip-

ment to U.S.A.and to some

extent resulted in higher cost.”’
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Name of the Project Nature of Difficulty

O.N.G.C. Difficulties in{getting free foreign
pexchange for specialised _trans-
; port equipmentcosting about
wRs. 50 lakhs. is had resulted
in delay in installation of rigs.

124. There is no easy solution to the problem of scar- Commit-
city of foreign exchange. But so far as the plant and o> iwor”
machinery and spares required by the wundertakings at
their initial stages are concerned, the Committee feel that
since most of our projects are based on foreign credit, the
problem could be largely met by proper advance planning.

The Committee have already in para 53 ante recommended
that as far as possible the source of foreign assistance
should be ascertained before preparing the Detailed Project
Report. In order that this salutary principle achieves its
purpose it is imperative that the estimates of foreign ex-
change requirements are made most accurately and no
item requiring foreign exchange is left out. Once the esti-
mates are prepared and foreign exchange is made availa-
ble, public undertakings should exercise the utmost disci-
pline in the use of imported material and machinery. The
Committee feel that with better estimation of require-
ments of foreign exchange before the project is sanctioned
and strict discipline in the use of imported material etc.

. some of the difficulties mentioned above could have been
avoided.

125. Besides the scarcity of foreign exchange, a number ajjotment
of projects are also stated to have experienced difficulty of foreign
in the matter of procedure of allotment of foreign ex- exchange.
change, even when the foreign exchange was available, as
will be seen from the following replies received from some
of the undertaking: ’

Neme of the Project Difficulties experienced
I 2

1. Neyveli Lignite Corporation “The sanction is received onlm
Ld. about the middle of the

(a) Mining Scheme . year in question with the result
that by the time the exchange is

sanctioned, the validity of the

offer invariably get lapsed. The

firms naturally quote higher

rates and we have to ask for




(b) Fertiliser Scheme

additional foreign exchange to
meet the increased cost. All
these necessarily result in delays
in procurement, particularly, of
plant and machinery.”

. “The difficulties experienced in the

matter of purchase and import
of plant and machinery mainly
relate to getting quick clearance
from the Development Wing
for the import of certain items
which, though manufactured
in India, are not of high
quality. Even the detailed
itemised F.O.B. list of plant and
equipment furnished by the
foreign contractors was not
accepted by the Development
Wing without further corres-
pondence and clarification was
not easily available and ulti-
mately this had to beimported.”

(¢) Briquetting & Carbonising “There was delay of more than

Scheme.

(2) NM.D.C.

(3) BMEL.

one year in getting foreign
exchange required for the
project.”

“The procedure for inviting ten-
ders and procuring them setting
the terms of payment to the
suppliers and obtaining sanction
for release of requisite foreign

. exchange caused delay in actual
placement of orders.”

“When the Ministry issues

orders to obtain machinery
not on free foreign exchange
but against credit facilities and
the tenderer is an individual
firm in a non-communist
country, considerable amount
of time has to be spent at this
end fo negotiation with the
firm to accept payment through
credit . Most often, the indi-
vidual firm is not keen on sup-
plying the machinery against
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credit facilities and this again
involves further time and
correspondence with the Minis-
tries before the final order is

placed.”
(4) Indian Telephone “For importing items like un-
Industries Ltd. equal angles, tested plates and

special sections, delays are ex-
perienced in the issue of import
licences. The licences are given
under Aids and loans the
operation of which is rather
involved.”

126. The procedure for release of foreign exchange for
public undertakings is generally as follows: The public
undertakings intimate to the Ministries, the estimated
amount of foreign exchange required. The Administra-
tive Ministries then submit a consolidated half yearly re-
quirement for all the public undertakings under their con-
trol to the Department of Economic Affairs in the Minis-
try of Finance under (1) free foreign exchange (ii) rupee
payments and (iii) tied loans. Simultaneously, the Ad-
ministrative Ministries also refer the matter to the D.G.T.D.
for certificate of indigenous non-availability, After the
Department of Economic Affairs has sanctioned the quota
it is left to the Administrative Ministries to allot foreign
exchange between the various undertakings. For actual
release order, however, the Department of Economic Af-
fairs is again required to be approached. This order is is-

sued only after that Department is satisfled that the certi--

ficate of indigenous clearance has been obtained from the
D.G.T.D. These is one exception viz., in the case of main-
tenance and operational items of spares and stores, the
Administrative Ministry is also empowered to certify indi-
genous clearance and no reference is required to be made
to the D.G.T\D.

Procedure
for release
of foreign
exchange.

127. It has not been possible for the Committee to ¢ ommi t-
examine the procedure regarding sanctioning of foreign t'et" obser-

exchange but from the above instances it is obvious that
the existing procedure has hindered the timely completion
of projects. The Committee understand that the procedure

stion.
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for release of foreign exchange has been enquired into by
the V. K. R. V. Rao Committee on the Utilisation of For-
eign Aid and the Study Team on the working of the
D.G.T.D. The Committee trust that in the light of the re-
commendations made by these bodies the procedure relat-
ing to the sanction of foreign exchange for the public under-
takings will be simplified.

128. Apart from the foreign exchange difficulties some
undertakings are also stated to have experienced difficul-
ties in the matter of customs clearance and of import lic-
ences. For instance, the Fertilizer Corporation of India Ltd.
had complained that there was delay in customs clearance.
The H.E.L. had stated that although at the time of approval
of Detailed Project Report a list of plants to be imported
is given still before they are imported a number of preli-
minaries had to be undergone resulting in delay. Similarly
the Coal Washeries Project had stated that the non-avail-
ability of import licences for their plant and machinery
had delayed the project by 6—12 months.

128, In a note furnished to the Committee after the evi-
dence, the Government have stated that these procedures
are contantly reviewed. The experience of the above
undertakings would suggest ithat the procedures leave
much to be desired and cause delays. A study Team head-
ed by Shri H. C. Mathur is stated to have recently examin-
ed inter-alia the points at which delays occur and where
bottlenecks exist in the matter of import. The Committee
trust that in the light of the recommendation of the Mathur
Team it will be possible for the Government to simplify
the procedure regarding import licences and customs clear-
ance in the case of the public undertakings.

B. IMPORT SUBSTITUTION

130. 1t is a well known fact that most of the public sec-
tor projects have to depend for a substantial portion of
their raw material supplies, spares and components on im-
ports entailing considerable foreign exchange. The Com-
mittee did not call for details of the expenditure on this
account, but they observe from the 51st report of the Esti-
mates Committee on H.E.C. that the value of the import of
raw materials and components for C.M.M. Project during
the year 1964-65 was estimated to be Rs. 1.30 crores; and
for HM.B. Project the value of imports during 1964-85 and
1965-66 together was expected to be Rs. 2:78 crores.
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131. The Committee enquired whether Government [ndigenous
had taken any special measures to find indigenous sources ‘°‘f‘f°e of
of supply of raw material spares and component. The :?al T;:i;a
Government have stated in reply that “the orientation of gng com-
the Plan itself is to secure these objectives. Further the ponents.
DGTD are continuously keeping in view the question of
import substitution and the creation of fresh capacity for
spares and components. The projects also try to encour-

age setting up of such capacity.”

132. The Committee however noticed that in a few Concrete
cases the undertakings or the Ministries had not taken any Steps not
concrete step in this direction. For instance it was reveal- taken.
ed during the evidence in connection with the examination
of the Fertilizer Corporation of India Ltd. that the Ministry
of Petroleum & Chemicals had not approached the H.E.C.
regarding production of spares.

133. Considering the large foreign exchange expendi- Commit-
ture incurred on imports of raw materials etc., the Com- tee’s view.
mittee can not dbut too strongly recommend the need for
continuous survey of raw materials components and gpares
within the country and the need for a systematic effort to
promote indigenous industry for producing these items.

It should be the constant endeavour of the Government
and the Public undertakings to achieve, as far as possible
self sufficiency in the matter of procurement of raw mate-
rials spare and components. The Committee have in para
80 ante suggested the appointment of a Team of experts
to assess the requirements of ancillery and auxiliary in-
dustries in the public sector projects. When such ancillary
industmies jare set up it might be possible for the indi-
genous industries to produce more components, spares etc.

134. Along with such measures Government should also
ensure that where indigenous supplies are available, under-
takings are not allowed to import. Some undertakings
have created agencies for promoting indigenous industries
e.g. the Spare Co-ordination Committee set up by the Oil
& Natural Gas Commission and the indigenous Procure-
ment Committee set up by the Department of Iron & Steel
for H.S.L. The Committee welcome such efforts and would
urge that smiliar steps might be taken by the other major °
undertakings in consultation with the D.G.T.D.



135. The Committee would also suggest that it would
be desirable if the Annual Reports of the wundertakings
indicate the percentage of imported raw materials and
components used by them in the manufacture of equip-
ment so that the extent of indigenous raw materials and
components used by them is known from year to year.

C. INDIGENOUS SUPPLY OF PLANT & MACHINERY

Progressin  136. Our dependence on imports is more in the case of

the setting plant and machinery then in the case of raw materials,

‘;znzfmmd' spares etc. The reasons for importing plant and machinery,

industry. generally, are: firstly there are not enough manufactur-
ers of intricate and heavy plant and machinery in the coun-
try as yet; secondly at times the consultant is given a turn
key contract and the import of plant & machinery is part
of the contract and lastly the aid giving countries/parties
have made it a condition that the plant & machinery will
be purchased from a particular country. Be that as it
may, it cannot be gainsaid that the progress in setting up
of indigenous industry for manufacturing various types of
plant and machinery has been slow. The Third Plan, for
instance, provided for the setting up of a Heavy Structural
Plant and also a Heavy Plates and Vessels Projects, but
no appreciable progress could be made in these fields.

Measures 137. The only major undertaking which can be said to

taken. have made some progress towards machine building is the
Heavy Engineering Corporation which has four projects
viz, HM.BP.,, CMMP., HMT.P. and the FFP. A
new undertaking is proposed to be started for the manu-
facture of fertilizer equipment. A Detailed Project Report
is understood to have been prepared and negotiations
started with the consultants Similarly a few other machine
and building projects seem to have been recently taken up
viz. Pumps & Compressors Project, Power Boiler Project,
two new machine tool plants and a new Foundry Forge
Project. It is further understood that the Government
has recently set up a Committee (viz.,, Nagaraja Rao Com-
mittee) to take stock of the requirements of capital goods,
in cement, mining, sugar industries and steel plants.

Commit. 138. While welcoming these measures the Committee
tee’s hope that necessary lesson would be drawn from the ex-
observa- perience of the Third Plan. As plant and machinery
ton. constitute the major share of the capital outlay of the pro-



ject and also of the foreign exchange expenditure, saving
on this account would ultimately lead to economy in setting
‘up of projects which in turn will lead to reduction in our
-cost of production and also save valuable foreign exchange.
The Committee realise that to develop indigenous sources
of plant and machinery, a great deal of technical know
how is necessary. It would be preferable to buy this know
how than to continue to buy the plants. The Committee
hope that this will be borne in mind while finalising the
public sector projects to be included in the Fourth Plan.

D. STANDARDISATION

139. A problem intimately connected with the develop-
ment of indigenous industry both for raw materials, spares
and components and plant and machinery is that of stan-
dardisation. The Committee observe that while some un-
dertakings (e.g. H.E.L.) have taken steps to rationalize
the specification wherever possible in order to bring them
in line with the available Indian Standards specifications,
others have not done so. Some undertakings (e.g. Hydera-
bad project of the B.H.E.L.) have also expressed difficulty
in doing so because of the difference in the foreign and
the Indian standards.

140. The Committee realize that the scope for standardi-
zaction may be limited in some undertakings. Even so,
effort should be made whenever possible to standardise
plant, machinery, spares, components etc. if indigenous in-
dustry is to be fostered. The Committee consider that it
should be one of the responsibilities of the Planning and
Development units set up in the various projects to evolve
such standards and to give them wide publicity.

E. INVENTORIES

141. The Committee noticed that in their anxiety to have
adequate spares, components and imported raw materials,
the projects, often, at the very initial stages acquired heavy
inventories, thus blocking up large amount of valuable
foreign exchange. Often these heavy inventories were also
unbalanced in the sense that there was too much of some
items and too little of others. Such unbalanced invento-
ries caused loss of production through inadequacy of parti-
cular item of raw material and spares and components, al-
though there was no overall inadequacy.

Commit-
tees’
observa.-
tion.
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142. It has been explained by Government that there
were difficulties in restricting the inventories to the requir-
ed quantity because norms for the inventories had not been
laid down. In support of this it was argued that the very
fact that some undertakings do have large stocks illustrate
the difficulties in establishing norms.

143. The Committee are not convinced by these argu-
ments. In the opinion of the Committee it should be possi-
ble though not with absolute accuracy to determine the
requirements of raw materials, spares, construction mate-
rial and equipment etc. at the initial stages of the project,
just as it is now possible to determine the requirements of
raw materials etc. of operating units in terms of months of
consumption. The Committee would therefore suggest that
norms in regard to inventories should be worked out and
after working out such norms, stricter control on the ac-
quigition of such materials should be exercised in future.

144. The Committee notice from the Report of the Com-
pany Auditors of H.S.L. for the year 1963-84 that in the case
of the Durgapur Steel Plant construction material and
equipment. of the value of Rs. 71 lakhs was lying in stock.
Similar stocks may be found in other undertakings. The
Committee would suggest that the possibility of utilizing
it for expansion of the units or of lending it to other public
undertakings should be eramined. The Committee would
further suggest that the position of inventories in projects
under construction should be included in the “Annual Re-
port on the working of Industrial and Commercial Under-
takings’ published by the Ministry of Finance, which af
present confines itself only to inventories of running



IX
FINANCE

‘A. REVISION OF PROJECTS EsTIMATRS

145. A statement showing important cases of revision of project esti-
mates 18 given below :—

Name of the Original Actual/Anticipated Percentage
Undertaking Bstimate Expenditure increase
I 2 3 . ___4
Rs.
Durgapur Steel Plant 115°00 crores Rs. 20§°35 crores 8%
(Revised Estimate
1963).

Rourkela Steel Plant 128:00 5s» Rs. 230-48 crores 80%
(Revised Estimate

1963)
Bhilai Steel Plant 110°00 ,- Rs. 202-3¢ crores 83%
(Revised Estimate
1963).
Hindustan Teleprinters 15 »» Rs. 1-6§ crores 10%
Ltd.
Gayhati Refinery 13°06 Rs. 14°51 crores 11%
Hindustan  Antibiotics
Ltd.
(1) Pimpri Unit 11§ » Rs. 1+59 crores 38%
(#) Penicillin expan-  o0-45. , Rs. 0°-61 crores 36%
sion
(iis) Streptomycin 1-73 ,» Rs. 2°:08 crores 20%
Unit
Hindustan Photo Films 7-38 » Rs. 853 crores 15°5%
Manufacturing Com- :
pany Ltd.
National Mineral Deve- 9+06 s, Rs. 1II'22 crores 24%
lopment Corporation

Ltd. (Kiriburu Iron
Ore Project)

Hindustan  Machine 250 » Rs. 3:68 crores 47%
Tools Ltd.
(Watch Factory)

. Fertilizer Corporation
of India Ltd.
(1) Trombay Unit 24'34 » Rs. 33.40 crores 37%
(11) Nangal 20°90 » Rs. 31-30 crores 49%

Heavy Blectricals Ltd., 3525 ,, Rs. 49-30 crores 39°9%
Bhopal

Heavy Engineering 125°95 s Rs. 206-§0 crores 64%
Corporation Ltd.
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Extent 146. It will be observed from the above table that the

‘I’f i“:"“e actual expenditure incurred exceeded original estimates
n esti

mates. by more than 50 per cent in several cases. In some cases
(e.g., Steel Plants) the rise has been as high as 80 per
cent, - '

Reasons 147. The Committee learn that some of the reasons for

for in-  jrcrease in estimates in some of the cases are as follows: —
crease 1n

estimates.  pyoiects of the HEC :

(1) The original estimates (as estimated in the
Detailed Project Report) did not include several
items of expenditure like sand, washing plant,
railway siding outside plant area, consultancy
fees, customs duty, port trust charges, foreign
experts, training of personnel, enabling works etc.

(2) Rise in quantities of materials and works, pile
foundations, more foreign experts and rise in
cost of labour and material in the case of Foun-
dry Farge Project.

H.E.L. Bhopal

(1 The original estimate did not include customs
duty, purchase commission, hostel for trainees
and township.

(2) Provision of additional bags in Blocks I and II
of the factory and heavier and bigger cranes to
handle, bigger units of production and increase
in prices of machine tools etc.

Nangal Project ST
(1) Original estimates did not provide for financing
charges. ;

(2) Revision of capacity also responsible for increase.

Trombay Project

(1) Non inclusion of financing charges to cover the
interest on capital employed during the period of
construction and working capital in the original
estimates.

(2) Higher cost of American plant and increase in
prices over 1957 level and change in the product
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pattern of the pruject which necessitated instal-
lation of some additional plants.

Rourkela Plant of H.S.L.

(1) Original estimates did not include items such as
townships, mines and quarries, interest on capital.

(2) Increase in quantity of civi] engineering work
and increased cost of erection, increased expendi-
ture on customs duties, escalation etc.

148. It is clear from the above that apart from the in-
crease in the cost of construction and addition to factory
buildings and plants, omission of certain basic items
from the project estimates is responsible for subsequent re-
visions. These are: consultancy fees, customs duty, train-
ing of personnel, townships, financing charges, working
capital, enabling works etc.

149. The Committee understand that a check list of pro-
ject estimates has been prepared by Government for gui-
dance of project authorities and financial advisers and
has been in vogue since 1959. It is surprising that in spite
of such a check list, the project estimates continue to be
incomplete and unrealistic.

150. The Committee note that the Estimates Committee
in their reports on HEE.C., HE.L. and H.S.L. have repeatedly
recommended that project estimates should be prepared as
realistically as possible and should include total commit-
ments before they are made available to Government for
sanction. This Committee also in their report on Fertilizer
Corporation of India Ltd. and Rourkela Steel Plant de-
precated revisions of estimates because they vitiate the basic
assumptions on which the project was sanctioned in the first
instance. The Committee recommend that project esti-
mates should be prepared realistically and efforts made to
adhere to them. The Committee would like to further re-
commend that with a view to avoiding incomplete estimates
being prepared Government should immediately conduct a
post review of the reasons for under estimates in the past.
Based on the findings of such a 'review suitable instructions
should be issued to authorities concerned with the prepara-
tion of project estimates, for their guidance. If the review
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reveals that the existing check list omits certain items, the
same should be added.

B. FOREIGN EXCHANGE REQUIREMENTS

151. The following table indicates the foreign exchange
component of the cost of some of the projects as indicated
in the Annual Report on the working of Industrial and
Commercial Undertakings of the Central Government for
the year 1983-64: —

Project: Estimated Foreign Percentage

cost exchange
I 2 3 4
(Rs. crores) ( Rs.
croree)
Hindustan Cables (Expanslon
Scheme) . 2-31 13 56
Hindustan Organic Chemicals
Ltd. . . . 31°00 11°§ 37

Indian Drugs & Pharmaceuti-
cals Ltd. 39°00 10°26 26
(all the 3 projects)

National Mineral Development
Corporation Ltd.

() Kiriburu Project . 10°37 3-65 35

() Bailadila Project 1456 477 327
Neyveli Lignite Corporatlon

Ltd. . 10708 52-88 49
Hindustan Teleprmters Ltd . 1:65 o-'8s sI°§

Hindustan Steel Ltd.

(s) Rourkela Expansion 132 63 46
(1v) Bhilai Expansion 177 68 38
(118) Second Expansxon

of Bhilai . 265 12§ 47
(iv) Durgapur Expansion . 67 26 . 38-8.

(v) Alloy Steel Plant 65 265 40
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(Rs. crores)
Fertiliger Corporation of India
Ltd.

(1) Trombay Project . 33°4 3°10 9

(&) Namrup . . 18-0 6-90 38

(155) Gorakhpur . . 25°40 13°19 SI

(iv) Durgapur . . . 31°59 1209 37'9
Heavy Electricalg Ltd. (Bhopal) 167 95 56
Bharat Heavy Electicals Ltd.

(s) Ranipur . . 61-21 26 42

(i) Ramchanderpuram 282 152 539

(s11) Triuvembur . . 183 9 49
Heavy Engineering Corporation

td. . . . 207 84 40°§

Pyrites and Chemicals 4:39 129 29

Development Co. Ltd.

(Mining Project)

Cochin Refineries Ltd. 17-00 9°00 53
Instrumentation Ltd. 487 166 34
Indian Oil Corporation Ltd.

(1) Gauhati Refinery . 1471 6-07 41

(#s) Barauni Refinery 34°77 17°71 s0

152. It will be noticed from the above that in most of the High
cases the foreign exchange component has ranged between foreign
30 to 50 per cent of the total outlay on a project. In a ::;h;o’t“
number of cases, viz.,, Hindustan Cables Ltd., Hindustan
Teleprinters Ltd., Gorakhpur Project of Fertilizer Corpora-
tion of India, Hyderabad Project of Bharat Heavy Electri-
cals Ltd. and Cochin Refinery, it had exceeded fifty per cent
of the estimated cost of the project.

2003 (Aii) LS—5.
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153. The foreign exchange requirement of a project is
determined on the basis of: —

(1) Plant and machinery required to be imported.

(i) Raw materials and components to be imported.
(iii) Consultants fees.

(iv) Training of Indian Engineers abroad and the
employment of foreign personnel.

~ 154. During evidence, the Committee were informed
that at the time of formulating a project, effort was made
to keep the foreign exchange component to the minimum.

155. The Committee, however, consider it a matter of
serious concern that in certain projects more than half of
the outlay should be in foreign exchange. The Committee
have already referred to the scope for reduction in con-
sultants fees. As regards the raw materials and compon-
ents, it has been stated in a note submitted by the Minis-
try of Finance that due to difficulties in establishing norms
of raw materials and spares and components, their require-
ments were not always correctly estimated and tended to
be over stated. The same thing could be said to some ex-
tent about certain plant and machinery.

156. The Committee would therefore recommend that to
meet the foreign exchange shortage which the coun-
try has been faced with for some time past, the estimates
of foreign exchange expenditure should be prepared more
realistically and while scrutinising them a thorough exami-
nation should be made of the raw materials, plant and
machinery etc. to be imported with a view to determining
their necessity and non-availability in India. The fact that
in most cases the foreign exchange is assured by the col-
laborators, should not in the opinion of the Committee,
make the Government relax proper scrutiny of the foreign
exchange expenditure in the public sector projects because,
the larger is the amount of foreign credit the greater is the
liability towards servicing of such foreign loans and their
repayment, which has ultimately to come from our free
foreign exchange resources.

157. The Committee also consider that the projects set
up with high proportion of foreign exchange should be
under an obligation to earn foreign exchange for the coun-
try when they go into production. Therefore, while decid-
ing on the feasibility of the project the period within
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which the foreign exchange expenditure on the capital cost
and the recurring cost (spares, raw materials, etc.) of the
project will be redeemed by the reduction in imports and
earnings from exports should invariably be considered.
The representative of the Ministry of Finance has agreed
with the suggestion.

C. MEASUREMENT OF PROFITABILITY DURING CONSTRUCTION

158. An important problem which arises in the case of

Deter-

projects which are in a continuous phase of expansion (oy ™Mination

increasing their capacity or increasing the range of their
products) is that of determining their profitability or the re-
turn on investment. The case of H.E.L. Bhopal may be cited
as an example. The H.E.L. started with the production of
static items of heavy electrical equipment viz., switch gears
and transformers. Subsequently, they have begun to pro-
duce rotating items like motors (industrial and traction) and
are now proceeding to manufacture generators. The produc-
tion of switch gears and transformers was in full swing,
production of motors was progressing and that of generators
‘was being arranged. The value of production in the year
ending 31st March, 1965 was slightly above Rs.. 6 crores. As
regards the profitability of the undertaking, it was learnt
that until production went upto Rs. 33 crores profits could
not be expected, and that this target would be reached
after 1966-67.

159. The Committee consider that in public undertak-
inas like H.E.L. where production and expansion take nlace
simultaneously, profitability and economy of working should
be tested from time to time otherwise the capital invested
during the course of expansion is mixed up with the capital
invested for the original capacity and there is no means to
determine the return on the investment originally made.
Mistakes made in the initial stages could also be concealed
through mid-term expansion.

160. The Committee therefore recommend that in such
cases, there should be a separate computation of production
cost and profit with respect to the completed units of the
industry so that it would be possible for the management
and the Government to watch the performance of the
project.

of Profi-
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D. CAPITAL STRUCTURE

161. A statement showing the composition of equity and
debt in the capital structure of the major undertakings
included in the study as noticed from the Annual Report
on the working of Industrial and Commercial Undertakings
for the year 1963-64 is given below:—

Sl.  Undertaking Equity Loan Ratio of
No. equity
to loan
1 2 3 4 5
(Rs. in lakhs)
1. Aeronautics India Limited,
Bombay* . . . 1630 1.0
2. Cochin Refineries Ltd,,
Ernakulam . . . 614-2 1:0
3. Fertilizer Corpn. of India
Ltd. 48051 34263 1:0°71I
4. Heavy Electrlcals (Indxa)
Ltd.** 3549°9 36968 1:1°04
5. Hindustan Antibiotics
Ltd. . 247°3 1:0
6. Hindustan Cables Ltd. . 160-5 1777 111
7. Hindustan Machine Tools
Ltd. . . . 800-0 6787 1:0°85
8. Hindustan Insecticides
- Ltd. . . . 2473 .. 1:0

9. Hindustan Orgamc Chemi-
' calsLtd s 1§2:0 .. 1:0

* Aeronautics India Ltd. has since been converted to form
Hindustan Aeronautics Ltd.

**Heavy Electricals (India) Ltd., was bifurcated on 13th
November, 1964, After adjustment of liabilities and the

composition of equity and debt in the Capital structure of Heavy
Electricals (India) Ltd. and Bharat Heavy Electricals Ltd on

3ist March, 1965 was of the following order: -

" Rs. in lakhs
Equity ~ Debt Ratio
Heéavy Electricals 2588- 80 3873-28 1:1'5
(India) Ltd.
Bharat Heavy Electri- 2761-31 72877 1-0726

cals Ltd.



I 2 3 4

10. Hindustan Photo Films.

Manufacturing Co. Ltd. . 3000 236'7 1:0°79
11. Hindustan Shipyard Ltd. 5985 63 1:0°01I
12. Hindustan Steel Ltd. . 447000 357.10 1:0-80
13. Hindustan Teleprinters

Ltd. 750 900 1:1°2
14. Indian Drugs and Phar-

maceuticals Ltd. . 12784 I:0
15. Instrumentation Ltd. . 1-00 1:0
16. Indian Oil Company Ltd. 4972 475'v  1:0°96

17. Indian Refineries Ltd. . 30000 3726°3 I:1-24
18. National Coal Develop-

ment Corporation Ltd. . 4440°2 4339°4 1:0°98
19. National Building  Con-

struction Corporation Ltd. 94°5 94°0 I:I
20. National Mineral Deve-

lopment Corporation Ltd. 8210 534'4 1:0°65
21. NEPA Mills Ltd 494°S §5°0 I1:0°1I
22. National Instruments Ltd. 114°0 1§'0  1:0°13
23. Oil & Natural Gas Com-

mission . 57618 1.0

24. Pyrites & Chemical Deve-
lopment Co. Ltd. . 54°2 .. 1.0

162. It will be observed from the above table that
barring a few instances where the debt is slightly more
than the equity capital, in all other cases, the equity was
more than the debt.

163. It has been explained that the present imbalance Explora-
between equity and loans was mainly due to past invest- tion for
ments and investments in new units and expansions bemg ‘mb‘l'""
initially in the form of equity.
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164. It was stated during evidence that to rectify the
situation the entire equity debt ratio in the public sector
has been changed to 50: 50. The intention was to have
more or less the same kind of structure for the public as
well as the private sector. It was also explained that in
a capital intensive plant, there was some justification for
having a higher equity ratio otherwise the servicing of debt
itself would cost so much to the project that its product
would become uncompetitive.

165. While appreciating that in capital intensive plants,
it might be necessary to have higher proportion of equity,
the Committee do not feel that the present ratio of 50 : 50
between equity and loan is conducive in bringing dabout
cost-consciousness in the management of the public under.
takings. Unlike a private enterprise there is no compul-
sion in the public undertakings to declere dividends on the
equity capital. A larger proportion of equity (and lower
proportion of debt) can also enable the management of
the public undertakings to artificially show lower cost of
production and hence lower prices. But if the loan capital
is more the management is bound to be vigilant because
it has 'to pay interest on the loan. The Committee would
therefore recommend that the present equity debt ratio
which was fixed in 1960 should be reviewed with a view
to raising the proportion of debt. In the opinion of the
Committee a ratio of 1: 2 could be safely adopted, as it
wag also the ratio obtaining in industry generally. The
representatives of the Ministries agreed with this view.



X
ORGANISATION
A. APPOINTMENT OF PROJECT OFFICERS

166. The present policy in the matter of appointment Govern-
of project officers in the initial stages of setting of projects ment's
is to appoint a well qualified and experienced officer suitable policy.
for the particular project as O.S.D, in the administrative
Ministry. This officer and his staff usually constitute the
nucleus of the essential administrative machinery and
when the project advances, an implementing authority was
formed. Thereafter it is registered under the Companies
Act. Steps are then taken to constitute a Board and appoint
Managing Director/General Manager/Financial Controller/
Adviser etc. Thereafter it becomes the responsibility of
the Board to recruit the necessary engineers and other tech-
nical staff and stationing of project authorities.

167. The Committee however noticed that in a number Long
of cases there was a long time-lag in the appointment of time-lag
the Project Officer and the Financial Adviser or Chief Ac- 1 ;f)‘;. .
counts Officer after the Government’s decision to set up a ments.
project as is evident from the cases cited in the following

table.
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168. It will be noticed from the above table that there
was delay of more than 1 year in the appointment of Pro-
ject Officer in the case of HM.BP. CMMP. and
F.F.P. of Heavy Engineering Corporation Ltd. Similarly,
there was a delay of 2 to 3 years in the appoint-
ment of Financial Advisers|Chief Accounts Officers in the
cases of the HM.BP. CMMM.P. HM.TP. and FFP. of

Heavy Engineering Corporation Ltd. and the Hindustan
Cables Ltd.

169. In a note furnished to the Committee, after the
evidence the Government have stated as follows:

“Normally there should be no time lag. In the
majority of cases, the officers who are appointed
as Chief Executive Officers were already associa-

ted with the project from their inception as
0S8SD.”

170. The Committee note with satisfaction that Gov-
ernment appreciate that there should not be any time lag
normally. They trust that Project Officers and Financial
Advisers will in future be appointed as early as possible
after the Government has decided to set up a project and
in any case before the receipt of the Detected Project Report
as delays in this respect are bound to prove detrimental to
the expeditious execution of the projects.

B. CHANGES IN THE TOP EXECUTIVES

171. The Committee were informed that in the cases of
the following undertakings persons held charge as Project

Officers from the start till the projects went into produc-
tion: —

(i) Hindustan Cables Ltd.

(ii) Hindustan Steel Ltd.
(a) Durgapur Steel Plant
(b) Bhilai Steel Plant

(iii) Indian Telephone Industries Ltd.
(iv) Hindustan Teleprinters Ltd.

(v) Hindustan Insecticides Ltd.
(a) Delhi Factory
(b) Alwaye Factory
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(vi) Fertilizer Corporation of India Ltd.
(a) Sindri
(b) Nangal Unit

(vii) Heavy Engineering Corporation Ltd.
(a) Coal Mining Machinery Project.
(b) Heavy Machine Building Plant
(c) Foundry Forge Project

(viii) Bharat Heavy Electricals Ltd., (High Pressure
Boiler Plant, Tiruchirapalli)

(ix) Bharat Electronics Ltd.

(x) Hindustan Aeronautics Ltd.
(xi) Hindustan Antibiotics Ltd., Pimpri.

172. It would appear that it has not been possible for
Government to retain the same persons as Project Officers
until the project went into production in other- cases (e.g.
Rourkela Steel Plant, and Hindustan Machine Tools Ltd.)

173. During evidence it was stated that these changes
were effected because it was felt that the public interest
would be better served by those changes though there would
be a temporary set-back for the project. For instance,
sometimes the project officer did not get on well with the
State Government or with the foreign experts and had
therefore to be shifted; at other times he became due for

promotion in his parent department and had therefore to
leave the project.

174. In their report on the Rourkela Steel Plant the Com-
mittee have already taken exception to the frequent changes
in the post of General Manager during the crucial formative
years of the Plant. The Committee wview with concern
similar changes that have taken place in so many other pro-
jects. With q view to ensure continuity of management the
Committee would recommend that once a person is posted
as General Manager or Project Officer, he should not ordi-
narily be changed until the project has reached a certain
stage where the change would not affect the smooth pro-
gress of the Project. The Committee do not intend that the
individual so posted should suffer in any way, if promotion

Reasong
for fre-
quent

changes.

Commit-
tees’ re-

commen-
dation.



70

'is due to him in his parent department. At the same time
the interests of the project cannot also be sacrificed. Gov-
ernment should therefore examine the feasibility of extend-
ing the benefit of promotions to such persons in the projects
itself, so that they may continue to serve the projects.



XI
EXPANSION

A. PoLICY REGARDING EXPANSION

175. The Committee noticed that in the case of follow-
ing undertakings expansions were decided upon by Gov-
ernment even before the original plants achieved the rated
capacity: —

(i) Rourkela, Bhilai and Durgapur Steel Plants.

(ii) Barauni and Gauhati Refineries.

(iii) Penicillin and Streptomycin units of the Hindus-

tan Antibiotics Ltd.

(iv) Heavy Electricals Ltd.

(v) Heavy Engineering Corporation Ltd.
(vi) Namrup Project of Fertilizer Corporation of India
Ltd.

176. The Committee were informed by the Ministry of
Petroleum and Chemicals that “it was not necessary or
feasible in all instances to reach full production before ex-
pansion was considered because expansion had to be consi-
dered ‘on the basis of anticipated demand and delay in such
decisions merely by insistence of prior achievement of full
production might not be in the public interest.” Other
Ministries have also stated that they did not necessarily in-
sist on achievement of rated capacity before sanctioning
expansion, because expansion depended upon demand.

177. In a note furnished to the Committee after evidence
they were informed that wherever expansions had been
decided upon before original plans were put into operation,
it was more in the nature of advanced planning to meet
future shortages and that such decision had not adversely
affected the original schedule of implementation.

178. The Committee are surprised at.its being maintain-
ed that the decision to expand before the achievement of
full rated capacity had not affected the commissioning of
projects. The Committee would refer to the reports of

n
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the Estimates Committee on H.E.C. (vide paras 15—21 of
51st Report (Third Lok Sabha) and H.E.L. (vide paras 68—
75 of 35th Report) (Third Lok Sabha) where it has been
clearly established that these projects had been delayed and
had to incur extra expenditure on account of decision to ex-
pand before achieving full rated capacity. To quote the
Estimates Committee’s Report on H.E.C. “Besides numerous
complexities that have been created due to changes in the
schedules of commissioning, cost estimates etc., there is little
doubt that if the revised capacities had been planned from
the initial stages various delays and extra expenditure on
civil works and other items would have been avoided”. So
far as the H.EE.L. is concerned the Chairman of H.E.L. had
himself stated before the Estimates Committee that the
revisions had delayed the completion of the projects by
about a year. About the Namrup Project of the Fertilizer
Corporation of India this Committee had also occasion to
note that the change in rated capacity had delayed the ex-
ecution of project by one year.

179. The Committee realise that advance planning must
be done to meet future shortage but the proper occasion for
such planning is before the project is sanctioned and
not afterwards. The Committee are not able to ap-
preciate as to how the demands could suddenly increase
within onie or two years of the approval of the original
Detected Project Report by nearly 100 per cent. e.g., in the
case of Heavy Engineering Corporation (H.M.B.P.) from
45,000 tons to 80,000 tons. This only proves that the earlier
estimates of demand were gross under-estimates. Qurs is a
developing economy where demands are always expected to
rise and hence it is safer to provide a cushion for future
increases in demands rather than be conservative. The
Committee therefore recommend that as far as possible a
realistic and firm production programme of a project should
be decided upon in advance, after making a thorough study
and keeping in view the future demands and no change,
diversification or expansion should normally be thought
of till the project has been commissioned, unless it is
technically possible to change the capacity etc. without
disturbing the original production schedule.

180. The Committee would also reiterate the recom-
mendation of the Estimates Committee made in their 51st
Report on Heavy Engineering Corporation Ltd. that Gov-
ernment should examine all cases of revisions of capacities
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of projects during construction with a view to assessing the
delays in commissioning and the consequent loss to the
national economy apart from any infructuous expenditure
involved in such revisions. The Committee believe that
such a review would reveal valuable lessons for planning
of future projects.

B. INDICATION IN THE DETAILED PROJECT REPORT

181. The Committee noticed that in the Detailed Indication
Project Reports of some undertakings indication about the :;;:;‘;;:n
future expansion was given while in others it was missing
as the following table would show:

Included in the Detailed Project Not included in the Detailed
Report of Project Report of

() Netygeli Lignite Corporation . (f) Neyveli Lignite Corpora-
Lud.

tion.
(a) Mining Scheme (a) Fertilizer Scheme.
(b) Thermal Power Scheme () Clay Washing Scheme.

(c) Briquetting & carbonising
scheme.

(i) Heavy Engineering Corporation (if) Pyrites & Chemical De-
Led. velopment Co. Ltd,,
(Sulphuric Acid Plant).

(a) Heavy Machine
Building Project

(b) Foundry Forge Project
(c) Heavy Machine Tools Project

(#i) Indian Drugs & Pharmaceuticals (i) Instrumentation Ltd.
Lud.

(sv) Gauhati Refinery . (19) National Instruments
Ltd.

t
(v) National Mineral Development (v) Hindustan Cables Ltd.
Corporation Ltd.

(Khetri Copper Project)
(vi) Bharat Heavy Electricals Ltd.  (vf) Barauni Refinery.

(vii) Projects under Fer-
tiliser Corporation of India.
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Included in the detailed Not included in the detailed
Project Report of Project Report of

(viii) National Mineral De-
velopment  Corporation
Ltd.

(a) Hyderabad Project . (a) Kiriburu Iron Ore Project
(b) Tiruchirapalli Project.

(¢) Hardwar Project.

(b) Bailadila Iron Ore
Project.

(¢) Panna Diamond Mining
Project.

(ix) Bharat  Electronics
Ltd.

(x) Bhilai Steel Plant
(xt) Rourkela Steel Plant.

182, It was explained to the Committee that where no
specific mention was made in the Detailed Project Reports,
technical details did indicate the possible lines of expan-
sion. In some other cases like National Instruments Ltd.
(Opthalmic Glass Project) and Instrumentation Ltd. since
the targeted capacity would meet the requirements of the
country upto the end of the Fourth Plan it was not con-
sidered necessary to include these in the Detailed Project
Report.

183. The Committee consider that irrespective of the
requirements of the Fourth Plan, it would be advantageous
to have some indication in each Detailed Project Report
of the lines of future expansion, so that if eventually
(whether in Fourth Plan or later) it was decided to expand,
its provision in the Detailed Project Report might be eco-
nomical and would help facilitate matters.

C. CABINET ApPpPROVAL

184. The Committee have also noticed that in the case
of certain projects like the Fertiliser Plant and the Pipe
Plant of Rourkela Steel Plant and Hindustan Machine
Tools Ltd. (Expansion Scheme and new units) approval
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of the Cabinet was obtained for setting up of new units
or for taking up new lines of production, whereas in other
cases such as Blending Plant of Indian Oil Corporation Ltd.
approval of the Cabinet was not sought.

185. The Committee were informed that under the rules Proce-.
of procedure every case of expansion of an existing project dure.
was not put up before the Cabinet but these could be
settled by the Administrative Ministry with the Ministry
of Finance. Only important cases went up to the Cabinet.

186. The Committee consider it desirable that uniform ¢
procedure should be evolved in this regard. They feel teeg’
that after setting up a project, where subsequently there View.
are departures from the original line of production or
expansion is embarked upon involving considerable fresh
investment such cases should be put up to the Cabinet for

cpproual
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OTHER ASPECTS

‘A, LocA'rron oF ProJecTs

187. The Committee noticed that for location of certain
prujects like Barauni and Gauhati Refineries, the Projects
of the Indian Drugs and Pharmaceuticals Ltd. the. Alloy
Steel Plant, the H.EE.L. Bhopal and the Projects of the
H.E.C. Location Committees were formed to obtain expert
advice on technical and economic aspects of locating the
Plants. In certain other cases e.g., the Alloy Steel Project,
the Rourkela Steel Plant, the Bhilai Steel Plant, the Durga-
pur Steel Plant, Hindustan Photo Films Manufacturing
Co. Ltd,, and National Instruments Ltd. the advice of the
Consultants had been taken before deciding upon the lowa-
tion. 'Neither of these procedure, however, seem to have
been followed in the case of certain other undertakings.

188. The Committee consider that proper selection of
location of a project is of utmost importance, A careful
scrutiny is essential of technical matters such as climatic
and geological considerations, raw material availability and
economic factors like availability and cost of utilities and
transport. The Committee therefore recommend that
Plant Location Committees composed of experts in techni-
cal and economic matters should invariably be formed
which should consider in detail the suitability of various
locations of the future industrial projects.

189. So far as the advice of Consultants for location of
a project is concerned, the Committee have no objection
to Indian Consultants being utilised for this matter. But
the Committee are definitely concerned about foreign con-
sultants being engaged for deciding location of a project.
The most recent example of a foreign consultant being
asked to advise on the location of a project is the selection
of site by Anglo-American Consultants for the Fifth Steel
Plant.

76
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180. It has been stated by the Government that wheps
‘e industries are of large magnitude or entirely new te
‘India and the products are of a highly sophisticated natupe
it :s_deslrable to have the advice of the foreign consultants.

191. The Committee consider that circumstances in which

Com-

the advice of the foreign consultants should be sought for m‘:“‘

Jocation of the plants should be exceptional. We have
enough experience by now in setting up public undertak-
#ngs. The functions of the Planning and Development
Units that have been set up in some of the projects also
nclude studies in location. Occasion for seeking the advioce
of the foreign comsultants should therefore be confined
only to such projects for which we have no experience at
all. The Committee hope that this would be borne in mind
in the case of undertakings to be set up in future.

B. POWER DIFFICULTIES

192. The Committee noticed that a number of public
wundertakings particularly those in the BSouthern Region
such as F.A.C.T. Hindustan Insecticides Ltd. (Alwaye
unit) the Travancore Minerals Ltd.,, Indian Rare Earths
Ltd., Bharat Heavy Electricals Ltd. (Tiruchirapalli) faced
'acute power shortage affecting the production in these
factories. The Hindustan Insecticides Ltd. (Alwaye unit)
‘suffered power cut upto 50 per cent. during certain months.

193. During evidence, it was stated that these aspects
were gone into pretty thoroughly before sanctioning a
project, but the main snag was that of total power short-
age in that region.

184, The Committee learn from the Ministry of Irriga-
tion and Power that it had already been decided to establish
certain inter-state links in the Southern Region. ang .their
eonstructmn was expected to be completed dyring 1966. In
workmg out these links, the power_requirements of. the
“aforesaid undertaldngs along with others had been . taken
into account a i o
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ed so that the problems of these undertakings along withk.
other industries in the private sector are solved. When.
such a grid comes into being it would be necessary to
ensure that no State is deprived of electricity by others
and that the rate at which electricity is supplied by one
State to the other ig not discriminating.

C. TRANSPORT DIFFICULTIIES

196. A statement showing the difficulties experienced by
the public sector projects in the matter of transportation of
their goods is given at Appendix V. The main difficulties
are as follows: —

(i) Difficulties in the transportation of oversized
consignments for which railway facilities were
not available.

(ii) Congestion at the ports.
(iii) Paucity of wagons.

(iv) Normal capacity of the bridges and culverts not
enough to bear extra heavy load.

*(v) Railway restriction on movement.

197. The Estimates Committee while examining the
National Coal Development Corporation Ltd. noticed that
the Corporation faced transportation difficulties though the
annual requirements for railway wagons had been placed
with the Railway authorities in advance. The wagons
allotted to the Corporation were less than indented and
those actually supplied were even less than these allotted.
This Committee were also informed while examining the
Rourkela Steel Plant last year that though there had been
no difficulty with regard to movement of finished material,
in case of raw materials there had been occasional difficul-
ties in getting wagons of suitable size.

198. The Committee hardly need emphasize the import-
ance of timely movement of plant and machinery to the
project sites. Failure to fulfil transport needs has resulted
in delays in several projects. The Committee feel that
while deciding .the location and working out the time
schedules of the project, the transport requirements should
also be properly assessed and as soon as the location of &
project is decided upon advance action towards meeting
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its transport needs should be undertaken. Further during
the construction stage there should be a close liaison
between the project authorities on the one hand and the
Railways, Port authorities and State Departments in charge
of Roads etc. on the other.

D. CoMmPLETION REPORTS

199. It has been laid down in the Third Five Year Plan
that for each major project a comprehensive completion
report should be prepared giving the entire history of
the project, including mistakes which occurred and risks
taken, this report may serve as a reference book and guide
to engineers charged with the erection of similar projects
in future. The preparation of the completion report should
begin while the works are in progress, and events are
fresh in memory and the report completed, as far as possible
simultaneously with or soon after the completion of the
project. -

200. The Committee however noticed that barring the Comple-
Gauhati Refinery, Bhilai Steel Plant and Heavy Electricals tion Re-
Ltd. (Bhopal) (only some aspects) preparation of such POTts not
reports has not been attempted. prepared.

201, During evidence, it was stated that the idea of
preparation of such reports was accepted and instructions
to all the public undertakings had also been issued in
October 1964, but there were some difficulties in this regard.
If the report was made public, there will be public discus-
sion on it which might prove detrimental to the under-
takings.

202. The Committee are surprised that instructions to Commit-
compile completion reports as recommended in the Third tee’s re-
Plan should have been issued more than 3 years after the mﬂ-
comhmencement of the Plan. The Committee consider ’
the suggestion for the preparation of completion report
made in the Third Five Year Plan ag very important for
the proper execution of future public sector projects. They
recommend that Government should ensure the prepara-
tion of completion reports in case of all the projects which
have been recently completed. In the case of projects
wunder construction the Committee would suggest that as
far as possible attempt should be made to prepare such
reports as the construction of the project progresses.



208. The Committee would further suggest that in order
that the future public sector projects benefit from the
experience of planning and construction of various projects
suitable instructions should be issued for their guidance.
So far as the apprehension about making it public is con-
cerned the Committee feel that the same could be prevent-
ed by keeping the completion reports confidential.

204. It was mentioned during evidence that the comple-
tion report on Gauhati Refinery had been written in a
very subjective manner and “needed sound editing.” The
Committee feel that if the reports are written in this
fashion, according to Ministry’s own admission, the purpose
of such reports would be defeated. The Committee recont-
mend that Government should issue suitable instructions
in this regard so that the reports are written in an objec-
tive manner and present a true picture of the past events.
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CONCLUSION

205. There is an intimate relationship betwc>n the Import-
quality of planning and execution that attends in the ;::;e ‘:f
setting up of a project and its subsequent operational planning
phase. Project planning is the foundation on which the of Pro-
edifice of the operational phases of the project rests. Any jects.
wrong decision taken at this stage, be it in the matter of
laying down of objectives for the undertaking, its viability
or the details to be given in the project report or the time
schedules or the capital outlay or the import of plant and
machinery are bound to affect the timely execution, opera-
tional efficiency and economy of the project. Considering
the comparative inexperience in the matter of setting up
of industrial enterprises, it cannot be said that our public
undertakings have fared badly. The time in which some
of our public enterprises have gone into production can
compare well with similar industries in other countries.
Commiittee also noted with satisfaction that some of the
undertakings even in the construction stage had started
manufacturing items materials which were being used jor
their own set up. This not only expedited their construction
but also resulted in utilisation of their men and over-
coming of certain bottlenecks. However, many of the
present uneconomic legacies of our wundertakings can
certainly be related to inadequate attention having been
paid to various aspects at the planning stage of the pro-
jects.

206. The report reveals that the public sector under- Short-
takings generally suffered from the following short- comings
comings: noticed.

(1) Failure to specify the objectives for an under-
takings making managements responsible for
their achievement.

(2) Cabinet approval given without full and sound
techno-economic feasibility studies.

" (3) Dependence on foreign consultants for conduct-
£ ~ing-feasibility studies’ pfeparation of Detailéd

-~y
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Project Reports and working drawings, and in
the matter of location of projects at considerable
cost to the exchequer even when this was avoid-
able.

(4) Projects started without Detailed. Project Report
leading to waste and delays; sometimes more
than one Detailed Project Report ordered cost-
ing more to the undertaking and also consuming
more time; in cases where Detailed Project Re-
ports were prepared, they omitted many impor-
tant items.

{6) Delays in completion of projects due to longer
time being taken at various preliminary stages
such as preparation of Detailed Project Reports,
Government decision thereon etc.

(6) Failure to plan or start ancillary and auxiliary
industries simultaneously or immediately after
a project goes into production.

(7) Tendency to go in for foreign collaboration in-
cluding turnkey contracts without exploring the
areas in which Indian know-how was avail-
able—a feature which led to huge sums being
paid by way of consultancy charges.

(8) Scanty attention . given to preparation of time
schedules.

(9) Tendency to expand even before the undertaking
has reached rated capacity causing delays and
also making it difficult to judge the profitability
of the original unit.

(10) Frequent revision of project estimates upsetting
all calculations about the profitability of the
concern; excessive use of foreign exchange even
when it could be reduced and equity dominated
capital structure which did not provide any
incentive to the management to be cost
conscious.

(:’e"’\"tf:“ 207. The Committee have indicated the measures neces-
Respon sary to remedy the above shortcomings at appropriate

sibility. places in the report. They are glad to notice that there is
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increasing awareness lin the public undertakings towards
the need to plan projects in greater details than hitherto.
Some of the public undertakings have set up regular agen-
cies to attend to better planning and execution of future
units and the expansion of the present units. There are
however some matters e.g. a suitable financial structure,
setting up of ancillary and auxiliary industries, determin-
ing the extent of foreign collaboration where decisions
must be taken by Government. The Committee trust deci-
sions taken by Government in these matters will be such
as would leave no scope for the types of shortcomings
mentioned above.

208. One aspect of the subject of ‘Management and
Administration of Public Undertakings’ about which the
Committee feel particularly concerned is our extreme
dependence on foreign conmsultants and collaborators for
setting up projects. There is hardly any industrial public
undertaking in the country which has been set up
without the help of foreign consultants and collaborators.
The Committee feel that by now we should have acquired
enough technical knowledge as to be able to set up some
of the plants ourselves, but it seems , no conscious effort
has been made in this direction. The habit of seeking the
help of foreign consultants and collaborators continues.
The Committee feel that it is time that we make efforts
to stand on our own leges. In this connection the Committee
would also recommend that some study of the industrial
development of the countries which like us struggle to in-
dustrialise should be made. Such a study would be of
immense help for our own efforts towards self-reliance.

209. While planning and execution of projects is essential-
ly the responsibility of the undertaking and the Govern-
ment, the Committee also feel that since the execution of
these projects involved sums of money and is also part
of national planning, Government which keeps itself in-
formed of the erecution of progress of wvarious projects
should also keep Parliament so informed. Not unoften in
the past serious difficulties/revisions of estimates etc., have
come to light only when some Members raised the matter
on the floor of the House. The Annual Reports of the pro-
jects and the Audit Reports which are supposed to contain
such information are no doubt placed on the Table of the
House but Parliament knows of these difficulties at a late
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stage or ex-post facto. The Committee feel that if Parlia-
ment is kept informed periodically it will provide an insti-
tutional check against any rush-decisions being taken on the
one hand and care and caution being exercised on the other.

PANAMPILLI GOVINDA MENON,
Chairman,
Committee on Public Undertakings.
New Devny;
November 30, 1965

Agrahayana 9, 1887 (Saka).
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. Instrumentation Ltd., Jaipur.
. Indian Oil Corporation Ltd., Bombay.
. National Coal Development Corporation Ltd., Ranchi.

APPENDIX 1
(Vide para No. 4)

Names of Undertakings included in the study.
Bharat Earth Movers Ltd. Bangalore.

. Bharat Electronics Ltd. Bangalore.

. Bharat Heavy Electricals Ltd., New Delhi.
. Bokaro Steel Ltd., Calcutta.
. Cochin Refineries Ltd., Ernakulam.
. Fertilisers Corporation of India Ltd., New Delhi.
. Fertilizers & Chemicals Travancore Ltd., Alwaye,
. Heavy Electricals Ltd., Bhopal.
Heavy Engineering Corporation Ltd., Ranchi.
.'Hindustan Aeronautics Ltd., Bombay.
. Hindustan Antibiotics Ltd., Pimpri.
. Hindustan Cables Ltd., Rupnarainpur, (West Bengal).

. Hindustan Machine Tools Ltd., Bangalore.

. Hindustan Insecticides Ltd., Bangalore,

. Hindustan Organic Chemicals Ltd., Bombay.

. Hindustan Photo Films Manufacturing Co. Ltd., Ootacammund..
. Hindustan Shipyard, Visakhapatnam.

. Hindustan Steel Ltd., Ranchi.

. Hindustan Teleprinters Ltd., Madras.

. Indian Drugs and Pharmaceuticals Ltd., New Delhi.
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25.
26.
217.

. National Newsprint and Paper Mills Ltd., Nepanagar.
29.
30.
31

32.
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National Buildings Construction Corporation, Ltd., New Delhi.
National Industries Development Corporation Ltd., New Delhi.
National Instruments Ltd., Calcutta.

National Mineral Development Corporation Ltd.,, New Delhi.

Neyveli Lignite Corporation Ltd., Neyveli (Madras).

Oil and Natural Gas Commission, Dehra Dun.

Praga Tools Ltd., Secunderabad.

Pyrites and Chemicals Development Co. Ltd., New Delhi.



APPENDIX II
(Vide para No. 28)
Aspects covered in the note to the Cabinet

Name of the Project

Aspect

Hindustan Steel Ltd.
(5) Rourkela Steel Plant

() Bhilai Steel Plant

(s85) Durgapur Steel ?lant'

Hindustan Teleprinters Ltd.

Pertilizer Corporation of India Ltd.

(a) capacity of the plant,

(b) foreign financial and technical
participation.

(c) arranging for  detailed in-
vestigations and preparation
of detailed estimates
costs.

(a) proposed agreement to be
entered into with the Soviet
Team. ’

(b) location of the plant.

(c) preliminary report submitted’
by the Soviet team.

(a) location

(b) appointment of Chief Project
Officer.

(c) appointment of Consultants.

(d) authorisation to the Mi-
nistry to enter into discussion
with the Indian Iron and Steel
Works Construction  for
ascertaining the best method
of carrying out the construction
of the project.

salient features of the collaboration-
Agreement.

(a) location.

(b) capacity.

(c) economics of the project.
(d) foreign exchange involved.
(e) cost of production.

(f) completion schedule.




Name of the Project

Aspect

Indian Drugs & Pharmaceuticals Lud.

Iadian Oil Corporation Ltd.
(Marketing Division)

. Qauhati & Barauni Refineries (Re-

" fineries - Division, 1. O. C. )Guja-
rat Refinery (ONGC .Project)
Cochin ‘Refinery Ltd.

Hindustan' Organic Chemicals Ltd.

Hindustan Photo Films Mannfactu-
ring Co. Ltd,

{a) estimated cost.

(d) quantum and terms of credit
offered by the USSR Govt.

(c) items to be manufactured.

(a) economic  advantage of
following the integrated scheme
of operations.

(b) likelihood of avallablluy of
deficit products from East
European Countries on rupee
payment basis.

(¢) economic and strategic
considerations.

(d) need for putting up storege
and other facilities.

(e) estimated investment for the
Government  distribution or-
ganisation.

(f) possibility of arresting prios
rise tendencies, if any,
through Govt. organisation.

(a) estimates of consumption.

(b) additional demands of the
Defence services.

(¢) products demand in the near
future.

(a) Need and estimated cost of the
project.

(b) foreign cxchange  compo-
nent.

(c) terms of collaboration and
credit for the import of
equipment.

(a) capital cost.

(b) foreign exchange savings.

Instrumentation Ltd.- . Note does not cover the technical

aspects—deals with only the
approval for location. Economic
and other aspects were separa-
tely  submitted to the Eco-
nomic Committee.
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Name ot the Project

Aspect

Oil & Natural Gas Commission

National Instruments Ltd.

Hindustan Machine. Tools Ltd.

. HEC, HEL, Bharat Heavy Elec-,

tricals

Ltd

-

(s) organisation.

() functions.

(¢) fipancigl arrangements. @ ”

d) powers.

(e) responsibility of the
Commission. o ;

(f) governments control.

(a) technical and econonric prob-
lems. .

(b) cost involved.
(c) targeted capacity.
(d) location.

(a) need for setting up of the
. factory. ‘ N

(b) urgency of the 1mplemcnta~

tion of the project.
(c) capital cost.
(d) profitability.
(e) savings in foreign exchange.’
(f) scope for export etc.
(a) objectives. R
¢d) demand.
(¢) capacity.

(d) foreign  exchange involved
and source thereof.

(e) selection of consultants.



APPENDIX III
(Vide para No. 71)

Statement showing project-wise the position regarding setting up of ancillary .
auxiliary sndustries.

Name of the Undertaking

I

Bhilai Steel Plant

Rourkela Steel Plant

Hindustan Teleprinters Ltd.’

Whether

set up Remarks

or not

2 3

Yes An Industrial Estate spon-
sored by the Madhya
Pradesh Government
has developed around
Bhilai and is being utilized
by the Project.

Yes' (s) Industrial Estates set

up by the State Govern-
ment.

(st) Pipe Plant for producing
Steel Pipes from strip
produced by the Rourkela
Steel Plant, ’

Not set up The following items are to be

so far, farmed out :—

But propo-

sed to be

set up. (1) Aluminium and cast irom

castings.
(2) Plastic moulding.

(3) Rubber moulding cables.

Pertilizer Corporation of India Not set up

Ltd.

Pyrites and Chemical Deve-’
lopment Co. Ltd.

Not set up Not much scope for ancillary

and auxiliary industries
because the sulphuric
acid produced will be
supplied to the Sindri
Fertilizer Factory and
Bihar Superphosphate
factory.
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2 3

Indian Drugs and Pharma-
ceuticals Ltd.

Indian Oil Corporation Ltd.
(Marketing Division)

Indian Oil Corporation Ltd.
(Refineries Division)

Coal Washeries Project

Bharat Barth Movers Ltd. .

Great  quantities of lime-
stone and other raw mate-
rials  necessaty to sup-
port a heavy  chemical
industry are agvailable in
the Amijhore area. In
order to obtain the maxi-
mum advantage of this,
it may be desirable at a
later stage to explore the
feasibility of having a
chemical industry within
a distance of a few miles
around Amjhore.

Not set up Establishment of ancillary

so far. and auxiliary industries
Proposed will be pursued by the
to be set Company in the light of
up. their requirement. The
Company is taking up the
matter with the State

Governments in consulta-
tion with Public Sector
Undcrtalsings situated close-

ly.

Yes' Blending plant set up.
Not set up

Notset up No ancillary and auxiliary
industries were contem-
plated for Bhojudih and
Patherdih Washeries. How-
ever, Chandrapura Power
Station was planned by the
Government of India to be
constructed in the pro-
ximity of Dugda Washery
to consume washery bye-
products (e, middli
and rejects from Dug

Coal Washery)
Not set up The establishment of Ancillary
so far. and Auxiliary Industries was

not considered in  the
Project Report. However,

2009 (Aii) LS—7.
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it is envisaged that quite
a few items will be bought
out like engines, tyres,
transmission batteries,
forgings and castings, etc.
from indigenous sources.

Hindustan Organic Chemicals Not set up Does not arise because the

Ltd.

Hindustan Antibiotics Ltd. Yes

Undertaking is still in a
formative state.

The following ancillary in-
dustries have been estab-
lished by the indigenous
entrepreneurs and wherever
assistance was required for
the import of machinery,
the same has been given.

() Glass factory for the
manufacture of the re-
quirements of glass vials—

(i) Fabrication factory for
the manufacture  of
chemical plant and equip-
ment required for the
operation and maintenance
of the factory and also for
newer projects.

(1#1) manufacture of phos-
phoric acid.

(fv) manufacture of rubber
stoppers for vials.

(v) manufacture of  sterile
surgical cotton.

(vi) printing  press for
printing cartons, labels,
inserts, literatures etc.!

The following are under con-
templation :—

() manufacture of pac-
king cases.

(it) maufacture of phenyle
acentric acid and ace-
tamide.
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Hindustan Insecticides
Ltd.

Instrumentation Ltd..

NEPA Mills Ltd.

ONGC

Hindustan Machine Tools
Ltd.

Heavy Engineering Corpora-
tion Ltd. ‘

Some small scale industries
have been nted licences
for formulation of DDT.

Yes

Not set up It is proposed to farm out

so far. But manufacture of  packing

proposed to  cases and cardboard

set up. carton and manufacture of
packing cases and re-
cording charts to indi-
genous manufacturers at a
later stage.

Yes Project has set up a caustic

soda plant of its own.

In the Oil Industry, it is
principally the utilisation
of crude oil and gas that is
to be considered. Accor-
dingly, on the basis of crude
oil available in Gujarat,
a refinery of two million
tons per annum capacity
(initially to be expanded
to 3 million tons capacity
almost immediately) was
planned to be set up by the
Commission. It is  now
under construction and is
expected to be completed
progressively from early
1965 to the first half of
1966 (from an initial pro-
cessing capacity of one
million tons to the ultimate
3 million tons.)

Yes

Yes 30 units completed and 20 more
expected to start produc-
tion during 1965-66 (loca-
ted at Pinjore, Kalam-
assery and Sonatnagar).

Not set up There are proposals to set

so far. But up ancillary industries to
proposed to  produce  items such as
set up. Tools single point, special
cutter-drills-reamers etc.
Jigs-fixtures, clamp de-




Heavy Electricals Ltd.

vices, Technological st~

ructure Non-Standard
Equipment mechanised
and  fabricated jobs,

springs  (helical and flat).
It has been decided by the
Bihar Government and
the Heavy Engineering
Corporation that an In-
dustrial  Estate will also
cater to the m1ﬁrcments
of some other large scale
enterprises in Ranchi such
as NCDC etc.

Yes. More Government of M.P. is es-
are proposed tablishing a factory for our

to be set
upl

requirements of paper
covered copper conduc-
tors.

The following are being
taken up departmentally:—

(5) Die casting in Alumi-
nium, mazak Brass etc.

(ss) Plastic moulding  in
Phenolic  resins, poly-
thene, Nylore, Fibre,
Glass Rubber etc.

The following will be

up in the Third

Phase of development of
ancillary industries.

(f) Production of Indicating
Instrument such as
Pressure  Gauges, Dial
‘Thermometers Liquid
Level gauges, Revolu-
tion indicators and coun-
ters.

(5) Production of pipe
fittings valves cocks
drains fittings, level gau-
ges.



1 2 3
For certain  .other ¥ pro-
ducts ancillary industries
already exist. a

Bharat Heavy Electricals Ltd.

Alloy Steel Project

Neyzeéi Lngnlte Corporation
td.

National Instruments 1ad.

Notsetup For Hardwar Unit, the an-

so far. But
proposed to
be set up.

cillary industry is being
set up by the State Go-
vernment in  consultation
with Bharat Heavy Elec-
tricals Ltd. In the case of
Tiruchirapalli list of bought
out items as shown in the
DPR has been supplied
to the Industries depart-
ment of the State Govern-
ment who are contemplating
establishment of an indus-
trial estate near this factory.
Much progress has not been
made since the intending
entrepreneurs  would need
some greater  details on
the equipment and this
cannot be given till final
designs for the products
to be manufactured by the
factory are Completed.

Not set up Project envisages getting up

so far. But

proposed

to set up.

Yes'

Not set up. The nature of the
Need does

noe arise,

Briquettin

of (a) Ferro Alloy Plant
for  production of - Ferro
Alloy of Tungsten Vana-
dium molybendium to-
gether with low carbon

Ferro chromium and
Ferro manganese and (b)
an clectrode plant may

be set up llaty‘_Alloy Steel
Plant  itself.

and carbonising
plant, fertilizer plant, the
clay washing plant and
Thermal Plant are in the
nature of ancillary indus-
tries set up ag part of the
project.

products
to be turned out dees net
necessiate any outside



Hindustan Photo Films Ma-
nufacturing Co. Ltd.

Hindustan Cables Ltd.

N.C.D.C. Ltd.

Indian Telephone Indus-
tries Ltd.

FACT. Lud.

Hindustan Aeronautics
(Kanpur) Ltd.

N.M.D.C. Ltd.
Cochin, Refineries Ltd.

.

cooperation for production
to be provided for the
project.

Not set up Ancillary units for  organic

so far; but synthesis of chemical and
being set for refining similar and
up. making silver nitrate being

set up as part of the project
and are expected to com-
mence production by end
of 1965. For others indi-
genous manufacture in the
country is being encouraged
and their supplies will be
available by end of 1965.

Notset up No ancillaries contemplated
in the original project.

Not set up Proposals for setting up low

so far but temperature/high tempe-
proposed to  ture/carbonisation under
be set up. consideration. For this

necessary investigations are
being made. It is too
early to state how far
these proposals would
materialise.

Not set up Required terminals for capa-

so far. citors. Number of units
have been recommended to
I.T.IL

Not set up  Does not arise

Light Alloy sheets for Air-
craft use being produced by
M/s. Indian  Aluminium
Co. Ltd. Two private firms
producing plywood and
spruce wood |for use .in
glider construction.

Yes

Not set up

Not set up No ancillary and  auxiliary
industries are contemplated
at present.
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Praga Tools Ltd.

Bharat Electronics Ltd.

Yes

Not set up J Ancillary] units_for “producing
so far. But g | some of the parts expected
proposed \_, to commence production
to be set up in 1965. Land has been
_ earmarked for the develop-

ment of 13 small scale an-

illary units.




APPENDIX 1V
(Vide para No. 86)
_ Statement showing names of projects and their foreign consultants.

Indian Telephone Industries Ltd.

Gauhati Refinery
Barauni Refinery

Pertilizer Corporation of India Ltd.

Sindri Factory.

Nangal Factory

National Mineral Development Corpo-

ration
Kiriburu Project.

Khetri Project
Panna Diamond Mining Project
NEPA Mills Ltd.

Heavy Electricals Ltd., Bhopal

Bharat Heavy Electricals Ltd.
Hardwar Unit]
Hyderabad Unit’

Tiruchirapalli
@ochin Refinery . . .
Mindustan Organic Chemicals Ltd.

Automatic Telephone and Elec-
tric Co. Ltd., U.X.

M/s. Industrialexport, Rumania.
M/s. Taijpromexport, Mosc ow.

Chemical Construction Corpora-
tion, U.S.A.

M/s. Vitro Engineering Divi-
sion.

. Japan Consulting Institute, Japan,

M/s. Western Krapp Engineering

Co., U.S.A.
M/s. John Taylor & Sons,
U.K.

Ebasco Services Incorporated,
U.S.A.

(#) M/s. Associated  Electrical
Industries Ltd.

(1) M/s. English  Electric Co.
Ltd.

(55t) M/s. British Insulated Call-
endars Cables Ltd.

M/s. Prommashexport, USSR.

M/s. Technoexport, Czecho-
slovakia.

Do.
Phillips Petroleum Co., U.S.A,

A consortium of Bayers, Bodische,
Hoechst & Udidi; firms . of
West Germany.
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Mindustan Machine Tools Ltd.
Machine Tool Factory
Watch Factory

Bharat Earth Movers Ltd. .

Bharat Electronics Ltd. .
Mindustan Aeronautics Ltd.

() Gnat Project .
(i1) Alouvette Helicopter Pfo;cct

(i1f) Aero Bngines

(iv) Foundry & Forge Projects
(v) MIG Project .

Himdustan Steel Ltd.
(i) Durgapur Steel Plant

(5) Bhilai Steel Plant
(#iis) Rourkela Steel Plant

(iv) Coal Washeries Project (Dugda
Bhojudih)

(v) Alloy Steel Project .

Bokaro Steel Ltd. . .
Hindustan Shipyard Ltd. .

Neyveli Lignite Corporation Ltd.

Mining Scheme . .

Heavy Engineering Corporation Ltd.

Heavy Machine Building and Coal
Mining Machinery Projects.

M/s. Oerlikons, Switzerland.’

M/s. Citizen Watch Co. Ltd.,
Japan.

M/s. A.T. Kearney International,
U.S.A.

. M/s. C.S.F,, France.

() M/s. Folland Aircraft, U.K.
(i)(a) M/s. Sud Aviation

(b) Turbo Mecca

(ss3) Bristol Siddley/Engines and
Rolls Royce Ltd., U.K.

M/s. High Duty Alloys, U.K.
U.S.S.R.

International Construction Co.
Lid., U.K.

Tjazhpromexport, USSR.

M/s. Krup & Demag, Ger-
many.

M/s. International Construction
Co. Ltd.

(@) M/s. M.N. Dastur Co. (P)
Ltd., India.

() M/s Atlas Steel Ltd.,
Canada.

Gipromez, USSR.

M/s. Atlier et Chantiers de la
loire, France.

(s) M/s. Powell Duffryn Tech-
nical Services, U.K.

{f) M/s. Prommashexport, USSR.

Foundry Forge Project and Heavy (i7) M/s.k'll'echnouport, Czecho-

Machine Tools Project.

slov



Instrumentation Ltd. . M/s. Prommashexport, USSR..
National Instruments Ltd. " . Do.
Hindustan Photo Films Mfg. Co. Ltd. . Ets. Bauchet & Cie, France.

Indian Drugs & Pharmaceuticals Ltd. . M/s. Technoexpert, USSR
and Technological Consul-
tancy Bureau of NIDC.

‘Hindustan Cables Ltd. . . M/s. Standard Telephones and
' Cables Ltd., U.K.
Hindustan Teleprinters Ltd. . . M/s. Ing. C. Olivetti & Co.,

Italy.



APPENDIX V

(Vide para No. 196)
Difficulties experienced in the matter of transpore.

Name of the Project

Nature of difficulties

Hindustan Steel Led.
Bhilai Steel Plant .

Durgapur Steel Plant

Rourkela Sieel Plant

Coal Washeries Project .

Hindustan Insecticides Limited

Difficulties were experienced in

the transportation of oversized
consignment for which various
Indian Railway facilities were
not originally contracted.

Experienced difficulties in the

initial stages.’

During construction stage there

had been difficulties in the
movement of equipment to
Rourkela since there was con-
gestion in the port due to which
bulk of the equipment for the
construction of the plant had
to be transported during a short
period.

During 1960-61 wagons scarcity
was felt for transport of cement
from Sindri to Bhojudih and
practically whole of cement
had to be transported by
bullock carts and trucks.
Similarly several consignments
despatched from Calcutta to
Bhojudih took unreasonable
time even to the extent of 2-3
months to reach site which are
generally expected within a
week or so. Part of the
consignments were transported
by trucks.

Delays in the movement of ben-

zene wagons.
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Name of the Project Nature of difficulties

Neyveli Lignite Corporation Ltd.

Thermal Power Scheme . . Heavy Equipment upto 98 tonnes
were required to be carcied
- over the  road from
Madras to Neyveli for about
145 miles. This. was far
above the normal capacity of
bridges and culverts enroute.
Hence special works for stren-
gthening of road and culverts
and where necessary diversions
of road were taken up, to
overcome the difficulties of
moving heavy loads. A 120
ton tractor trailer was specially
procured and employed for the
transport. Similarly a number .
of 75 ton capadity mobile
cranes were purchased for hand-
ling these heavy loads in the

harbour area.

Fertilizer Scheme . . . Some of the heavy equipment
could be moved from Madras
Harbour only in trailer by road.
Railway wagons had also te
be modified. Certain indige-
nously fabricated  materials
from Bombay and Calcutta
had to be brought by road
incurring extra expenditure
due to difficulty in getting
timely railway wagons allot-
ment.

Briquetting and carbonising scheme  Culverts and bridges on the
highway from Madras to Ney-
veli had to be strengthened or
diversions provided.

Heavy Engineering Corprdtion Lad. Considerable difficulty in the
clearance of oversized consign-

ments through Calcutta Port.
In a solitary case regarding
transport of precipitator items
which were very oversized
difficulties had to be faced
end the same were overcome
by transporting the items by
Durgapur canal upto Durga-
gu: and by road to Ranchi

Durgapur.
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Name of the Project Nature of difficulties.

Fertiligzer Corporation of India.

Sindri . . . . . Some of the equipments acquired
from abroad could not be
moved by rail. The same
were transported in barges
from Calcutta to Patna from
where they were moved on
trailers.

Trombay . . . . Difficulties were experienced in
transporting plant and ma-
chinery as some packages con-
signed were over-dimension-
ed and could not be transported
by rail from the docks to the
factory site. They had to be
brought by special road trans-
port with trailers during
night time on  account of
restrictions on the movement
of such packages during day
time.

National Mineral Development Corporation
L:d:

Bailadila Iron Ore Project . . Plant has not arrived. Certain
difficulties expected for the
transport of the heavy equip-
ment because the bridges and
the culverts are not strong
enough to carry the load.
State Governments have been
addressed and the work is

. going on at some major
bridges and culverts.

Khetri Project . . . Location is such that it does
not lie on any railway line.
For the present the mode of
transport has been a meter
gauge railway line about some
distance away from the
project site.

Heavy Elecrricals Ltd. . . . Attempt is made to move the
;ver;ize consignments by the
oad.




Name of the Project

Nature of difficulties

Bharat Heavy Electricals Limited.
Hardwar Unit .

Indian Oil Corporation Limited

Hindustan Machine Tools Ltd.

Hindustan Shipyard Lid.

Osl and Natural Gas Commission

Lot of material that was trans-
ported was oversized. The
same had therefore to be
brought by Road.

In view of the shortage of the
BFR wagons, there has been
delay in construction of some
of our depots, as tanks could
not be transported to up
country sites in time.

Shortage of wagons particularly
BFR, and crane facilities.

At times experiencing difficul-
ties for movement of the
materials by rail due to railway
restrictions in movements.

Difficulty in transporting rigs to
well sites.




APPENDIX VI

Summary of Recommendations|Conclusions of the Committee on Public
Undertakings contained in the Report.

; Ref. to Para
Sl. No. No. in the Summary of Conclusions/Recommendations
Report
(1 ) 3)
I 8 The Committee recommend that at the time

of setting up of a public undertaking, Govern-
ment should indicate the specific objectives for
which it is being set up, the precise targets:
whcih it has to achieve and also indicate the time
schedule for completion and the cost estimated..
Although it might not always be possible to spell.
out in great details some of these matters at the
initial stages of the undertakings, nevertheless
some broad indications of these could be given:
at that stage supplemented by further instruc-
tions and directions as the project progresses. It
is not the intention of the Committee that Gov-
ernment should take the initiative in this regard.
That initiative should rightly vest in the under-
taking. The Committee feel that from time to
time Government should indicate what the
undertaking should attain in a prescribed period.
This would not only serve as an incentive to the
undertaking but also give Government a yard-
stick to measure its performance. The Com-
mittee hope that Government would issue suit-
able Instruments of Instructions to all the public
undertakings as and when they are set up.

The Committee consider that since the techno-
economic feasibility study and the preliminary
project report contain almost similar information,
it should not ordinarily be necessary to have both
the techno-economic feasibility study as well as
the preliminary project report before decidin
upon a project because preparation of both 1
to delay in the execution of the project and in-
crease in cost. There might of courge be cases
where collaborators who offer forelgn credit
want for their own satisfaction, a second report
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(3)

4

17

‘1820

(although a techno-economic feasibility study
had been made) to determine the technical and
economic soundness of a project. The Com-
mittee consider that such occasions would be few
and far between and if the techno-economic
feasibility study was carried out in a reasonably
detailed manner there would be no need for a
preliminary project report.

The Committee would stress the utmost need
for closely scrutinising the figures and data sup~-
plied which form the basis for embarking on a
project. It is worthwhile considering how in the
case of Phyto Chemical Project of Indian Drugs
and Pharmaceuticals Ltd., wrong data came to
be supplied. It should also be borne in mind that
in their eagerness to have the project located in
their territories, it is possible that the State Gov-
ernments may not give the same care and atten-
tion to basic data as is necessary. The
Committee would, therefore, recommend that the
Central Government should exercise a close and
independent check on any data supplied by the
State Governments.

It appears that there is no clear understand-
ing as to the various aspects that a techno-
economic feasibility study should cover. The
Committee feel that absolute uniformily in this
respect is not possible and some variation ac-
cording to the nature and size of the undertaking
to be established is inevitable. Information such
as demand projections, raw materials, size and
technology of the project, location, earning esti-
mate (profitability) is, however, basic and should
be included in all techno-economic {feasibility
studies. As it is on the basis of such a study that
a project is approved or embarked upon it would
be worthwhile undertaking a detailed study of
what should be included in the techno-economic
feasibility studies. Since the techno-economic
feasibility study is the only basis on which the
Cabinet approves a project and- subsequent re-
ports do not usually go to it, it is but proper that
when a proposal goes before it all its technical
and economic aspects are placed before it. The
Committee would, therefore, recommend that a
check list of all the aspects that a techno-econo-
mic feasibility study should include should be
drawn up for the guidance of all those who have
to deal with the planning of projects.
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28-30

The Committee hope that suitable program-
me for expansion of the activities of public sector
undertakings in the matter of conducting techno-
economic feéasibility studies will be drawn up and
implemented.

The principal difficulty of developing our
own agencies for feasibility studies and Detailed
Project Reports is the absence of suitably train-
ed Indian engineers. The Committee note that
in a few cases Indian engineers have been asso-
ciated with foreign agencies in conducting feasi-
bility studies. This has not been done in every
case. The Committee would recommend that as
long as we have to depend upon foreign agencies
for preparation of these studies the Government
should invariably insist that a group of our own
engineers and technicians be associated with the
foreign agencies to learn the preparation of the
techno-economic feasiblitly studies.

At present no advance feasibility studies for
the setting ui of projects in the public sector
were undertaken, except for the steel plants and
a few other industries with the result that con-
siderable time had to be spent on preliminary
investigations before deciding on them. The Com-
mittee feel that Government should set up
an agencgt with a continuous programme for con-
ducting feasibility studies in the various indus-
trial spheres so that it may have a large number
of such studies in hand and as soon as the re-
sources are available the more promisin%among
them may be chosen for preparation of Detailed
Project Reports.

There is no uniformity at present about the
information included in the note submitted: to
the Cabinet seeking approval for a public sector
project. In certain cases, e.g. Hindustan Photo
Films Ltd., Oil Refineries Ltd., the Cabinet
approval had been taken on very meagre data
such as capital cost, foreign exchange savings
or only the demand for the products. The Com-
mittee recommend that Government should lay
down the form and the manner in which the
Cabinet’s approval to projects is sought. For this
purpose a list of all the basic information to be
included in the note should be drawn. It should
be ensured that nothing of importance from the
technical or economic point of view is omitted

2003 (Aii) LS—S8. i
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The Committee would further suggest that every
proposal which is put up to the Cabinet for
approval should invariably contain indication of
the investment output ratio, so that economic
viability of the project is also clear.

While appreciating the possibility of excep-
tional circumstances, the Committee recom-
mend that since it is only the techno-econmic
feasibility studies and no other reports pertain-
ing to a project go before the Cabinet, this rule
should be made unexceptionable.

Detailed Project Reports had not been pre-
pared in the case of certain projects. It was
explained during evidence that in the above
cases, there were certain other reports which
were considered equivalent to Detailed Project
Reports. The reports of the Estimate Committee
and the Committee on Plan Projects, however,
show that the absence of such reports had led to
delays, schedule stoppages, cost overruns etc. The
Committee are, therefore, of the view that no
project should be approved unless a Detailed
Project Report has been prepared.

The Committee noticed that in the case of a
number of projects, project reports were pre-
pared twice, because either the product mix of
the project was revised (e.g. National Instru-
ments Ltd.) or the target of production was re-
vised (e.g. Coal Mining Mechinery project of
HEC) or the assumptions on the basis of which
the first project report was prepared were later
found to be not correct (e.g. Panna Diamond
Mining Project of the N. M. D. C.) or the report
was not found satisfactory (e.g. Mining Project
of Pyrites & Chemicals Developments Co., Ltd.).
The Committee feel concerned at the manner in
which the project reports have been commission-
ed, without first having a definite idea of the pro-
duct mix or the quantity to be produced. Such
‘incomplete reports necessitate supplementary
project reports. Apart from the amount spent
in gettingl such further reports, the delay they
cause in launching of projects is also a matter
of concern. Except in the case of Bokaro, the
Committee do not feel that a second project
report was unavoidable. They feel that with
some foresight and proper planning in each case,
this could have been avoided and considerable
infructuous expenditure and time could have
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been saved. They hope that necessary steps
would be taken to prevent recurrence of such
shortcomings.

From the study of the Detailed Project Re-
ports of the various projects, the Committee
noticed that the aspects covered in the Detailed
Project Reports varied from project to project.
In the opinion of the Committee, though some
variations in-the aspects to be included in the
such Reports might be occasionally necessary, no
Detailed Project Report should lack basic infor-
mation such as the cost and profit estimates,
manpower requirements, source, cost and con-
sumption of raw materials etc. To obviate the
chances of omissions of important aspects from
the Detailed Project Reports and also in the in-
terest of proper execution of the projects the
Committee would recommend that Government
should evolve a standard check list of items
which sho'i'd invariably be included in all the
Detailed P.oject Reports. 1t should not be diffi-
cult to compile such a check list in view of the
experience so far gathered in the matter of sett-
ing up of public sector projects. The Committee
rec0mmen£ that a team composed of Govern-
ment officers who have been closely connected
with the preparation of Detailed Project Re-
ports, senior executives who have been entrust-
ed with the execution of, setting up or operation
of projects together with technical experts
;hould be appointed to evolve a standard check

ist.

The Committee appreciate that if a fairly de-
tailed report is available in anticipation of aid,
the time to be spent on the preparation of a
Detailed Project Report could be shortened. In
the opinion of the Committee the moral of the
Bokaro Steel Project Report is that a Detailed
Project Report should not be prepared until, the
source of foreign assistance is located. The Com-
mittee, therefore, recommend that in cases where
the implementation of a project is dependent on
foreign assistance, being assured, Government
should have only a techno-economic feasibility
study prepared in detail giving cnough basic in-
formation to the aid giving country to determine
its feasibility.

58-s9 The time taken for the prepafatinn of Detailed

Project Reports has varied from 1 year to 1 year
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quate investigation at the preliminary stage and
also the divergence of practices in this regard in
the East European and the Western countries in
the nature and contents of the Detailed Project
Report prepared by them the Committee feel
that the longer time taken in the preparation of
the Detailed Project Reports in the past has not
been solely for these reasons. It is not clear to
the Committee how in the absence of a study of
the time taken for the preparation of the Detailed
Project Report in foreign countries—a fact which
was admitted by the repnesentatives of the
Ministries during evidence—the Government
was able to determine the reasonableness of the
time required for preparation of a Detailed Pro-
ject Report. Further, it is understood that
though a certain time limit was stipulated in the
agreements with the foreign consultants for the
preparation of the Detailed Project Reports quite
often the actual time taken exceeded the time
agreed upon. The delay in drawing up the
Detailed Project Report by foreign consultants
was also due to our delay in supplying the re-
quired data. In view of the above, the Commit-
tee recommend that Government should take
necessary measures to avoid any loss of time in
the preparation of Detailed Project Report in
future. In this connection a study of the nor-
mal time taken in the preparation of Detailed
Projeet Report in foreign countries should prove
helpful to the Government.

Regarding the supply of essential data to the
consultant, the Committee would suggest that as
soon as Government decision is taken to set up
a project, the collection of data normally re-
quired by the consultant should also be proceed-
ed with. For this purpose Government should
also prepare a list of information generally
sought by the Consultants, for the preparation
'of the Detailed Project Report.

From the information furnished, the Commit-
tee notice that quantum of fees paid to the Con-
sultants for the preparation of the Detailed Pro-
ject Report has varied from project to project
even in the same group of industry. While
understanding the business interests of the con-
sultants, the Committee feel that the difference
of fees in the case of projects of a similar nature
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should not be great. Fees paid to the earlier
consultants should be kept in view as a yard
stick while negotiating with the consultants for
future projects of similar nature. The Com-
mittee hope that these aspects will be borne in
mind while entering into agreements with the
consultants in future.

The Committee are glad to know that the
future policy of the Government is to set up
organisations such as the Planning and Develop-
ment Division of the Fertilizer Corporation of
India Ltd, in all the projects. But they cannot
help remarking that the progress in setting up
such organisations has been rather slow. For im-
stance, the Committee cannot understand why in
the field of heavy engineering and electrical em-
gineering industries,’no Planning and Develop-
ment units have so far been set up. The Com-
mittee are of the opinion that in view of the large
sums paid to the consultants for drawing Detailed
Project Reports and preparation of working
Drawings, the need for setting up agencies, for
drawing of Detailed Project Reports, in all the
undertakings need hardly be emphasised. Such
organisations wil not only help in the develop-
ment of know-how within the country which
would avoid dependence an other countries but
would also help in the poaling of experience and
building up of necessary knowledge which would
be available far the future projects. The Com-
mittee trust that necesary steps would be taken
by Government to develop Plannig and Design
Organisations in all the industries.

While appreciating that the time spent on
studying the Detailed Project Report should not
be unduly shortened because that might lead to
much greater wastes later, the Committee con-
sider that the time taken in the case of some of
the undertakings was too long and cannot be
justified.  The Committee would recommend
that a time table should be prescribed for the
completion of the scrutiny by an ad hoc Commit-
tee appointed to examine a Detailed Project
Report. Further, with a view to save time, the
Detailed Project Reports should be simultane-
ausly circulated to the various concerned agenc-
ies so that they might be in a position to give
their views as soon as soon as a reference is
made to them.
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Ancillary and auxiliary industries have been
set up around very few undertakings and that
too recently. During evidence, it was explained
to the Committee that Government’s view was
that consistent with their desire to promote
small-scale industries wherever any large indus-
try was established, growth of ancillaries should
also be stimulated. From the information furnish-
ed to them the Committee, however, do not feel
that enough attention has been given to setting
up of such industries so far although some of the
public sector projects have now been established
or have been working for more than a decade.
This is also confirmed by the Memorandum on the
Fourth Plan. In view of the tardy growth of such
industries and what has been stated by the
Praga Tools Limited, the Committee feel that a
study of the procedure for setting up such
industries should be made with a view to
rationalize and simplify it.

The Committee observe that while at least
some steps have been taken or are proposed to be
taken towards setting up ancillary industries,
practically no efforts have been made towards
setting up -auxiliary industries. The Committee
consider that there is considerable scope for
development of auxiliary industries based on the
main and by products of the public sector pro-
jects. In the absence of auxiliary industries the
by-products are being wasted or not put to
proper use or sold at a low price thus resulting
in loss to the undertakings. As we industrialise
further this loss would become even greater. In
view of this, suitable programme for develop-
ment of these industries is essential and it should
be drawn up.

Considering the urgency and advantages of
setting up of ancillary and auxiliary industries on
the one hand and near absence of such industries
on the other hand, it appears to the Committee
that the asessment made by the Central Small
Industries Organization of the need and scope
of the ancillary and auxiliary industries for
all public sector projects has not been
useful, or taken any concrete shape as yet. The
Committee would, therefore, recommend that a.



113

®

(2)

€

T 22

.23

81-83

Team on the lines of Ship Ancillary Industries

‘Committee appointed for the Hindustan Shipyard

Limited, should be appointed to assess the require-
ments of ancillary and auxiliary industries in
the public sector projects and to suggest mea-
sures for expeditiously setting up such indus-
tries. This team should suggest which ancillary
and auxiliary industries should be set by the
Plants themselves and which should be farmed
out to the private sector, with or without assist-
ance from the project. The items which could
be farmed out should be properly publicized.

The Committee noticed that in the case of a
large number of undertakings like the Bhilai
Steel Plant, Coal Washeries Project of the Hin-
dustan Steel Limited, Heavy Engineering Corpo-
ration and the projects of the Indian Drugs and
Pharmaceuticals Ltd. etc., no indications regard-
ing their ancillary and auxiliary industries were
given in their Detailed Project Reports. The
Committee consider that suitable principles re-
garding inclusion of ancillary and auxiliary in-
dustries in the Detailed Project Reports should
be evolved by all the projects. They feel that
if the parties who are entrusted with the task of
preparation of the Detailed Project Reports are
instructed to that effect, it should be possible for
them to give enough data and indications in the
Detailed Project Reports about the setting up of
such ancillary industries. They hope that in
the check list of items to be included in the
Detailed Project Reports, recommended in para
49 ancillary industries would also be added.

So far as auxiliary industries are concerned,
the Committee visualize that though it might not
be possible in the Detailed Project Reports to in-
dicate the auxiliary industries which could be
established on the basis of the main product of
the undertaking, it might be possible to give
some broad indication thereof in the techno-eco-
nomic feasibility studies. By making a study of
the auxiliary industries established abroad, it
should be possible to make an accurate assess-
ment of the possibilities. @ Furthermore, when-
ever we go in for foreign collaboration we could
ask the collaborators to make provision or give
us the know-how about establishment of suitable
auxiliary industries.
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The Committee observe that a large number
of projects have been set up on turnkey basis,
which aceording to the representatives of the
Ministries cost more byt tgiere was saving in
time of say 6 mopths to 1 year. The Committee
copsider tj";gt the savipg in {ime in the comple-
tion of projects must be weighed against the dis-
idvantage of Indian engineers not being able to
learn the setting up of such projects and the
extra expenditure that has to be incurred on the
project as a whole. The Committee therefore
recommend that setting up of plants on turnkey
basis should be confined to cases where time is
of essence or where we lack the necessary tech-
nical skill and know-how. '

The Committee noticed that in the case of the
Heavy Power Equipment Plant and the Boiler
Plant of the HEL the consultants, M|s Techno-
export (Czechoslovakia) prepared, besides the
outlines of the main sections of the Plants, out-
lines for all auxiliary shops (e.g. carpenters
shop, oxygen house) and wood storage coke
yard, garages and fire station, locomotive shed,
kitchen and dining room, cycle stand car park-
ing garages, parking places and bus stand. Simi-
larly, in the case of the National Coal Develop-
ment Corporation Ltd., collaborators prepared
Detailed Project Reports, designs, working draw-
ings. In the case of Heavy Engineering Corpora-
tion contracts were entered into with USSR and
Czech -Consultants for organisation manuals at a
total cost of Rs. 27-24 lakhs. Further in the case
of ‘the Nangal Unit of the Fertilizer Corporation
of India Ltd., the consultants were asked to
prepare a design of storage silo. Likewise, in the
case of Gujarat Refinery, the drawings for the
workshop buildings were obtained from abroad.

During evidence, it was explained that it was
now Government’s policy not to encourage
foreign collaboration if it can be avoided except
in the cases of turnkey %'obs. According to the
Secretary, Ministry of Industry and Supply
“Even where a turnkey job is given, there is
nothing to prevent us from telling them that in
regard to these items they need not do anything
more than give out a site plan indicating
locations so that they may not interfere with
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the flow of goods in and out of the main factory.™
Government is understood to have requested all:
Ministries to issue instructions to this effect to
all the public undertakings.

The Committee hope that the instructions
issued to the Ministries in this regard would be
strictly followed. They would suggest that the
Committee of Secretaries appointed to negotiate
and scrutinise foreign collaboration proposals
should pay special attention to this aspect. To
assist the Commitiée of Secretaries in the above.
job a review of consultancy arrangements should:
be conducted to prepare a list contgining items
on which foreign consultancy should not be
allowed. This list should be revised from time-
to time in the light of furthet progress in techni-
cal know how and availability of plant and
machinery in the country.

While the services to be rendered by the Con--

'sultants are bound to differ from undertaking

to undertaking according to the nature and extent.
of collaboration sought, the Committee noticed
that in certain basic matters viz. rights of project
authorities and obligations of the consultants
there also existed diversities. Apart from these
diversities, certain shortcomings in the contracts.
have also come to the notice of the Committee.
The Committee would, therefore, recommend that
a review of all the past consultancy agreements
entered into with foreign collaborators should be-
made with a view to draw up suitable model
terms for future guidance of all the public under-
takings. Such a review may also include agree-
ments with foreign consultants entered into by
large private undertakings.

The Committee observe that fees paid to the
Consultants have varied widely between various
undertakings. The Committee consider that
although it might be difficult to lay down detail-
ed principles to determine the reasonableness of
the fees to be paid to the Consultants, some
guidelines for those who negotiate with colla-
borators must be drawn to determine the fees.

The Committee would in this connection
further add that the skill of our representatives
who negotiate with foreign collaborators (and
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most of our consultancy arrangements have been
settled in this manner rather than by inviting
tenders) lies in obtaining collaboration on favour-
able terms. If a very iigh percentage of the
foreign credit is to be repaid as fees to the colla-
borators or the consultants, the advantage of
foreign collaboration to the extent is diminish-

.ed, The Committee would suggest that greater
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enphasis should be laid in .future during nego-
tiations towards reducing the consultancy fees
to the minimum.

It is noticed that in the cases of a number of
undertakings, the consultants/collaborators
were not required to submit any report regard-
ing progress of work. The Committee consider
that reports from consultants at regular intervals
are very necesary to enable management to
attend to any difficulties that the consultants
might have and to remedy them. Furthermore
if the consultants have to submit reports in writ-
ing they would be more careful to comply with
the provisions of agreement than otherwise. By
reducing such matters to writing, the chances of
there being difference of opinion later on in case
the time schedules etc. are not kept will also be
minimised. The Committee would, therefore,
suggest that in the terms of agreements, there
should invariably be a provision that the consul-
tants will submit reports on the progress of
work to the undertakings at prescribed intervals.
A copy of such reports should also be forwarded
to the Government so that the latter can watch
the progress of the Project and give directions,
if necessary.

The Committee noted that apart from the
construction of Projects, the duties of the Con-
sultants also included the preparation of Detail-
ed Project Report, supply of working drawings,
preparation of tender documents, supply of
plant and machinery etc. In the absence of a
provision in the agreement relating the payment
of fees to the progress of work, it would be diffi-
cult to ensure that the performance of the con-
sultants is satisfactory. In case the contract with
the consultants does not stipulate payments to
be made to them according to the progress of
erection/establishment of the project but only
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linkﬁ them with the passage of time, as is the
case with the Alloy Steel Project, payments

‘have to be made to the Consultants at the

stipulated time whether the projects makes any
progress or not.- The presence of such a provi-
sion in the contract in respect of other projects
such as Instrumentation Ltd., Khetri Copoer Pro-
ject of N.M.D.C. would itself prove the utility of
such a condition. The Committee, therefore,

" suggest that payments should be linked to the
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performance of the Consultants. The representa-
tives of the Ministries agreed to the suggestion.

A number of projects or their units which had
been completed/commissioned had been delayed.
Besides a number of projects under construction
(such as Alloy Steel Project) were also likely to
be delayed. The Committee realize that 'a cer-
tain measure of delay in the commissioning of
the projects might be inevitable due to depen-
dence on foreign help or the nature and size of
the projects or the shortages of materials. The

‘Committee also appreciate the steps taken to

meet the fundamental needs of the projects such
as cement, fabricated Steel etc. But they are
not convinced that the Ministries have pursued
the progress of the projects under them as close-
ly as they should have done. In fact the Secre-
tary, Department of Heavy Engineering admitted
that the scrutiny of the reports sent by the pro-
ject authorities was not as sufficient and detailed
as he would have liked them to be. The Com-
mittee consider that in the formative stages of
the project, the responsibility of the Ministries
should not cease after sanctioning the project and
or entering into agreement with collaborators,
but they should also see that they progress ac-
cording to the schedule and whatever difficulties
are likely to arise in their implementation are
foreseen and attended to. In their report on the
Fertilizer Corporation of India Ltd., the Com-
mittee have already emphasized the need for
setting up Technical Planning Cells in each
Ministry at an early date as recommended by
the Planning Commission. It should be the res-
ponsibility of these Cells to analycse the reports
received from the projects systematically and
suggest remedial action in time.
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The Committee were informed that instructions.
had been issued to all the undertakings to draw-
qq a time schedule, if not already done, covering:
all their construction programmes relating to-
the different Departments/Wings oi their project.
They trust that Government would ensure that
the Instructions are implemented and if there are-
any difficulties the same are attended to promp-
tly. The time schedules draw up by the consul-
tants/project authorities should be fairly detail-
ed to enable the management to keep a close-
watch over the progress of the project.

The Committee would further recommend
that project authorities should be asked to pre-
are subsidiary time schedules, within the broad
gme' schedules worked out in the Detailed Pro-
ject Reports as has been done in the cases of the-
Alloy Steel Plant (separate programme for each
shop) ; Neyveri Lignite Corporation Ltd.—Min-
ing, Thermal Power, Fertilizer and Briquetting:
& Carborising schemes (detailed erection sche-
dule for civil works etc.), and Instrumentation
Ltd. (de'tac.}l' ed subsidiary time-schedules for the-
training programme and4 the construction pro--
gramme). Such schedules would be helpful in
achieving the over-all time schedules.

The Committee would also recommend to the
roject authorities the adoption of one of the-
latest methods of time scheduling prevalent in

the Western countries such as PERT. (Program-
me Evaluation and Review Technique).

The Committee noticed that in the cases of
some projects viz.,, HM.B. & C.M.M. Projects ot
the Heavy Engineering Corporation Ltd., Na-.
tional Instruments Ltd. etc., time schedules for
the completion of the Projects were not includ-
ed in the Detailed Project Reports, whereas in
others like the Alloy Steel Project, Neyvell
Lignite Corporation Ltd, Heavy Electricals
Ltd., these were included in the Detailed Pro-
ject Report. The Committee consider the pre-
paration of time schedule as most essential for
the timely completion of projects. As far as
possible such a schedule should be in the Detailed
Project Report itself but if for any reason it is
not possible to do so, it should at least be work-
ed out and laid down immediately after the re-
ceipt of the Detailed Project Report.
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There is po easy solution to the problem of
gcarcity of foreign exchange. But so far as the
plant and machinery and spares required by the
undel_-takings at their initia] stage are concerned,
the Committee feel that since most of our pro-
jects are based on foreign credit, the problem
could be largely met by proper advance planning.
The Committee have already in para 53 ante re-
commended that as far as possible the source of
foreign assistance should be ascertained before
preparing the Detaileg Project Report.

In order that this salutory principle achieves its
purpose it is imperative that the estimates of
foreign exchange requirements are made most
accurately and no item requiring foreign ex-
change is left out. Once the estimates are pre-
pared and foreign exchange is made available,
public undertakings should exercise the utmost
discipline in the use of imported material and
machinery. The Committee feel that with better
estimation of requirements of foreign exchange
before the project is sanctioned and strict discip-
line in the use of imported material etc. some of
the difficulties mentioned in the para 123 could
have been avoided.

It has not been possible for the Committee to
examine the procedure regarding sanctioning vf
foreign exchange but from the instances cited (in
paragraph 125) it is obvious that the existing
procedure has hindered the timely completion of
projects. The Committee understand that the

cedure for release of foreign exchange has
EZZn enquired into by the VK.R.V. Rao Commit-
tee on the Utilisation of Foreign Aid and the
Study Team on the working of the D.G.T.D.
They trust that in the light of the recommen-
dations made by these bodies the procedure
dealing with the sanction of foreign exchange
for public undertakings will be simplified.

Apart from the foreign exchange difficulties
some undertakings are also stated to have ex-
perienced difficulties in the matter of customs
clearance and of import licenses. In a note fur-
nished to the Committee after the evidence, the
Government have stated that the procedures in
this regard are constantly revicwed. The ex-
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perience of some of the undertakings would sug-
gest that the procedures leave much to be de-
sired and cause delays. The Committee trust
that in the light of the recommendation of the
‘Mathur Team it will be possible for the Gov-
ernment to simplify the procedure regarding
import licences and customs clearance in the
case of the public undertakings.

The orientation of the Plan itself is stated to
be to secure indigenous sources of supply of raw
materials, spares and components. Further the
D.GT.D. was also stated to be continuously
keeping in view the question of import substi-
tution. The Committee, however, noticed that in
a few cases the undertakings or the Ministries
had not taken any concrete step in this direc-
tion. Considering the large foreign exchange ex-
penditure incurred on imports of raw materials
etc., the Committee cannot but too strongly re-
commend the need for continuous survey ol
raw  materials, spares and components
within the country and the need for a systema-
tic effort to promote indigenous industry for
producing these items. It should be the constant
endeavour of the Government and the public
undertakings to achieve, as far as possible, self-
sufficiency in the matter of procurement of raw
materials, spares and components. The Com-
mittee have in para 80 suggested the appoint-
ment of a Team of experts to assess the require-
ments of ancillary and auxiliary industries in
public sector projects. When such ancillary
industries are set up, it might be possible for the
indigenous industries to produce more compo-
nents, spares etc.

Along with such measures Government should
also ensure that where indigenous supplies are
available, undertakings are not allowed to im-
port. Some undertakings have created agencies
for promoting indigenous industries e.g. the
Spares Co-ordination Committee set up by the
Oil and Natural Gas Commission and the Indi-
genous Procurement Committee set up by the
Department of Iron and Steel for H.SL. the
Commitee welcome such efforts and would urge
that similar steps might be taken by the other
major undertakings in consultation with
D.G.T.D.
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The Committee would also suggest that it
would be desirable if the Annual Reports of the
undertakings indicate the percentage of import-
ed raw materials and components used by them
in the manufacture of equipment so that the ex-
tent of indigenous raw materials and compon-
ents used by them is known from year to year.

Our dependence on imports is more in the
case of plant and machinery than in the case of
raw materials, spares etc. The progress in set-
ting up of indigenous industry for manufactur-
ing various types of the plant and machinery
has been slow. The Committee learn that
Government have recently taken steps to set up
industrial units in the public sector which would
reduce our dependence on imports for the above
items of imports. A Committee had also been
set up to take stock of the requirements of capi-
tal goods in cement, mining, sugar, industries
and steel plants,

While welcoming these measures, the Commit-
tee hope that necessary lesson would be drawn
from the experience of the Third Plan. As
plant and machinery constitute the major share
of the capital outlay of the project and also of
the foreign exchange expenditure, saving on this
account would ultimately lead to economy in
setting up of projects which in turn will lead
to reduction in our cost of production and also
save valuable foreign exchange. The Commit-
tee realise that to develop indigenous sources of
plant and machinery, a great deal of technical
know-how is necessary. It would be preferable
to buy this know-how than to continue to buy
the plants. The Committee hope that this would
be borne in mind while finalising the public
sector projects to be included in the Fourth
Plan.

The Committee realize that the scope for stan-
dardization may be limited in some undertak-
ings. Even so, effort should be made whenever
possible to standardise plant, machinery, spares,
components etc., if indigenous industries are to
be fostered. The Committee consider that it
should be one of the responsibilities of the Plan-
ning and Development Units set up in various
projects to evolve such standards and to give
them wide publicity.
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~ The Committee noticed that in their anxiety
to have adequate spares, components and import-
ed raw rhaterials, the projects, often, at the very
initial stages acquired heavy inventories, thus
blecking up large amount of valuable foreign
exchange. Often these heavy inventories were
also unbalanced in the sense that there was too
much of some items and too little of others.
Such unbalanced inventories caused loss of pro-
duction through inadequacy of particular item
of raw material and spares and components, al-
though there was no overall inadequacy. It has
been explaineq by Government that there were
difficulties in restricting the inventories to the
required quantity because norms for the inven-
tories have not been laid down. In support of
this it was argued that the very fact that some
undertakings do have large stocks illustrate the
difficulties in establishing norms. The Commit-
tee are not convinced by these arguments. In
the opinion of the Committee it should be pos-
sible though not with absolute accuracy to de-
termine the requirements of raw materials,
spare, construtcion material and equipment
etc., at the initial stages of the project, just as
it is now possible to determine the require-
ments of raw materials etc, of operating units
in terms of months of consumption. The
Committee would therefore suggest that norms
in regard to inventories should be worked out
and after working out such norms, stricter con-
trol on the acquisition of such materials should
be exercised in future.

The Committee notice from the Report of the
Company Auditors of HSL for the year 1963-64
that in the case of the Durgapur Steel Plant
construction material and equipment of the
value of Rs. 71 lakhs was lying in stock. Similar
stocks may be found in other undertakings. The
Committee would suggest that the possibility of
utilizing it for expansion of the units or of lend-
ing it to other public undertakings should be
examinged. The Committee would further suggest
that th® position of inventories in projects under
construction should be included in the ‘Annual
Report on the working of Industrial and Commer-
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cial Undertakings’ published by the Ministry of
Finance, which at present confines itself only to
inventories of running concerns.

46 148-140 The actual expenditure incurred exceeded
original estimates by more than 50 per cent in
several projects. In some cases (e.g. the steel
plants) the rige has been as high as 80 per cent.
From a few explanations offered for rise in esti-
mates it is clear that apart from the increase in
cost of construction and addition to factory
buildings and plants, omission of certain basic
items from the project estimates is responsible
for subsequent revisions. These are: consultancy
fees, customs duty, training of personnel, town-
ships, financing charges, working capital, enabl-
ing works ete. ’

The Committee understand that a check list of
project estimates has been prepared by Govern-
ment for guidance of project authorities and
financial advisers in 1959 and has been in vogue
since. Tt is surprising that in spite of such a
check lst, the project estimates continue to be
incomplete and unrealistic.

47 1so The Commifttee note that the Estimates
Committee in their reports on HEC. HEL. and
HSL. have repeatedly recommended that pro-
ject estimates should be prepared as realistically
as possible and should include total commit-
ments before they are made available to Gov-
ernment for smmction. This Committee algo In
their report on Fertilizer Corporation of India
142 and Rourkela Steel Plant deprecated re-
visions of estimates because they vitiate the
basic assumptions on which the project was
sanctioned in the first instance. - They recom-
mend that proiect estimates should be prepared
realistically and efforts made to adhere to them.
The Committee would like to further recom-
mend that with a view to avoiding incomplete
estimates being prepared government should
immediately conduct a post review of the rea-
sons for under-estimates in the past. Based on
the findings of such a review suitable instruc-
tions should be issued to authorities concerned
with the preparation of project estimates, for
their wuidance. If the review revealg that the

check lst of project estimates omits
certain items, the same should be added.
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The Committee consider it a matter of serious
concern that in most of the projects the foreign
exchange component should have ranged between
30 to 5Q9;, of the total capital outlay. In a
number of cases it exceeded fifty per cent of the
estimated cost of the project. The Committee
have already referred to the scope for reduction
in consultants fees. As regards the raw materials
and components, it has been admitted in a note
submitted by the Ministry of Finance that due to
difficulties in establishing norms of raw materials
and spares and components, their requirements
were not always correctly estimated and tended
to be over stated. The same thing could be said
to some extent about certain plant and machinery.
The Committee would therefore recommend
that to meet the foreign exchange shortage which
the country has been faced with for some time
past, the estimates of foreign exchange expendi-
ture should be prepared more realistically and
while scrutinising them a thorough examination
should be made of the import of raw materials,
plant and machinery etc. to be imported with a
view to determining their necessity and non-
availability in India. The fact that in most cases
the foreign exchange is assured by the collabo-
rators should not in the opinion of the Committee
make the Government relax proper scrutiny of
the foreign exchange expenditure in public sector
vrojects because the larger is the amount of
foreign credit the greater is the liability towards
servicing of such foreign loans and their repay-
ment, which has ultimately to come from our free
foreign exchange resources.

The Committee also consider that the projects
set up with high proportion of foreign exchange
should be under an obligation to earn foreign
exchange for the country when they go into
oroduction. Therefore, while deciding on the
feasibility of the project the period within which
the foreign exchange expenditure on the capital
cost and the recurring cost (spares, raw materials
etc.) of the project will be redeemed by the reduc-
tion in imports and earnings from exports should
invariably be considered. The representative of
the Ministry of Finance has agreed with the
suggestion.

o T T ——rr — e
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The Committee consider that in public under-
takings like Heavy Electricals Ltd., where pro-
duction and expansion take place simultaneously,
profitability and economy of working should be
tested from time to time otherwise the capital
invested during the course of expansion is mixed
up with the capital invested for the original
capacity and there is no means to determine the
return on the investment originally made. Mis-
takes made in the initial stages could also be
concealed through mid-ferm expansion. The
Committee recommend that in such cases there
should be a separate computation of production
cost and profit with respect to the completed units
of the industry so that it would be possible for
the management and the Government to watch
the performance of the project.

The Committee observe that barring a few ins-
tances where the debt is slightly more than the
equity capital, in all other cases, the equity was
more than the debt. While appreciating that in
capital intensive plants, it might be necessary to
have higher proportion of equity, the Committee
do not feel that the present ratio of 50: 50 bet-
ween equity and loan is conducive to bringing
about cost-consciousness in the management of
the public undertakings. Unlike a private enter-
prise there is no compulsion in the public under-
takings to declare dividends on the equity capital.
A larger proportion of equity (and lower pro-
portion of debt) can also enable the management
of public undertakings to artificially show lower
cost of production and hence lower prices. But if
the loan capital is more, the mandgement is
bound to be vigilant because it has to goa in-
terest on the loan. The Committee would there-
fore recommend that the present equity debt
ratio which was fixed in 1960 should be reviewed
with a view to raising the proportion of debt.
In the opinion of the Committee a ratio of 1: 2
could be safely adopted, as it was also the ratio
obtaining in industry generally. The represen-
tatives of the Ministries agreed with this view.

The Committee note with satisfaction that
Government appreciate that there should not be
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any time lag in the appointment of Project Offi-
cers and Financial Advisers/Chief Accounts Offi-
cer normally., They trust t Project Officers
and Financial Advisers will in future be appoin-
ted as early as possible after the Government
have decided to set up a .prg:ct and in any case
before the receipt of the Detailed Project Re-
port as delays in this r t are bound to prove
detrimental to the expeditious execution of the
projects.

In their report on the Rourkela Steel Plant,
the Committee have taken exception to the fre-
quent changes in the post of General Manager
during the crucial formative years of the Plant.
The Committee view with concern similar
changes that have taken place in so many other
projects. With a view to ensure continuity of
management the Committee would recommend
that once a person is posted as General Manager
or Project Officer, he should not ordinarily be
changed until the project has reached a certain
stage where the change would not affect the
smooth progress of the Project. The Committee
do not intend that the individual so posted should
suffer in any way if promotion is due to
him in his parent department. At the same
time the interests of the project cannot also be
sacrificed. Government should, therefore, exa-
mine the feasibility of extending the benefit of
promotions to such persons in the project itself,
so that they may be enabled to continue to serve
the projects.

The Committee observe that iIn a number of
projects expansions ‘were decided upon by Gov-
ernment even befare the plants achieved the
original rated capacity, resulting in delays and
extra expenditure. The :Committee realise that
advance planning must be done to meet future
shortages but the proper oecasions for such plan-
ning is before the project is sanctioned and not
afterwards. The Committee are not able to
appreciate as to how the demands could suddenly
increase within one or two years of the approval
of the original Project Report by nearly 100 per
cent e.g., in the case of Heavy Engineering Cor-
poration (H.M.B.P.) from 45,000 tons to 80,000
tons. This only proves that the-earlier estimates
of demand were gross under-estimates, Ours is a
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developing economy where demands are always
expected to rise and hence it is safer to provide a
cushion for future increases in demands rather
than be conservative. The Committee therefore
recommend that as far as possible a realistic and
firm production programme of a project should
be decided upon in advance, after making a
thorough study and keeping in view the future
demands and no change, diversification or ex-
pansion should normally be thought of till the
project has been commissioned, ess it is tech-
nically possible to change the capacity etc. with-
out disturhing the original produetion schedule.

The Cammittee would also reiterate the recom-
mendation of the Estimates Committee made in
their 51st Report on Heavy Engineering Corpora-
tion Ltd., that Government should examine all
cases of revisions of capacities of projects during
construction with a view to assessing the delays
in cemmissioning and the consequent loss to the
national economy apart from any infructuous
expenditure involved in such revisions. The
Committee believe that such a review would
reveal valuable lessons for planning of future
projects.

The Committee noticed that in some Detailed
Project Reports indication about the future ex-
pansion was given while in others it was missing.
It was explained to the Committee that where no
specific mention was made in the Detailed Project
Reports, technical details did indicate the ?ossi-
ble expansion. In some other cases like National
Instruments Ltd. (Opthalmic Glass Project) and
Instrumentation Ltd. since the targeted capacity
would meet the requirements of the country upto
the end of the Fourth Plan it was not considered
necessary to include These in the Detailed Project
Report. The Committee consider that irrespective
of the requirements of the Fourth Plan, it would
be advantageous to have some indication in each
Detailed Project Report of the lines of future ex-
pansion so that if eventually (whether in the
Fourth Plan or later) it was d_ecided to e_xpgnd
its provision in the Detailed Project Report might
be economical and would help facilitate matters.

The Committee were informed that under the
rules of procedure every case of expansion of an
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existing project was not put up before the Cabi-
net. Only important cases went up to the Cabi-
net. The Committee consider it desirable that
uniform procedure should be evolved in this re-
gard. They feel that after setting up a project
where subsequently there are departures from
the original line of production or expansion is
embarked upon involving considerable fresh in-
vestment such cases should be put up to the
Cabinet for approval.

The Committee consider that proper selection of
location of a project is of utmost importance. A
careful scrutiny is essential of technical matters
such as climatic and geological considerations,
raw material availability and economic factors
like availability and cost of utilities and transport.
The Committee, therefore, recommend that Plant
Location Committees composed of experts in
technical and economic matters should invariab-
ly be formed which should consider in detail the
suitability of various locations of all the future
industrial projects.

So far as the advice of Consultants for location
of a project is concerned, the Committee have no
objection to Indian Consultants being utilised for
this matter. But the Committee are definitely
concerned about foreign consultants being enga-
ged for deciding location of project etc. The
Committee consider that circumstances in which
the advice of the foreign consultants should be
sought for location of the plants should be ex-
ceptional. We have enough experience by now
in setting up public undertakings. The functions
of the Planning and Development Units that
have been set up in some of the projects also
include studies in location. Occasion for seeking
the advice of the foreign consultants should
therefore be confined only to such projects for
which we have no experience at all. The Com-
mittee hope that this would be borne in mind in
the case of undertakings to be set up in future.

A number of public undertakings icularly
those in the Southern Region suffered from
power cut upto 50 per cent, during certain
months, The Committee hope that the decision
to set up the Southern Regional Grid would be
implemented as scheduled so that the problems

* —
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of these undertakings along with other indus-
tries in the private sector are solved. When
such a grid comes into being it would be neces-
sary to ensure that no State is deprived of elec-
tricity by others and that the rate at which elec-
tricity is supplied by one State to the other is
not discriminating.

The Committee hardly need emphasize the
importance of timely movement of plant and
machinery to the project sites. Failure to meet
transport needs has resulted in delays in several
projects. The Committee feel that while decid-

_ing the location and working out the time sche-

dules of the project, the transport requirements
should also be properly assessed and as soon as
the location of a project is decided upon, advance
action towards meeting its transport needs
should be undertaken. Further during the
construction stage there should be a close liaison
between the project authorities on the one hand
and the Railways, Port authorities and State
Departments in charge of Roads etc., on the
other.

The Committee are surprised that instruc-
tions to compile completion reports as recom-
mended in the Third Plan should have been
issued more than 3 vears after the commence-
ment of the Plan. The Committee consider the
suggestion for the preparation of completion
Report. made in the Third Five Year Plan as
very important for the proper execution of
future public.sector projects. They recommend
that Government should ensure the preparation
of completion reports in case of all the projects
which have been recently completed. In the
case of projects under construction, the Com-
mittee would suggest that as far as possible
attempt.should be made to prepare such reports
to the extent possible as the construction of the
project progresses.

The Committee further suggest that in order
that the future public sector projects benefit
from the experience of planning and con-
struction of various projects suitable instruc-
tions should be issued for their guidance. So
far as the apprehension about making it public
is concerned the Committee feel that the same
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could be prevented by keeping the completion
Reports confidential.

It was mentioned during evidence that the
Completion Report on Gauhati Refinery had
been written in a very subiective manner and
“needed sound editing”. The Committee feel
that if the reports are written in this fashion,
according to Ministry’s own admission, the pur-
pose of such reports would be defeated. The
Committee recommend that Government should
fssue suitable instructions in this regard so that
the reports are written in an objective manner
and present a true picture of the past events.

There is an intimate relationship between the

.quality of planning and execution that attends

in the settine up of a project and the subseauent
operational phase. Project planning is the foun-
dation on which the edifice of the operational
phases of the wroject rests. Any wrong deci-
sion taken at this stage. be it in the matter of
lavine down of obiectives for the undertaking,
its viability or the details to be given in the pro-
ject report or the time schedules or the capital
outlav or the imvoort of nlant and machinerv are
hound to effect the timelv execution. operational
efficiency and economv of the project. Consider-
ine the comparative inexperience in the matter
of setting up industrial entervrises, it cannot be
.sald that our public undertakings have fared
badlv. The time in which some of our public
enterprices have gone into production can com-
pare well with similar industries in other coun-
tries. The Committee afso noted with satisfaction
that some of the undertakings even in the con-
struction stage had started manufacturine items/
materials which were being used for their own
set un. This not onlv expedited their ronstruc-
tion but also resulted in utilisation of their men
and overcoming of certain bottlenecks. How-
ever. manv of the present uneconnmic legaries
of our undertakings can certainly be related to
tnadequate attention having been paid to various
‘aspects at the planning stage of the projects.

The Committee have indicated the measures
necessarv to remedy the shortcomings (given in
para 206) at appropriate places in the report,
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They ate glad to hotice that there is increasing
awutehess ih the public undertakings towards
the néed to plan projects in greater details than
hitherto. Some of the public undertakings
havé set up regular agencies to attend to better
planning and execution of future units and the
expansion of the présent units. There are how-
ever some matters é.g. a suitable financial struc-

‘thre, sétting up of ancillary and auxiliary indus-

tries, deternifiing the extent of foreign collabo-
ration “wheré decisions must be taken by Gov-
ernment. The Committee trust that decisions
taken by Government in these matters will be
such as would leave no scope for the types of
shortcomings mentioned above,

One aspect of the subject of ‘Management and
Administration of Public Undertakings’ about
which the Committee feel particularly concerned
is our extreme dependence on foreign consul-
tants and collaborators for setting up projects.
There is hardly any industrial public undertak-
ing in the country which has been set up
without the help of foreign consultants and col-
laborators. The Committee feel that by now
we should have acquired enough technical know-
ledge as to be able to set up some of the plants
ourselves, but it seems no conscious effort has
been made in this direction. The habit of seek-
ing the help of foreign consultants and collabo-
rators continues. The Committee feel that it is
time that we make efforts to stand on our own
legs. In this connection the Committee would
also recommend that some study of the indus-
trial development of the countries which like
us struggled to industrialise should be made.
Such a study would be of immense help for our
own efforts towards self-reliance.

While planning and execution of projects is
essentially the responsibility of the undertakin
and the Government, the Committee also fee
that since the execution of these projects in-
volves huge sums of money and is also part of
national planning, Government which keeps it-
self informed of the execution of progress of
various projects should also keep Parliament so
informed. Not unoften in the past serious diffi-
culties/fevisions of estimates etc.. have come to
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light only when some Members raised the matter
on the floor of the House. The annual reports
of the projects and the Audit Reports which are
supposed to contain such information are no
doubt placed on the Table of the House but Par-
liament knows of these difficulties at a late stage
or ex post facto. The Committee feel that if
Parliament is kept informed periodically it will
provide an institutional check against any rush-
decisions being taken on the one hand and care
and caution being exercised on the other.
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