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INTRODUCTION 

I, the Chainnan, Co.mmittee o.n Public Undertakings having been 
autho.rised by the Co.mmittee to. submit the Report o.n their behalf 
present this Twenty-fo.urth Repo.rt o.n Neyveli Lignite Co.rpo.ratio.n 
Ltd; 

2. This Report is based o.n the examinatio.n of the working of 
Neyveli Lignite Co.rporation Ltd. upto the year ending 31st March, 
1965. The Committee too.k the evidence o.f the Chairman o.f Neyvell 
Lignite Co.rporatio.n from 20th to. 22nd December, 1965 and o.f the 
representative of the Ministry o.f Mines and Metals o.n the 
21st February, 1966. The Repo.rt was ado.pted by the Committee o.n 
the 7th April, 1966. 

3. The Committee wish to. express their thanks to the officers o.f 
the Ministry of Mines and Metals and Neyveli Lignite Co.rporation. 
Ltd. fo-r ;placing before them the material and info.nnation that they 
wanted 10 connectio.n with their examinatio.n. They also wish to-
express their thanks to. the no.n-oftlcial organisations/individuals 
who, on request from th~ Committee, furnished their views on the-
wo.rking of Neyveli Lignite Corporatio.n Ltd. 

4. The Committee also place o.n reco.rd their appreciatio.n o.f the-
assistance rendered to. them in connectio.n with the examination of 
audit paras pertaining-to. Neyveli Lignite Corporatio.n Ltd. by the 
Co.mptroller and Audito.r General o.f India. 

.NEW DELw; 
April 15, 1966. 
Ch(li~a 25, 1888 -(Saka). 

D. N. TIWARY, 
Chairman, 

Committee, on Pu:blic Undertaking .. 

(v) 



I 
HISTORICAL BACKGROUND 

.Industrial development in Madras State, despite its 
mineral resources and technical skilw, has been retarded 
by the shortage of power aad indigenous fuels. Adequate 
deposits of high grade coal have not been found in .Madras. 
Coal required for industrial and other purposes in the 
South has to be transported over a long distance. ,The near-
est. coal mine is over 250 miles north of Madras city, which 
is practically at the northern boundary of the State. Much 
of the limited supplies of coal come to Madras from the 
Bengal and .Bihar States, over a distance of 1000 miles. 
The total quantity of coal needed in the MadraaState is 
more than three millio.n tons per annum but actual receipt 
in the State from collieries outside l;imOUJ;lt ~o about 2 
million tons per annuro. Further, there are ~imitlJtions of 
transport in obtaining coal from the north. The cost of 
coal transported by raU to the State is about. Rs. 50 to 
Rs. 70 per ton according to the grade of coal and destina-
·tioo, while coal brought by se,a to Ma,<4'as .coa,ts .bout half 
as I;nuch more. Mor~over aU other types of fuel for indus-
trial procesaes /ilnd for domestic' consumption . are also in 
short supply with the result that cowduJ:?g instead of being 
used in the field as manure, is consumed in the domestic 
-ovens. 

2. Water resources for the generat.on of Hydro-electric 
power are very limited and the d~mand for power for in-
dustrial and agricultural development and rural electrifica-
tion generally. is ro1.lch in excess of the supplies available. 

-Even the inadequate .qul\~tities of power ~~~ilable from 
hydel-Projects cannot always be depended upon, as the 
river courses, utilized for generation of power are not 
~rennial. but subject to vagaries of the seasons. 

3. 'nte aCute shortage of electric power and fuel in the 
Madras region, and the need for ~rming' up \1ndependabJe 
hydro-electric power by Thermal Pow;r, uldQg preferab~ 
a fuel other th~n C9,l,.cQmpelI~~ invest~g~ttons fo~ ~ alter-
native source of fuel.' . 

4. Investigations conducted by the Geologi(lJl1 ,Survey of 
India and subsequently by ·Ute ~adras Gove~ment ind~ 
cat~d .the e~is~ence of 8qo\lt2,000 million tonnes of lignite 
(lv,er,.n .area ()f 100 sq. miles in tl1e South Areot District 
of the Madras State. The more eSlsily workable deposits 
assessed at .2,00 miUi()n tonnes and with favourable l1grU~ 
ntio are to be fq\Uld in an area of 51 sq. miles. In ~fmI 
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of thermal value, 21 tonnes of lignite are computed to be 
equivalent to one tonne of good coal. 

5. Mining of lignite at N~yveli, however, presents spe-
cial problem of ground watet control. There is further the 
need for avoidance of spontaneous combustion to which 
exposed lignite is very much susceptible. Investigations 
on these aspects as well as on the feasibility of establishing 
specific projects to utilize the lignite were, therefore, neces-
sary. In 1954, the Government of India arranged under the 
Colombo Plan for the services of consulting Engineers 
from U.K., Mis Powell Ouffryn Technical Services Ltd., to 
prepare a project report on the economic mining, process-
ing and utilization of lignite. This firm submitted a report 
in November, 1954 proposing a number of specific alterna-
tive schemes. They also suggested further investigations 
and tests. One of the projects suggested by the Consultants 
was adopted in August, 1956 for implementation. This was 
an integrated project comprising the following:-

(1) Mining of 31 million tons of Ugnite annually. 
(2) Generation of '200 MW of power. 
(3) The production of nitrogen fertilizers with a nit. 

rogen content of 70,000 t~)nnes per year. 
(4) Manufacture of 7,20,000 tonnes of raw lignl'te 

briquettes and their carbonisation to produce 
3,80,000 tonn~s of carbonised briquettes. 

6. The period from the year 1954 to 1965 saw a number 
of changes in the complex of the integrated scheme. The 
maln changes brought forth in the scheme after the Project 
Report are as fo11ows:-

(i) inclusion of Clay Washing Scheme; 
(ii) rephasing of the Fertilizer Scheme to produce 

1,52,000 tonnes of urea annually; 
(iii) expansion of capacity of Thermal Scheme from 

200 MW to 250 per annum. 
7. The Union Government in consultation with the 

Madras State Government took up the responsibility 01 
financing the project from the 1st January, 1955 and admi-
nistrative responsibility from the 15th September, 1955. It 
was registered under the Companies Act on the 14th Nov-
ember, 1956. 

8. All the five units of the integrated scheme have since 
gone into production. As a part of the Third 'Five Year 
Plan programme, the capacity of the power station is being 
expanded from 250 MW to 400 MW. This will be further 
increased to 600 MW during the Fourth Five Year Plan 
period. In order to facilitate this expansion, the mine out-
put will be ultimately increased to 6.3 million tonnes per 
annum. 



II 

MINING SCHEME 

A. Delay in Commissioning 

9. The Mining Scheme is ,for winning 3.5 million t?D?es. 
of lignite pel' annum by the open cast method. The ongmal 
target date for commencing winning of lignite was July, 
1960. Full yield of 3.5 million tonnes of lignite was expec-
ted to be achieved late in 1961. But the production 01 
lignite commenced in September, 1961. The production at 
rated capacity has not been reached so far. The actual· 
production of lignite has been low as shown below:-

(Million Tonnes) 

1963-64 

1964-65 

1.206 

1.597 

10. Asked about the reasons for low production of 
lignite, it was stated that the 'lignite extracted from the 
mine could have been used only in the consuming units 
namely, Thermal Station, Fertiliser Plant and Briquetting 
and Carbonisation Plant. Being of combustible nature it 
cannot be stored. As there had been considerable delay 
in the commissioning of the consuming units, the pro-
gramme of removal of overburden was, therefore, s.uitably 
spaced. +: .. :.'-;J&i :>l,t. 

11. At present the production of lignita at rated capa-
city, i.e. 3.5 million tonnes has been programmed from 1966-· 
67. When the integrated scheme at Neyveli was conceived 
in 1954, it was assumed that sanction for it would be receiv-
ed by 1956 and it would be possible to produce 3.5 million 
tonnes by the end of 1961. Thus in reaching full produc-
tion; there will be & delay of 5-6 years. This has been due 
to the late sanctioning and implementation of the various 
units of the integrated scheme. If the commisSioning of tlu! 
Mining Sclu!me as also tlu! consuming units had been pro­
perly planned and S1/1lChronised the present idle capacitJl 
in the Mine would not have occurred. The targets of pro­
duction envisaged in the Seccmd and the Third Five Year 
Plan periods would also hav.e been adhered to. 

:1 
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B. Consultants 
12. In May, 1954 the Government of India and the Gov-

.ernment of Madras requested the Commonwealth Relations 
·Office in London to provide' under the Colombo Plan, the 
services of Mis. Powell Duffryn Technical Services Ltd. as 
,.consulting Engineers to prepare a Project Report for a pr~ 
gramme of industrial development in the State of Madras 
based on the e~ploitation of the lignite deposit at Neyveli 
in South, Aroot. Their services became available till about 
the third qlJarter of 19l)6. They prepared a Preliminary 
Project Report in 1954 and a Detailed Project Report in 
1956. 

13. The remuneration paid under the various agree-
m,ents with Mis. Powell Duffryn ~echnical Services Ltd., 
wu aJ follows: 

(a) Technical and Economic Feasibility Study und" 
an agreement dated 3-8-1954; first Supplemental 
Agreement thereto dated 23-6-1955, and Secon'Cl 
Supplemental Agreement dated 30-1-1957 ..... . 
£43,650. 

(b) Preparation of D.P.R. under Agreement 
dated 11-4-1956 between GovernmeD~ of India 
and Mis. Powell Duffryn Technical Services Ltd., 
London ...... £ 42,000. 

14. In evidence, it was clarified that the consultants ren-
dered free service for a .. period .0f 6 months i.e. from May, 
1-954 to Nove-mber, 1954 and during this period they pre-
pared a Preliminary Project Report. Based on this report 
a Detailed Project Report which contained data about 
technological processes was prepared. A Technical and 
Economic Feasibility 'Report was also prf'pared for the 
utilisation of lignite in the various industrial units of the 
project. Asked as to why a Technical and Economic Feasi-
bility Study was made tbrough the same firm on paym,ent 
of£ 43,650 wh~n they had already prf'pared ,a frE::~iminatY 
Project Report, the Secretary of the Ministry 0 Mine~ a~d 
Metals stated: that the Preliminary Project Report contain-
ed only preliminary observa.tions ab~~t m.ining utilisation 
and proclt~~ng of lignite whereas the Technical and Econo-
mic FeasibiUty Study c1ealt with the other .u;i~cts of the in-
tegrated scheme Buchu the utilization of . ignite for tile 
gftner;ttion of power, production of ferilizers and manutac-
tUl"e of carbonised ,b:rique~tes. 

15. The COl1lmlttee ,n()te that Mis. Powell l;luffryn Ter.b-
nlcal Services Ltd. were en~aged as Consultants ~n :19,5;1 
for a period of.3i years for. the supervision of the develop-
ment of the Mining Scheme on a remuneration of £ 2.00.000. 
The considerations which weigbed with the Government In 
appointing them as Consultanta were-



(i) 1.'heir association in the initial stages of. the Pro-
J~t, f'lI;tendin,g over 2.i years. ·and experience 
gained by them in the underground conditions at 
Neyveli. 

(ii) The firm was not connected with manufacture I 
of the equipment of the type which had to be) 
used in the Neyv:eli Project. 

(iii) The finn had vast experience of coal mining in 
U. K. and in other countries. 

16. No quotations were invited from other parties as it \ 
was thought that there was no other consultant who could 
have rendered satisfactory service. As regards fees. the 
Consultants had demanded £ 2,59,000 as their fee for deve-
lopment of mine. but after negotiations, it was brought 
down to £ 200,000. The capital cost of the mining scheme 
was estimated at Rs. 16.90 crores and the fee paid to the 
consultants on the said capital cost worked out to 1:6 per I 

• cent. In regard to the competence of the finn to undertake 
the work at Neyveli as also the reasollableness of the fee 
agreed upon, the Ministry had acted upon the recommen-
dations made by the then Chairman of the Corporation. 

"I , J 

17. It is seen that MIs. Powell Duffryn Technical Ser- Pr~. "', 
vices Ltd. whose services were obtained free of cost under. of 1Dvi ..... ~ 
the Colombo Plan were actually paid a sum of £ 2,85,650 for ten.cbu:w \J/ 
Technical and Economic Feasibility Study, for drawing up not 
of Detailrd Project Report and for development of the oblerv.s. 
Mine. This was done under different contracts, without 
ascertaining rates from other concerns. The Committee ../ 
would like to point out tha.t tlu! 'IL81U11 practice of inviting 
tenders before entering imto contract was not followed in 
this case. Further it was not known that the consultants 
had any experience of lignite mining. 

C. Cost of Production of Ugnite 
18. The cost of production of lignite in the Project 

Report was estimated ,at ,Rs. 8· 23 per tonne and in the / 
revised sanctioned estimates at Rs. 10~ 35 per tonne. The 
actual cost of production during the years 1962-63 to 1964-
65 was, however, as follows:-

Year Cost of pro:iuction 
(Rs. per tonne) 

Quantity Produced 
(Millign Tonnes) 

~----.--------------- -----
. I 

1962-63 
1963-64 
1964-65 

2 

34·44 
24. 60 
23·43 

3 

0·354 
J.206 

1·597 

/ 

19. The Corporat~on has. stated that the cost .of pro- / 
duction was high 4ue to th~ low output of lignite ~s- COgl-
p8red to the rated capacity of 3~ 5 million tonnes. 



Reasons 
for high 
Coat of 
Produc-
tion. 

• 
20. The cost of production of lignite on a ~otal output 

of 3 million tonnes is estimated at Rs. 18' 50 per tonne in 
1965-66 and Rs. 17~ 25 per tonne in 1966--67 when the mine 
would produce the rated capacity of 3' 5 million tonnes. 
The cost is expected to stabilize at P..s. 13' 00 per tonne 
when the mine ou.tput increases to 5' 5 million tonnes per 
annum and would be reduced further to Rs. 12' 5 per 
tonne when the mining capacity reaches 6' a million 
tonnes per year. 

21. The Chairman of the Corporation explained that ('ost 
of Rs. 17'25 per tonne had been worked out after taking 
into account the bulk of the capital required to raise the 
output from 3' 5 to 6' 3 million tonnes. It will take a little' 
time to reach the full out-put, but in the meantime the 
interest on additional loan capital and the depreciation on 
machinery which would not be worked to the full extent 
initially would result in the cost of production being higher' 
than envisaged at the time of sanctioning the revised esti-
mates in April, 1964. 

Keepilll 22. The rise in the cost of production from Rs. 10.35 to· 
separate Rs I 17' 25 per tonne (an i'RC"rea.'1e of 70 per cent) is con-
aooo';1nts Biderahle. The extent of Tise in cost due to the capital em-
q1 onginal \ played on the mining expansion scheme is not known 
and ex- because accounts relating to the original and the expansion 
pansion schemes aTe not kept separately. The Committee consider 
schemes th4t fOT a proper appraisal of the perfoTmance of the COT-
suggested. poration in Tespect of t~ oTigiinal scheme and th.e expan-

non, the COTpoTation should keep such accounts sepaTate­
,ly. 

D. Consumption of Lignite 

Installa- 23. The consumption of lignite per unit of power gene-
tion of rated showed an increase. Asked about the reasons, the 
Welghts- Chairman of the Corporation stated that the assessment of 
meter SUI- consumption of lignite had been made approximately be-
lested. cause in the absence of weightometer there was no actual 

weighment of lignite supplied to the Units. The necessity 
of wei.ghtometer was either not conceived earlier or it had 
been lost sight of. FOT the ptLTpose of accurate cost con­
trol and management efficiency, it is necessary to have (ICCU-
rate weighmen.t of lignite Buppl'gd to the comuming units. 
The COTpOTation should have conBideTed the question of in­
stalling a weightometer much earl£er. This sho,£Id be in-' 
stalled nOW. 

E. Use of Lignite for Iron and Steel Plant 

24. The Government had aet up a Committee of Tech-· 
nics} Experts to explore how best lignite could be used 
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for the production of pig iron from, Salem and other iron 
ores. 'That Committee, at its meeting held on the 28th 
May, 1962, made the following recommendations: 

(i) Having regard to the transport difficulties in 
bringing iron ores from other deposits, the Salem 
iron ore, after beneficiation, is preferable for 
iron production based on Neyveli Lignite: 

(ii) Having due regard to the fact that power ('ould 
be put to more productive uses in secondary en-
ginearing industries where output per KWHr 
would be greater than in a primary industry like 
iron smelting, the low shaft furnace technique 
is better and preferable for this scheme; 

(iii) the Madras Government may undertake site SUf-
vey fOf the. plant; 

(iv) The beneficiation plant will be at or near the 
ore site; lignite HTC coke plant will necessarily 
be at Neyve1i; for the low shaft furnace, Neyveli 
is the best location from the point of view of 
proxinllty to the coke, the availability of water 
and maximum utilisation of by-product gases; 
and 

(v) A detailed project report may be got prepared 
through an appropriate firm of consultants. 

25. In accordance with the above recommendations, the 
'Government obtained a detailed project report on the loca-
tion of a steel works in the Neyveli-Salem region, based 
,on Neyveli lignite. No decision has so far been taken about 
setting up of iron and steel works based on Neyveli lignite. 

26. The Committee also discussed this question during 
evidence of officials of the Corporation and the Ministry. 
The Chairman of the Corporation stated that the tests con-
ducted in East Germany and in some Scandinavian Coun-
tries showed that lignite could be used as a good reducing 
agent for Salem ore. The Corporation as a unit was in 
favour of setting up of such a plant as that would consume 
about 2,00,000 tonnes of LECO and 1,20,000 tonnes of char 
dust. The Corporation was not sure of selling char dust 
but setting up of a steel plant would provide a good market 
for it. 

27. The representative of the Ministry stated that the 
-erstwhile Iron and Steel Department had aruced a team of 
Japanese experts from the Japanese Consultancy Institute 
to study this question and their report was not yet out. He 
added that in case the Ministry of Iron and Steel wanted 
to utilise lignite for the production of pig iron, his MiniEtry 
would consider how production of lignite could be 1ncreaa-
-ed. 
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. 28. It ttppears that the Corpt>ratiMt.is in ftt"ourof ttnting 
up of a steel plant in the South based on . Neyvelf. lignite. 
But the Committee regret to oote that the Ministry of Mine, 
and Metals has not considered this matter. In fact the re­
presentative of the Ministry thought tha-t it was for the 
Iron and Steel Departm!!nt to decid.e the issue. The Min­
istry of Mines and Metals which is the adm,nistrutive Min­
istry for the Neyveli Lignite Corporation should have 
taken more interest in this matter. Advanc,e planning jor 
increasing the production of lignite will also be necessary 

I if it is decided to use lignite for production of pig iron. The 
Ministry of Mines and MetaLs should pursue th.e !matter· 
with the Ministry of Iron and Steel. 

F. Use of Lignite Briquettes for Mysore Iron and Steel 
Works 

29. The Committee also enquired whether lignite· 
briquettes eould be used in the Mysore Iron and Steel 
Works. The Chainnan of the Corpora.tion stated that Ney-
veli and the Mysore Iron and Steel Works were on the 
Metre-gauge but they were not linked. With the com-
pletion of the Salem-Bangalore Metre-Gauge link the pic-
ture might· slightly change. He, however, added that the 
Corporation had started investigations whether, their Mate-
rial eould be used in mak~ng graphite Electrodes Used by 
the Mysore Iron and . Steel Works in the Electric Process. 

. 30. The diffi.cu.lty of tram.sportation of lignite will be' 
.. ed with the completi:cm of the Salem-Bangalore mme­
gauge link. The Corporation should examine the p"ssibi­
lilies of utilisation of lignite by the Mysore Iron and Steel 
Works. 

G. Working of Mining Machinery 

(1) Dumper Fleet (Conventional Equipment) 

31. In 1957 the conventional machinery (Dumpers) was 
put into operation for removal of over-burden. The inten-
tion was to use this machinery till 1960 and withdraw it 
once the srcialised mining equipment (Bucket Wheel 
Excavators was put into operation. The CorporatIon, 
however, continues to use the conventional machinery and 
has at present a fleet of 32 Dumpers. The Chairman of 
the Corporation when questioned about it stated that apart 
from the removal of overburden, the Dumpers were being 

) Wled for making bunds, ftlling up places etc. From March, 
1964 there have been serious breakdowns of the Dumpers. 
The main reason is that the engines have developed major 

(
bearing trouble. The suppliers of the machinery could not 
locate the defects. The Corporation also carried out inves-
tigations without success. . The matter has been referred 
to the National Metallurgical Laboratory, Jamshedpur for 
Itudies at aite. 
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. 32. The Committee were infcmned that, it W1lS possible· 
to reduce the present"btiinperfieet from 32 to $ prqVided , 
that it could be replaced. by anotlier type of machinery 
which is available in Germany. This replacement would 
mean a sUbstantial reduction ill cost. 
,. 33 .. The Dumper. are not giving trouble free .mice and Replaee-
t~e defects 4lBo ~emain. u~ete~ted. T~e c~s.t of r~ov"l ment of 
bf. ouerburden u"th them '&B h\g~ and " r&SIng wIth th~ Dumper 
iigi:n:g of machines. In these C\TCumatances the use cif fleet to bit 
th;ese Dumpers seems un~con.omical. A tho~gh. studl! ..... m ...... 

• hbuld be. made to fLnd out whether the present Dumper / 
fleet 8hould be replaced by a new type of machinery which 
COUld be opeTateCl etJf.Ciently and economically. 
(li) Bucket Wheel E~cavator. (Specialised Equipment) 

34. The Corporation owns 2 big and 2 small Bucket 
Wheel Excavators. The number of hours/days each Ex-
cavator operated during each of the last 3 years is given 
below:- . 

(HOURS) 
.. _ .. _---

Excavator 1962-63 1963-64 1964-6S-~ 

Bucket 1144 (big) 1185. 01 2540. 19 3~73·20 .t li45 (big) 2306.29 2813·51 3820'36 . 
" li37 (sinall) 809. 2 5 1441 .14 19'47·49--., 1142 It 1527.40 1632 .22 2519.21 

...... _---
35. It is noticed that the average utilisation of each· 

small Excavator was about 6 hours per day while· that 
of the big Excavator was nearly 10 hours per day. The 
Chairman of the Corporation admitted during evidence·· 
that this utilisation was low, but added that at fUll pr~· 
duction .tage this could rise upto 16 to 18 hours per day. 

36. The present ,.~te of utilisation of the Bucket Wheel / 
E:Z:CClt)atoTs is low. Effort, should be ma~ to utilise them 
to their mazimum capacity. 

Ii. Jtinmi LOsseS 
37. At present the Mining losses amount to ·5 per cent 

9f the total exposed lignite. In the lVritten rep~y furnish-
ed to the Committe~, it·\Vas stated that these losses could 
ilbt be avoided. But during eviden.ce the Chairman of 
the Corporation stated that there was a proposal to substi-
tute the eXi..ctlmg cross filling ineithod. by earth moving 
conveyor system. which would ~~ 't1i'e: losses to 2 per' 
cent . 

• !'~~* 01 tH.m.i~ roue, at) .bM. hdI been hu-h , 
~ .. ~ ... ": tJaOUg1&t fARi "eft VI. I;; reduce t~ 
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The present method should be imFONd upon mad IoBle. 
,.educed tD the mi"",imum. 

I. Rise in Capital Cost of Expansion Scheme 
39. The Third Five Year Plan envisaged an expansion 

of the mine output from 3.5 million tonnes per annum to 
4'8 million tonnes at an estimated cost of Rs. 3'8 crores 
(with foreign exchange element of Rs. l' 45 crores) mainly 
required, for the purchase of an additional unit of specia-
lised machinery for mining. This equipment will be !Ouftl-
cient to raise the output of lignite to 6 million tonnes. The 
estimate of cost was revised in 1963 and has now been 
worked out at Rs. 568' 30 lakhs, thus raising the cost by 
Rs. 188~31 lakhs as per statement given below:-

Heads As originally J Revised esti-'\. 
estimated in '\.mate in 1963J Increase 

'1961 

I. Cost of the Plant and 
~achinery in-
cluding erection' 

2. Residential Quar-
ters • 

3. Establishment 
4. Share of common 

administrative ex-
penses and hou-
sing and common 
services . 

S. Interest charges 
6. Others 

TOTAL 

331 .00 

21·04 
6.80 

Nil 
16. IS 

5·00 

379·99 

(Rs. in lakhs) 

460'00 <+)129.00 

2.4' 10 (+)3·06 
3'00 (-)3·80 

49. 00 (+)49·00 
32.20 (+)16.05 
0.70 (-)4·30 

40. Explaining the reason:; for increase in capitnl cost 
under various hea-ds, the Corporation has stated that the 
increase of Rs. 129.00 lakhs on the machinery and plant 
was due to the following reasons:-

(I) The estimates were baaed on the 1956 and 1958 
prices allowing a margin of 4% to 5%. But OD 
receipt of quotations, it was found that the in-
crease was considerably more than that assumed 
in the .timatea. 

(11) Addition of items and equipment valued at. 
Rs. 45.46 lakha which were DOt contemp~ted 
in the oriSinal estimates (84. Three Wh~ 
trailors, vulcanising equipment ete.-Rs. 3D 
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lakhs; additional cables and electric equipment-. 
Rs. 16.94 lakhs. Rails and rail grating-Rs. 20.00 
lakhs.-Regarding rails and rail grating it was 
thought that some rails of the old conveyors 
could be re-used. It was subsequently found that 
rails laid -four or five years back would not be 
satisfactory and that new rails would have to be 
procured. 

41. In 1961 the COft of the MinI,ing Expansion Scheme 
was estimated at Rs. 379.S9 lakhs but in the revised esti-
mates prepared in 1963 the cost was put at Rs. 568.30 lakhs 
thus showing a rise of 50%. The basis for the prices 
assumed in 1961 estimates proved incorrect. Requirement 
(}f plant and equipment of the value of .R8. 45.46 lakh& wcu 
.also not visualised in the origiMl estimates. The Corpora­
tion should pay greater attention towarci,s framing of 
4ccu.rate estimates. 

J. Expansion of Mining Scheme 
42. A project report for increasing the mine output from 

3.5 million tonnes to 4.88 miUion. tonnes pe~ ~um was 
prepared by the Corporation in 1962 and aIter· obtaining 
sanction of Government. the work of expansion commenced 
in 1963-64. The additional lignite that will be produced 
from the Mine Expansion Scheme is for the Power Station 
which is being expanded from 250MW to 400MW. There is 
a proposal to increase the mining capacity upto 6.3 million 
tonnes. The additional lignite capacity to be produced is 
for utilisation in the Thermal Plant from 400 to 600 MW. 
The scheme is expected to be completed in 1968-69. 

43. The Corporation has worked out a proposal to open Seconcl 
up about 8.01 sq. miles to yield 276 million tonnes of Mine Cut. 
lignite. The mine would have a capacity of 7 million ton-
nes per annum. During evidence the Chairman of the 
Corporation stated that for the second mine it would take 
6-7 years to expose lignite. The major portion of the 
lignite would be used for generation of power (about 600 
MW) and the remainirig quantity might be for the 
briquetting and the fertiliser plants. 

44. The Committee also discussed whether any study 
had been made to examine the possibility of utilising 
lignite for other industrial purposes, particularly in Rail:' , 
way locomotiyes. The Corporation has stated that tests I 
conducted in 1962 at the instance of Railway Administra-
tion, revealed that the raw lignite could be used for loco-
motives only in combination with coal, while with the 
raw briquettes the locomotives could run normally. 

45. Durin/! ~vidence, the Secretary of the Ministry' stat-\ 
~ that the Corporation had not approached the RaIlways 
in this connection. He added that it was for the Railway 
1l;i (Ail) LS-2. 
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authorities to consider whether they could \JiIIe lignite O~ 
larger scale after working out relative economics of lignite 
and other fuel. So far as the supply position was con-
cerned, there was no surplus quantIty of lignite briquette-s 
which could be placed at the disposal of the Railways. In 
case the Railways chose to utillZe the raw briquettes, it 
would be necessary to open a new mine costing as much 
amount as had been incurred on the first mine cut, which 
it was difficult to do in the Fourth Five Year Plan period. 
Government had, therefore, not thought fit to explore ut~­
lization of lignite for industrial or railway use. He fur-
ther stated that even if the production of lignite wal> in· 
creased, its most important use should probably be to 
augment power generation in that area rather than use it 
for railway locomotives or boiler or for other purposes. 
As regards the operung ot the second mine, it was st .. ted. 
that studies would have to be carried out into the economic 
and technical feasibility of the new mine and whether 
heavy investment could be made on it. 

46. Hitherto not much thought appears to have been 
given as to how lignite mining could be developed. Thp. 
p1'esent (1",..... .. "'" to b. C07L~d only to power gene-
1'ation, fe'rtiLisers and briquettes, whereas lignite can be put 
to several other industrial uses especially in the Railway 
Iocomotivea where tests carried out so far have proved to 
be encouraging. At present a large quantity of coal 1.3 
transported from the North to the South. There are large 
.eposits of lignite in the South Arcot District and Govern­
ment should take overall view as to the pLace which lignit~ 
would occupy as a substitute for domestic fuel, in railways 
etc. Planning in this regcm-d should be done first. If is felt 
that launching Of such a project during the Fourth Plan 
period would be commercially sound and benefiCial to the 
country. the proposal to open a second mine should receiv~ 
priority. 
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THERMAL SCHEME 

47. The Thermal Power Scheme a constituent unit of 
the Integrated Project envisaged the utilisation of about 
l' 5- million tonnes of lignite per annum for the generation 
of 250 MW of electric power in the Thermal Power Station. 
The Scheme was financed out of the Rouble Credit under 
the Indo-Soviet Agreement concluded in November, 1951. 

A. Delay in Commissio~ 

48. The contract with MIs. Techno-promexport, USSR Camp. 
for the supply of working draWings and erection of plant, tiGD01 
machinery and equipment for the 5 thermal power units ~ 
of 50 MW each, was signed in 1959. According to the U .... 
terms of the contract the first unit of the Thermal Power 
Station was to be commissioned in April, 1961 and the 
remaining units at intervals thereafter, and the entire sta-
tion was to go into operation in July, 1962. But the actual 
dates of completion of the units were as fDllows:-

1St Unit 

2nd Unit} 
3rd Unit 
4th Unit 
5th Unit 

Anticipated dates of 
completion 

April, 1961 
July, 1962 

---_ .. _------

Actually completed . 

MaY.I96z 
Jan. 1963 
June, 1963 
Oct. 1963 
April,l964 

/ 

49. From the above statement, it will be seen that there Be ow 
had been a delay of about 13 months in the completion of for del.,. 
the 1st unit. The delay in the case of the Fifth Unit ex- inea.-
tended to 21 months. The Corporation has attributed this pletiOlL 
delay to the late supply of plant and equipment by toe 
foreign suppliers. Further, for transport of heavy machi-
nery from Madras to Neyveli, work had to be undertaken 
for preparing a number. of diversion routes. 'I1tere wal 
some delay in arrival of the suppliers' specialists for com-
missioning the plant. In the absence of penalty clause iD 1 
the agreement no damages were claimed from the Russian 
Collaborators for the delay in the supply of machinery and 
plant. 

13 
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50. The Committee are informed that the Soviet Orga-

nisations do not agree to the inclusion of such a penalty 
clause in the contracts entered into with them. In the pre-
sent case, the Ministry had, however, taken up the matter 

I with the Soviet Suppliers through the Russian Embassy 
in India and Indian Embassy in Moscow to expedite 
supplies. 

51. This is an instance where delay in supply of equip­
ment by the foreign suppliers had resulted in delays rang­
ing from 13 to 20 months in the commissioning of the 
various units of the scheme. The staff which had been re. 
C'rIAMec1 hadatso to be kept idle for the corresponding 
periods. While fixing the date of delivery of plant and 
equipment, the suppliers should be apprised of the reper­
cussions of de1,ay on their p·art and they should be asked 
to fix realistic deliveTy schedules for the plant and machi­
nery and adhere to the dates so fixed. 

B. Cost of Production 

52. In the Project Report, the (!ost of generation' of 
power per unit was estimated at 3 Paise per KWH and 
later on it was worked out at 4,002 Paise per KWH on the 
basis of revised cost of the Project sanctioned in April, 
1964. The cost of generation anticipated after the first 
phase of expansion (250 MW to 400 MW) and second phase 
of expansion (400 MW to 600 MW) is 4' 18 Paise and 4.33 
Paise per KWH respectively. It is stated that the cost of 
generation after the completion of second phase of ex-
pansion. will be higher because expansions are being finan-
ced through loans only. The actual cost of production for 
the last 3 years has been as follows:-
--_., .. _--

1962-63 
1963-64 
1964-65 

6' 30 paise per kwh. 
5'88 -do-
5:15 -do-

--- . ---_ ... _ ... _,--,-----. ------" .... _---
BeductiOn 53. The cost of production of power for 250 MW station 
In cOat according to the revised estimates sanctioned in 1964 was 
~l work. ed out at 4,002 Paise per KWH. With the expansion 

Of the capacity upto 600 MW, it was expected that with a 
larger turnover the cost woul.d come down. But the Com­
mittee note that even after expansion, the cost would be 
higher (Le. 4: 33 Paise per KWH) than tha.t estimated jor 

. the 250 MW Thermal Station. There is need for econo-
mising in costs. Lignite cost is a major item of expen~i-. 
ture for power generati<m. The Corporation should stnve 
to reduce the lignite consumption per u.nit of power 
through technological ,improvements with a view to re­
ducing the present production cost. 
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C. Sale of Power to Madras State Electricity Board 
54. The power generated by the Thermal Power Station Cost of 

is sold to the Madras State Electricity Board after meeting leneratla 
the Corporation's requirements. The following table shows and .... 
the cost of generation of power by the Corporation and the price. 
rate at which it is sold to the Madras State Electricty 
Board:-

Year' 
Rate per KWH at which 

Cost of Ge!leration power is sold to Elect-
per KWH paise ricity Board 

----_._----_ .. _._-_._---
1962.-63 

1963-64 
1964-65 

6,3 

5·97 
5. 15 

paise 
S'2 

---_ .. __ ... _--_ .. - .. ----- ._---
55. Thus ti1l1963-64 the cost of generation of power was 

higher than the price at which it was sold to the Madra 
State Electricity Board. This resulted in loss to the COl\-
pocation to the extent of Rs. 26'53 luhs in 1962-63 and 
Rs. 61'67 lakhs in 1963-64. The Corporation has stated that 
the higher cost of generation in the early years was due 
to the higher cost of lignite arising out o£partial produc>-
tion in the mines, and it was not co~idered justifiable to 
pass the higher cost to the Board in the earlier yean. 
The selling rate of power had been fixed taking into 
account the overall viability of the Thermal Statiob 
including the two expansions. 

During 1964-65, tl).e Corporation made a profit of 
Rs. 12.36 lakhs on tHe sale of power to the Madras State 
Electricity Board, while the profits expected during t965. 
would amount to Rs. 80 lakhs. 

56. The Committee desired to know the basis for fin- Buillor . 
tion of the sale price of power at 5~ 2 Paise per KWH. The ftntiaa 
reply furnished ·by . Government is summed up below:- ofale 

(i) Based on certain calculations which provided pri.oe. 
for depreciation (bv straight line method over 
25 years), interest (51%) and return on capital 
(3%), the Corporation had in 1961..s2 suggested 
a rate of 6.183 Paise. per KWH 

(ti) The Central Water and Power Commission pr()-
vided for depreCiation at 3% compound interest 
and the same rate of interest and return on capi-
tal and suggested a selling price of 5' 582 Pa1Je. 
per KWH 

(iii) A meeting was held on 11th December, 1962 at 
which the representatives of the Ministries of 
Mines and Fuel, Ir~igation and Power and 
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Finance and the representatives of the Corpora-
tion and the Madras State Electricity Board 
were present. At this meeting the representa-
tives of the State Electricity Board suggested a 
rate of "Pall.. The discussions concluded with 
the suggestion that an ad hoc rate of 5' 4 Paise 
could be charged for the power supplied to 
Madras Grid from June. 1962. 

(iv) The Electricity Board was not agreeable to pay 
at the rate of 5',4 Paise. During the discus-
sions held in November, 1963, the State Gov-
ernment was agreeable to a maximum rate of 
4'75 Paise. 

(v) The matter was further discussed and a tate of 
5' 2 paise was accepted by the Madras Goyern-
ment and the Electricity Board in October / 
November, 1964. This rate is based on a return 

. of not less than 51% on the equity capital. 

57. The Chairman of the Corporation informed the Com-
mittee that according to his information the price at which 
power is sold Iby the Madras State Electricity Board is 7 
Paille for agricultural load and 9 Paise to other bulk consu-
mers. 

58. In the' matter Of sale of power, the Corporation aa 
weU as the Madras State ELectricity Board should be en­
titled to a reasonable margin of profit and a fair return on 
capital. If the Corporation is able to bring doum its cost 
of production to about 4.3 Paise per KWH at 600 MW 
.tage, as now envisaged, the sale price of 5' 2 Paise per 
KWH will give a fair return an investment. However, if 
the price at which the Madras State Electricity Boa:rd sells 
power is muc1t higher than the pi'ire at which it purchases 
from the Corporation and this rp!~1tlts in a substantial 
return to th.e Madras State Electricity Board, then the C01'­
pora,tion should be entitled to a hipher price for the powe'!' 
sold by it. The Committee feel that the Madras State 
Electricity B.oard should not retain higher percentage of 
profit from th.e sale of f!lectricit?1 whirh. it obtnins from the 
Corporation than the percentage of profit it makes on ele~­
tricitu ge'nerated· by itself. This profit sh01J.I~ .be CORSt-
dered rather liberQ.I as the Mad"Tlls State ElectrtCtty Boo'7'd 
~ll get it without ha'lring p1'oduced this power. 

D, Supply of 'Power 
59. The Committee noticed that ever since the com-

mencement of the Thermal Statinn in May. 1962 all power 
surplus to the requirements of tne Corporation is being 
pumped into the Madras State Electricity Grid. The deci-
alon to supply power to the Madras State was taken at a 
i- ~e ~oet ~- pDer~ti~-;r-;;Wer -bY -t~-Mad~-;~- St~te Elec-

tricity Board during the year 1964-65 was 9.103 paise per KWH. 
cost a8 now estimated would work out to Re. 11'7: 50 crores. 
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meeting held on the 27th December, 1954 in which the re-
presentatives of the Central Water and Power Commis-
si.on, and the Planning Commission were present. The 
following are the relevant extracts of the minutes of the 
meeting:-

"A good deal of the power generated would be 
consumed in the project itself, for the mining, 
the fertiliser production, briquetting carbonisa-
tion, etc. i.e., in other parts of the integrated 
project. The Madras Government would take 
over and be responsible for distributing the sur-
plus of electric power available from the inte-
grated project after its own requirements were) 
:met. Supplies elsewhere even for the Central 
Government's requirements would be at the 
Madras Government price." 

60. The above decision to supply power to the Madras 
State applied to the power station when its capacity was 
250 MW. 

61. During evidence it was stated that tlie Corporation Corpora-
would like Madras State Electricity Board to purchase all tion" 
the power that was surplus to the Corpoartion's own re- view. 
quirements because they alone had the transmission lines 
going upto Neyveli. Asked whether power could be sup-
plied to the neighbouring States through the same line 
and charged on pro-rata 'basis, the Chairman of the Cor-
poration stated that it was fraught with problems like 
measurement of power and working out transmission loss-
es. When asked about the Corporation's reaction regard-
ing the supply of power, if the State Governments agreed 
to bear fhe transmission losses, the Chairman of the Cor-
poration indicated that the Corporation would resist such 
a proposal. He added that the Corporation's attitude was 
that it would like to deal with one party only for the col-
lection of bills and in the present caSe because of grids 
connection, the party could only be the Madras State Elec-
tricity Board. 

62. In this connection the' Comtnittee find that the Sou- Require-
thern Zonal Council had in 1964 approved the proposal for mente., 
supply of 25 MW power to the Kerala State who were ex- Delp-
periencing acute power shortage. As 25 MW was not found bourillf 
sufficient the Kerala State Government requested the Cor- Stat.. 
poration on the 14th August, 1964 to raise the quanturn of 
power to 35 MW from January, 1965. The Corporation in 
their reply to the Kerala State has stated that as they were 
pumping their surplus power into the Madras State Elec-
tricity Grid, the matter should be settled with the Madras 
State Government. 

·63. The Kerala Government had first raised the ques-
tion of supply of power from Neyveli in the summer of 
1963. At that time arrangement was made to supply them 
power through the Madras Grid. Then in May the same 
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year, Andhra Government suggested that Neyveli should 
also supply them power. As the sharing of Neyveli power 
by all the Southern States became a general question, it 
became necessary to consult the Ministry of Irrigation and. 
Power, Central Water and Power Commission and the 
Planning Commission. No final decision had been taken in 
the matter so far. The Secretary of the Ministry of Mines 
and Metals admitted durin2 evidence that the decision had 
been delayed as growth of demand for power generation 
and demand for power in various States had to be taken 
into account. 

64. The Committee do not consider it desirable that. the 
Corporation shouLd think of dealing with one party alone, 
namely the Madras State Electricity Board. The proper 
course would be to ascertain the requirements of all the 
neighbouring States and to distribute power equitably 
among them. The problems of the grid and transmission 
tosses can be resolved if measurements are taken at the 
outlet point and at the inlet point in the neighbouring Sta­
tes and the trasmission losses worked out on percentage­
balis. The Committee are anxious tha.t a product like­
power of a Public Undertaking of which Government of 
India is the major or the only shareholder, should not be 
restricted to one State only. 

65. Another point is that the power purchased by thE' 
Madras State Electricity Board from the Neyveli Thermal 
Station is sold to another State Electricity Board after 
keeping a certain margin. Obtaining of profits by the 
Madras State Electricity Board above its service charges 
from Ui neighbouring State does not seem justifiable. Thi8 
also results in the power being sold to the consumers in 
the neighbouring State at a higher price. From this point 
of view, it is also desirable that the Corporation should sell 
power to the State Electricity Boards directly at one rate 
'Whi~h may be mutually agreed upon. 

66. ThE' decision to supply Neyveli power to the Madral 
State Electricity· Board 'Was taken on ,the 27th December, 
1954. On that date the Neyveli Lignite Project was ad­
ministered by the Madras State Government. The Central 
Government took up the. responsibility of financing the 
project from the 1st January; 1955 and administrative res­
ponsibility from the 15th September, 1955. Wherl thi8 
responsibility was taken over, it is doubtful whether the 
decision to supply power to the Madras State Electricity 
Board only which was arrived a.t prior to such taking over 
still continued to be binding"'. When the project was trans­
ferred in 1955, the Central Government should have exa­
mined this question de-novo. During evidence of otJicial~ 
of the ('"orporation and the Ministry, the Committee gather-

.At the time C'f factual veriftcation It was stated dwt the decision 
liken on 1. 7-12-54 about the supply of awplua power to Madras CIOntinuea 
to be vahd II it became effective from the date OD whidl the Q:ntrll Govt. 
10QIt over the Prolect . 
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ed the impression that there was (. vague idea that power 
was to be tupplied to the Madras State, 71ut no onereaUy 
knew what exactly the decision was, 

67. The Capacity of the Thermal Station is being ex- Agree-
panded from 250 MW to 600 MW in two phases, the first ment 
is from 250 MW to 400 MW which is expected to be corn- with 
pIe ted in 1966-67. The second phase of expansion from Madra. 
400 MW to 600 MW would materialize in the Fourth Five Statetor 
Year Plan. The Corporation has already initiated action supply Of 
regarding the sale of power produced under the expansion power. 
schemes to the Madras StatE: Electricity Board. It pro-
poses to enter into an agreement with the Electricity Board 
for the sale of power produced -by it (after meeting its 
own requirements) upto 1974 with a ,provision to renew 
the agreement for :further periods. 

68. During evidence the Secretary oj .the Ministry had 
Btated that the S1Lpply of power to the Madras State upto 
250 MW stage was because of the commitment made tn 
1954 but if there was generation oj power beyond 250 MW 
that would be shared by other States. In view of this the 
Committee fail ,to understand as to why the Corporation 
is contemplating to enter into an agreement with the 
Madras Government for the supply oj power even upto 
600 MW stage. ' 

E. Preparation of Detailed Project Reports and Working 
Drawings for expansion schemes 

69. The work of preparation of Detailed Project Report ReuoIl8 
and Working Drawings for the 250 MW Thermal Station for obtain-
was entrusted to MIS Technopromexport, U.S.S.R. in 19511. ing D.P.R. 
For the 1st and 2nd phases of the Thermal Expansion from 
Scheme (250 MW to 400 MW and 400 MW to 600 MW), thIs RuuJ.&, 
work has also been entrusted to the Russian Collabora-
tors. The Committee desired to know why it was not pos-
sible to prepare the D.P.R. and Working Drawings in India 
in as much as considerable experience had been gained in 
the setting up of Thermal Stations in the country. The 
Chairman of the Corporation stated during evidence that 
the foreign collaborators took the stand that they (colla-
borators) would have to prepare the final detailed project 
report even if the Corporation prepared a preliminary re-
port, because then only they would bl" hl-:Jle to match the 
specifications in the detailed project report with the equip-
ment they had planned to manufacture during a particular 
period. It was stated that the manufacture of equipment 
as also technology was advancing fast and the collabora-
tors wanted to Incorporate that. 

70. The Chairman of the Corporation stated that for 
the 2nd phase of expansion (400 MW to 600 MW) a projeet 
report had been prepared and it was suggested that It 
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might be examined by a Technical Committee of the Rut-
sians. The Russians, however, did not agree to this. The 
Project Report prepared by the Corporation was consi-
dered as a basic data and the Russians prepared their own 
·report. 

71. The Committee discussed with the Secretary of the 
Ministry whether Government took any steps to ascertain 
local potentialities for preparation of designs ~or the Ther-
mal Stations in India. He stated that the Specialized 
Engineering Organisation of the Central Water and Power 
Commission had been set up recently, but it was not pos-
sible for it to handle all the Thermal Plants. It was thus 
on the advice of the Central Water and Power Commission 
that the work of preparation of the Detailed Project Report 
and Working Drawings was entrusted to the Russian Col-
laborators. From the corresponaence exchanged in 1963 
between the Corporation, the Government and the Russian 
firm, it is noted that the Corporation prepared a project 
report for the 400 MW to 600 MW expansion scheme and 
the advice of the Planning Cell of the Central Water and 
Power Commission as also of the Russian experts at site 
was also obtained. It was thought that on the oasis of this 
Report it would be possible to invite eqUipment specifica-
1ions and quotations from the U.S.S.R. A representative 
of the Central Water and Power Commission had gone to 
the U.S.S.R. in this connecion, but during the discussions 
held on the 3rd September, 1964 the Soviet suppliers in-
formed him that they could not supply plant and machi-
nery on the basis of that project report. 

72. From the foregoing paragraphs it appears that when 
the S(YlJiet suppliers did not agree to accept the project re­
port -prepared by the Corporation, the ma.tter was not pur­
s?tp.d :further. The project report was based on the expe­
rience qained by the Corporation in setting up five Ther­
mal unit.~ at Neyveli and wa~ also seen by the Central 
w.ater and Power Commission and the Ru.ssian experts at 
site. It could be e:-cpected that the project report would be 
o('('p-pt.P.d by the Soviet Suppliers subject to the necessary 
modifications being made by them. Governmen t should 
ha"" ''''IT.med the matter on the abOVe basis with the 
foreiqn collaborators. 

73. During evidence the Secretary of the Ministry could 
]'lot say whether there were any private firms in India who 
h~rl been preparing designs for Thermal Stations. He stated 
that the Ministry was guided by the advice given by the 
Ct·"tral Water and Power Commission and his Ministry had 
no p ~encies to mnke enquiries for ascertaining local poten-
tblities in this respect. 

74. The Committee subsequently obtained information 
fT'nm the C.W.&P.C. and it is learnt that there are two 
Indian firms of long standing who undertake complete 
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work for Thermal Power Station from preliminary studies 
and project report to erection and commissioning of the 
plant. One of them has been associated as Consultants to 
several thermal power projects in the country some of 
which are D.V.C. Durgapur Thermal Power Station, 
Dhuvaran Power Station, West Bengal . Government's 
Durgaf1.:~· !'ower Project, West Bengal State Electricity 
Board Bandel Power Station, Bihar State Electricity Board 
Barauni Power Station and Madhya Pradesh State Elec-
tricity Board Satpura Thermal Power Station. 

75. The Committee reg·ret to note that in a project cost­
ing CTOTes of rupees and valuable fOTeign exchange the 
Ministry contented itself with a negative reply from the 
Central Water and Power Commission without itself trying 
to pursue the matter or find O1Lt the possibility of entTUBting 
the work pf preparration of Detailed ProJect Report to pri-
vate agencies in the country. It is further regretted that 
the information which the Central Water and Power Com-
mission has now supplied to the Committee could not be 
made available to Government earlier, otherwise a large 
saving of foreign exchamge could have been effected. The 
Committee have, in their 13th Report on Management and 
Administration of Public Undertakings. (Planning of Pro­
jects} also dealt with at length this question of extreme de-
pendence of foreign consultants. . 

F. Association of India Engineers for preparation of D.P.R. 

76. It transpired during the discussion with the Chair-
man of the Corporation that no Indian Civil Engineers 
could be associated with the Russians for drawing up the 
D.P.It. for the 2nd phase of expansion of the Thermal 
Power Station. A proposal to sponsor two Civil Engineers 
for 6 months training in Russia in latest designing techni-
ques of the Thermal Power Stations was mooted as per-
sonnel with that training were not available and the Cor-
poration intended to utilize them for designing and cons-
truction . of the third stage expansion programme of the 
Thermal Power Station thereby effecting reduction in the 
number of the Russian Personnel. Foreign exchange to 
the extent of Rs. 24,000 for the purpose was not sanc-
tioned as there was almost complete ban on official tour 
and deputation abroad due to emergency. 

77. The representative of the Ministry of Finance stated 
that the proposal from the Corporation was to deJ?ute 
two Civil Engineers to Russia for training in the deSign-
ing of Civil Works. Ministry of Finance did not agree with 
the proposal as it was felt that the country was not defl-
cient in Civil Engineering. It was added that if the Cor-
poration had put up proposals for sending Electrical or 
Production Engineers to associate in the designing of a 
power generation plant, the Minis\ry of Finance would 
have considered the proposal in a different light. 
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78. The Corporation's case is that a fairly adequate-

number of engineers of the Corporation had been trained 
in the operation and maintenance of the Thermal Power 
Stations in the U.S.S.R., but trained Civil Enginf:!ers for 
designing Thermal Stations were not available. Consi.­
dering the large outlay on the Thermal Scheme· 
which i~ all under Russian credit, and the relatively small 
amount of foreign exchange that was required for sending 
two engineers for associating themselves in the preparation 
of the D.P.R. and Working DraWings, the Committee feel 
that the Corporation's request merited favourable conside­
ration. It seems that the Ministry concerned. and the 
Corporation did not;! clearly state the precise purpOse f,y, 
which the two engineers were being sponsored with the! 
result that the Ministry of Finance re1ected the request. 
The Committee regret to note such lack of clarity which 
has resulted in the loss Of an opportunity for learn­
ing designing of TheTmalI Power Stations and will also in-
volve further expense of foreign exchange. 



IV 

FERTILISER SCHEME 
79. The Fertilizer Scheme contemplates the production 

of fertiliser with a fixed nitrogen content of 70,000 tonnes 
per annum in the shape of Urea (152,000 tonnes) by the 
total re-cycle process. Abollt half a million tonnes of lig-
nite per annum will be utilized in the production of urea. 

A. Delay in Finalization of the Contracts 

80. The proposal for the setting up of a fertiliser plant 
was sent by the Corporation to Government in November, 
1957. The approval of Government was given in various 
stages as indicated below:-

--------------------------

I. Proposal for sanction 

Date of 
submission 
by the 
Corporation 

Nov. '57 

2. Proposal for floating Jan. '58 
tenders 

Date of aprroval by 
the Government of 

India 

Dec. '57 (administra-
tive approval sub-
ject to adequate 
credit facilities 
becoming avail-
able for the fo-
reign exchange 
component). 

April '58 

3· Final proposal based June '59 August '59 
on quotations, for sanc-
tion. 

4· Revised proposal Sept. '59 Oct. '59 
after clarifications 
from the firms. 

81. Thus ftom the time of submission of the proposal Reuou 
by the Corporation to the signing of the contract with the for dela)l 
suppliers it took two years. The delay was. partly due to 
-the following reasons:-

(a) The tender letter issued by the Corporation was 
very precise to .enable easy tabulation of offers. 

23 
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(b) The tenders received did not furnish adequate 
details and it took time to obtain them and re-
duce the offers to a comparable basis. 

(c) Certain technical aspects were got clarified by 
the Corporation from the Suppliers. 

(d) Revised quotations in respect of certain items 
were obtained. . 

(e) Negotiations were held with suppliers on some 
details including guarantees of performance 
and consumption of raw materials, number of 
foreign erection personnel to be employed; cost 
of steam lIllising units etc. 

82. In the tender letter issued by the Corporation detail­
ed specifications should have been given. If the tender letter 
had been sufficiently exhaustive, So as to contain fun de­
tails of machinery and equipment Tequired as well as the 

. period of delivery, terms of payment etc., the need to seek 
clarifications from the supplteTs later would have been ob-
viated and the time taken in finalising the tenders reduced. 

B. Delay in. commissioning of Fertiliser Plant 
8;3. The Fertiliser Plant was originally expected to go 

into production by the end of 1961 and later on the sche-
duled date was altered to October, 1962. When the Esti-
mates Committee examined the working of the Corpora-
tion in 1960-61, they were informed that the Scheme was 
likely to go into full production early in 1963. This date 
could. not be adhered to, because there was 27 months· 
delay in the procurement of indigenous steel for fabrica-
tion. 

84. The delay occurred because the . contract entered 
into with foreign supplier in October, 1959 specifically pro-
vided for the indigenous supply of steel for fabrication Qf· 
certain items of equipment. This could not be made avail-
able in time. So the steel had to be ultimately imported 
and supplied to the indigenous fabricators. The follow-
ing particulars indicate the efforts made by the Corpora-
tion for procuring the steel first indigenously and later by 
importing it:-

1. Indents placed on Iron and 
Steel Controller. 

Date 
17.5.1960 . 

2. Indents accepted by thel1ron and Steel 27· ~ . 1961 
Controller . 

3. TISeO etc. on whom orders were placed 146 J961 
expressed th('ir inability to supply steel and 
according to specifications. Hindustan Steel 
Ltd. ageed but delivery was indefinite. 25.8. 1961 



4. Date of application for sanction of foreign, 
exc'1:lOge for import of steel. 

S. Date on which sanctioned. 
6· Date of order placed on foreign firms for· 

supply of steel. 

7. Due date of supply.: 

8. Shipment completed on. 

Date 
Z4.8.1()61/, 
20·9· 1961 

9.3. 1962 
17.3. 1962 ' 

85. During evidence, the Chairman of the Corporation 
informed the Committee that the eventuality of non-avail· 
ability of indigenous steel in time was not foreseen in 
1959, when the contracts for the Fertilizer Plant were 
signed with the foreign suppliers. This was because new 
steel plants were being set up and from their targets of 
production it appeared that indigenous steel would be ' 
available. 

86. From the evidence of the representative of the Min-
istry, it is noted that when the Corporation had failed to 
procure the steel through the Iron and Steel Controller, 
they made another vain attempt with the Iron and Steel 
Department and Iron and'Steel Controller. This was done 
to save foreign exchange. In this process a period of 5 to 
6 months was lost. 

87. The delay in procurement of indigenous _,teel ham-­
pered the construction schedule of the Fertilizer Scheme. 
The Committee feel that when the Corporation had already 
obtained authorisation from the Iron and Steel Controller 
for importing steel, the Ministry should not have spent an­
other 5 to 6 months in exploring the possibility of obtain­
ing steel indigeMusly. 

88. After a prolonged delay the plant was commission- ReuOlll' 
ed for trial runs in July, 1965. The trial runs were not suc- forfur. 
cessful because Benzene could not be separated from the, ther delaJo 
gas which is needed to produce Urea. The Chairman of in eommJa-
the Corporation could not say whether the collaborators sionint. 
had analysed the samples earlier. Certain modifications . 
were now being made in the equipment and the commis-
sioning of the plant depended on the succes~ of thc,e ex-
periments. The Committee understand that the plant has • 
gone into production in March, 1966. 

C. Extra Payments of Foreign Contractors 
89. The contract with the suppUers of plant and ma-

chinery for the Fertiliser Plant provided that the Cor-
poration will supply steel for fabrication of certain spe-
cified items of machinery and equipment in the country. 
Failure to supply the steel in time was tre::)ted as "force 
majeure" giving the suppners option for revision of the 
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agreement. The agreement was revised with Mis PBL of 
Germany and Ansaldo of Italy. This entailed an extra 
payment' of Rs. 72 lakhs (Rs. 42 lak.hs in foreign exchange) 
to the suppliers. 

90. The cost of steel that had to be imported after the 
Corporation failed to procure it indigenously was Rs. 
25'39 lakhs. Thus to saVe foreign exchange of Rs. 25.39 
lakhs an extra sum of Rs. 72 lakhs (including Rs. 42 lakhs 
in foreign exchange) had to be' paid to the foreign con-
tractors. 

91. The Committee consider that this was a case of bad 
planning. It appears that during the period from May, 1960 
tm the receipt of steel in 1963, there had been no realisation 
on the part of the Ministry or the Corporation that the 
delay caused in the procurement of steel was going to result 
in' heavy extra payment.<: to the foreign contractors. The 
whole question of procurement of steel had not been dealt 
with the care which it deserved. The matter should be in­
vestigated a,nd responsibility fixed for the heavy losses. 

D. Collapse of Urea Drying and Cooling Plant Building 
92. The Urea Drying and Cooling Plant building of 

the Fertilizer Scheme, which was under construction de-
partmentally collapsed on the 27th January, 1963 result-
ing in an estimated loss of Rs. 2.38 lakhs. The building 
had collapsed when the roof slab and 100 per cent of 
R.C.C. work was completed. The structural designs and 
drawings of the plant were prepared by Mis Engineering 
Construction Corporation Ltd., Madras based on the basic 
drawings furnished by the plant suppliers. The work 
was executed under departmental supervision. On the 
basis of a report of a technical Committee appointed to 
investigate into the matter, the Corporation came to the 
conclusion that the collapse was due to defect in design 
for which the designers were responsible. A penalty of Rs. 
7994 was recovered from the deSigners, as under the con-
tract designers' liability for defective design was limited 
to 3 per cent of the estimated cost of civil works for which 
the designs were supplied. 

93. The Te~hnical Committee expressed the following 
views on the collapse of the building:-. 

"It is not clear to us why for a tall industrial 
building of this type such a heavy roof involvini 
heavy beams with congested reinforcement with all 
the attendant difficu1tles of proper concreting' was de-
signed. By having a R.C.C. roof, the dead load is many 
times more than the live load anticipated on the roof. 
If a lighter roof had been adoEted all the diffit'ulties 
encountered in such a heaVy R.C.C. roofing would·have 
been avoided. We also feel that the Engineering 
Construction Company who are to prepar~ the detail 
civil engineering designs and working drawmgs should 
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have given detailed working drawings clearly indi-
cating the joints' in steel bars, order of constructions 
etc. We understand on enquiry that when the Eng!-
~ring Construction Corporation were asked to give 
these detailed dr~wings "~y the Corporation, the Cor-
poration was informed tnat these detailed drawings 
should be prepared by the construction branch of the 
NeY"eli Lignite Corporation 1;Jl~lves and" this work 
was not covered by the contr~!. ' 

94. ~gaf~~g fixing ~p r~pqrwi1~iUty th~t Committee 
o~rveq a.s follows;- " 

~'The Committee is satisfied that there has been 
no intentional lapse on the part of anyone concerned. 
with the constrJ,lction. The vast vol~e of, civil works 
that is ~ing qarried on, the Corporation undertaking 
execution of.'atrnost aU:civ.il' worp departm~ntaUy, 
lack" of previous experj.~ in. R;C.C. w~tks of " this 
type in the CotP:Or~ti~ EJilJ4eetB e:nd the generel 
pa~city of CivU,iA.glp.~.,~~ ~r.ble pra~Ucal" 
e~fjen.~ witA tQe, rM,Wt tb.t *~ CoJ1)Qration haQ, 
to, QJ.~e t4e b~l q~i.Qt,"~~[ativ:eJY l@s r:-
~rhm~ m~p.. ahai-Ja ,J,. ~~~~n resPOQIJib~ Or 
tP.,e, uWprtu~t.eap'~~ .. 

de:~ ~lt,:Ch~rtnj1~ of tre , C~oora"~ip'n stJl~e"d: d~rinff evi-

, " (i> ~f~ w~s: no a~~e ~~igq~~ to ~he~lt the ~igll~ 
supplied by the 'collabOrator or by someone 
appointed' by the collabOrator. 

(ii) In th, . E! c4'~wjqgs ,,' S~P1i~,J ~r ¥J~ F,:.c.<;:,. " Ltd., 
c~rtain d~1S, wbi.dl shp~, baye b~ men-
tioned, had not been given. . , 

(iii) Mis E.C.C, Ltd., had contended that under the 
terms of the contract detailed drawings were to 
be prepared by the Corporation, but the Cor-
poratioii's view was that the firm was obliged 
to give the designs with the drawings incorpora-
ted in it. 

(iv) It was true that there were defects in execution 
and constructioQ. due to lack of experienqeq. 
men in this particular type of construction. The 
question of re-checking a design w~s 4i1J.pqlt 
because it would necessitate havinR a Pllr!dlel 
estaQIishment to chec~. But it was probable that 
an experienced engineer would have detected 
faulty expression of t~ design. 

96. In a note furnished to the Committee subsequently, 
the Corporatiol} has stated as follows:-

"Normally, whenever R.C.C. works are taken up, 
bar bending schedules, are to ~ prepared by the field 
officers for guidance ~nd adoption by the bar benders. 
In the C~e of struct\U'tf~ in Fertilizer Unit the draw-

113(Aij,)~3" 
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ings supplied by the designers, Messrs E. C. C. con-
tained details of reinforcements to be adopted. In view 
of the designers' drawings themselves containing de-

. tails of reinforcement, and also in view of the volume 
of civil work to be completed before the erection of 
machinery being heavy and in arrears, the field staff 
in their anxiety to push through the work did not 
fully realise the importance of preparation of detailed, 
drawing for every such work". 

Checking 97. From the foregoing paragraphs it is clear that the 
at deaIcns main and contributory reasons for the collapse of the buil-
before ding were (i) faulty or incomplete design supplied by the 
execution. designers, (ii) non-availability of any experienced engineer 
of works to check the design, (iii) employment of engineers who did 
suggested. not h;a:ve experience ,'in this particular type of construction 

and (iv) execution of the work without first obtaining de-
tailed drawings. Reasons given in items (ii) , (iii) I and 
(iv) a:re within the Corporation's responsibility. The exe­
cution of work without obtaining detailed drawings was not 
proper. If detailed drawings had not been supplied by M/s. 
E.C.C. Ltd., the Ccwporation should have first obtained them 
from the firm or else should have had them prepared before 
'Undertaking execution of work. Such neglect CCljn result in 
heavy losses and even involve loss of life. The Corporation 
should enrure that the designs supplied by outside agen­
cies are checked by its own construction engineers and 
that there" is no defect in the execution of work. 

E. Cost of Production C)f Urea 
98. The following table shows the actual/estimated cost 

of production of Urea at various Urea producing plants in 
the country:-

(Rs. per tonne) 

Sindri Trombay Gorakh- Neyveli 
pur ------.. 

Raw materials' 103.77 91 ·53 113·53 roo'50 
Operating charges 237. 85 212.13 178,43 198,94 

Depreciation on 
main plant and 
machinery 140 .69 107. 08 100.62 174·33 

Administrative 9·28 8.86 
overhead 

Interest ~ loan 35·96 32.19 41.24-

491 ·59 446 ,10 424·77 523.87 
or or or or 

492.00 447. 00 425. 00 524. 00 
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99. Of the aforesaid units, Sindri is already producing 
urea. Trombay Plant has gone into production in Novem-
ber, 1965. Gor~khpur plant is still under construction. 
From the above statement, it will be seen that the cost of 
production of Urea at Neyveli is to be the highest as com-
pared to other units. This is mainly because of higher inci-
dence of depreciation on main plant and machinery which 
is due to the fact that at Neyveli a solid fuel, that is lignite, 
is gasified and the fuel handling, gasification and gas put:i-
fication plants are elaborate and costly. 

100. Asked as to how will this plant compete with other 
units in the country, the Secretary of the Ministry stated 
that the Neyveli Fertilizer plant had the locational advant-
age since there were no prospects of any other Fertilizer 
(Urea) plant coming up in the South. 

101. According to the information supplied to the Esti-
mates Committee in 1960-61, the cost of production of urea 
was estimated at Rs. 500 per tonne. This estimate was 
based on a capital investment of Rs. 26'10 crores. But the 
cost of the scheme has now gone upto Rs. 36' 19 crores and 
there has also been considerable delay in the" commence-
ment of production. The ,cost of production at Its. 524 per 
tonne as now estimated is higher than that of the actual/ 
estimated cost of other urea manufacturing units. But in 
view of the increase in capital cost and the delay in the 
operation of the Plant, the Committee are doubtful whether 
the Corporation will be able to produce urea even at Rs. 524 
per tonne. 

F. Sale Price of Urea 

102. The retention price of urea for the years 1964-65 to 
1966-67 for the Sindri unit has been fixed at Rs. 582 per 
tonne. The Corporation has assumed that it will get a 
retention price of Rs. 670 per tonne. This is because the 
cost of production at Neyveli will be much higher than at 
Sindri thus necessitating a higher retention price. The 
Corporation should see whether its cost of production can 
be reduced SO that there is some margin Of profit even at 
the prevailing retention price. 

103. The Committee were informed during evidence 
that with an investment of another Rs. 2' 70 crores the out-
put of urea could be increased from 152,000 tonnes to 
202,000 tonnes, i.e. by about 30 per cent. If this prop08al 
is implenw.nted, the cost of production will be brought 
down. If the Government is satisfied that the above is 
based on studies carried out by competent persons it could 
ask. the Corporation to initiate the necessary action for it. 
achteveme'lt. . 



BRIQUETTINO AND CARBONISATION SCHEME 

104. The Briquetting and Carbonisation Scheme envi~ 
ages the utilisat~on of lignItE' (It million·tonnes per alulum) 
for the production of 380,000, tohnes of carboni sed briquet-
tes for use as domestic fuel. 

A. Delay in Conunissionina 
105. The Scheme was conceiveQ in 1.957. The various 

stages in the completion of the scheme are inqicated be-
low:-

(i) A Pilot Plant valued at Rs. 25 lakhs received under 
'l'.C.M~ Aid commissioned in May, 1958. 

(p> ~ta»ep Project Report prepared in March, 1959. 
(iii) 'Eenders invi~d in July, 1959. 
(iv) Tenders received in January, 1960. 
'v) J?ropo~l b~e<l on quotations, submitted. to Gov-

. e.rnm.~nt in .rune, .1960. 
(vi) Contract with the suppliers signed in March, 1961. 
(vii) Plant commissioned in August, 1965. 

106. According to the report of MIs. Powell Duqryn Te-
chnical Services Ltd. Consulting Engineers of U.K. the 
plant was scheduled to commence production in 1961. But 
as stated above by.1961 only the eontract for supply of 
plant and equipment could be signed. 

107. Tho4-gh the tenders were received early in Janu-
ary. 19~O, the Corporation took 6 months to put up the final 
proposal, based on the quotations, to the Government and 
G overnm~nt took another 9 months in accordJng approval. 
Bpth the intervals are stated to have been utilised for car-
rying out negotiations with the tenderers. Government also 
took sometime in arrangin~ foreign credit. The Commit­
tE!e consider that a period ot about 15 months taken in ril"-
ing the contract after the receipt of tenders was unduly 
long. 

B. FaUure of LO. uul, F.O. Fans 

lOB. It has ~en stated that when the process steam 
plant was put on trial runs in December, 1964 the l.D. and 
F.D. Fans supplied by an Indian finn failed due to the 

30 



31 

shaft giving way. Examination revealed that it was due 
to defective manufacture. The fans were ordered by 
Foreign Contractors, Mis. Ansaldo Italy on MIs. Keymer 
Bagshawe, & C.o. (India) Private Ltd., Calcutta. It be-
came necessary to replace the fans by imported sUbstitute 
from Italy. This further delayed the commissioning of the 
Plant. Production of carbonised briquettes commenced in 
August, 1965, The Ministry have stated that the Director 
General of Technical Development was looking into the 
question of supply of defective fans. 

109. It appears that the fans were not tested by the 
Corporation or the foreign experts to ensure that they 
were according to the specifications supplied to ~e Indian 
finn. The Corporation did not incur any loss on this ac-
count because the fans were replaced by the foreign sup-
pliers at their own cost. However, production was de-
layed by a few months. 

C. Cost of Production and Sale Price of Briquettes 

110. The cost of production of briquettes (LECO is its 
trade name) was originally estimated at Rs. 110.00 per 
tonne on a capital investment of Rs. 19:37 crores. At full 
production. the present estimated cott of carboniBed bri-
quettes is about Rs. 120 ·~er tonne. The cost of lignite for 
the purpose of calculation has been taken at Rs. 13 per 
tonne. 

111. The sale price of the carbonised briquettes is fixed 
at Rs. 160.00 per tonne ex-works. The charges for pack-
ing, loading, taxes etc. have been estimated at Rs. 35 per 
tonne. The briquettes would thus cost Rs. 195·00 per tonne 
in the market. In assessing this price, the Corporation has 
taken into consideration the prevailing sale price of the 
firewood which varies from Rs. 55 to Rs. 85 per tonne as 
between mofussal and city markets. On an average 3· 5 
tonnes of firewood can be taken as eqUivalent to one tonne 
·of LECO (measured in terms of heating value). Viewed 
from the commercial angle, the price which LECO can 
bear in the mofussal market will be about Rs. 55x3.5 i.e., 
Rs. 192 per tonne. 

112. The Corporation. ha, taken. due care in fi:ri-n-g the 
sale price of the carbonised briquettes 80 as tel make it com-
petitive with firewood. But it will have to educate the 
people about the advantages of LECO over fireWOOd be-
caU8e of the f.act; that its heating value is "3l times that of 
firewood may not be known or fully appreciated. 

D. Production of Carbonised Briquettes 
113. The Bri9uetting and Carbonillation Plant com-

menced productIOn on the 9th August, 1965. The month-
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wise production and sales figures of the carbonised bri-' 
quettes are furnished below:-

Month 

August, 1965 
September, 1965 
October, 1965 ' 
November, 1965 
December, 1965 
January, 1966 (upto 

23. 1 . 1966) 

TOTAL' 

Production of 
Carvonised 
briquettes 

(Tonnell) 

1014 
2023 
II9 

4748 
2314 
4528 

14746 

Sale of car-
bonised bri-

quettes 

(Tonnes) 

299·28 
886,17 

1261.62 
4184.00 
2553·00 

9184'°7 
--_._---------.,.------------

114. Against the annual rated capacity of 380,000 tonnes 
-of briquettes, the production of carbonised briquettes for 
the next three years has been assumed as follows:-

1966-67 
1967-68 
1968-69 

86~30 tonnes 
261,620 
269,000 

II 

" 

115. Though the plant would be completing a period of 
more than 3 years, the estimated production of carbonised 
briquettes works out to 70% of the rated capacity in 1968-
-e9. 

U6. The Committee were infonned that the production 
.of carbonised briquettes was proposed to be kept low be-
~ause the market was in the process of being built up and 
it was proposed to adjust the production to otT-take. The 
'Chairman of the Corporation stated that there was a good 
consumer demand but he was not sure whether it would 
measure upto 380,000 tonnes per annum. Another appre-
hension was that the Corporation would have to compete 
with firewood and charcoal merchants. The estimate of 
269,000 tonnes of production by 1968-69 was a conservative 
estimate keeping in view the difftculties that might have 
to be faced, but efforts would be made to increase the 
'Sales. 
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117. The break-even point for the briquettes and Carbo- Vigoro~ 

-nuation Plant is about 260,000 tonnes ()j production of car- sales 
bonised briquettes per annum. The production in 1968-69 program· 
is assumed at Rs. 269,000 tonT!.es. It follow, that tit! 1968- me for 
69 the scheme will not make profit. To show a reasonable Briquet-
profit the plant has to be worked much above that point. tes Sug-
.since the plant can produce according to the rated capacity, gested. 
the CorpOration's approach should be towards vigorous 
.sales programme so that the production can be taken up 
to the maximum. 

E. Marketing of Carbonised Briquettes 

118. To introduce the carbonised briquettes i.e., LECO 
to the public the following sales programme work has been 
undertaken since July, 1964:-

(i) Participating in exhibitions for conducting 
demonstration of the burning of cLECO·. 

(ii) Distribution of pamphlets depicting the proper-
ties and uses of LECO. 

(iii) Publicity through mobile demonstration vans. 
~iv) Advertisements through the medium of dailies, 

journals and souvenirs. 
(v) Appointment of selling agents: 
(vi) An incentive ~heme of allowing rebates for 

off-take of 100 tonnes and over per month has 
been introduced with effect from 1st January, 
1966. 

119. During evidence it. was stated that the selling 
agents appointed by the Corporation were asking for a 
higher margin of profit and a higher selling price to the 
consumer. If the Corporation was not able to reach the 
consumers through the agents it might have to sell the 
product through departmental depots. 

F. Sale of Briquettes to Industrial Units 

120. Section III (2) (d) of the Memorandum of Associa-
tion of the Corporation enjOins upon it to carry out all 
kinds of business relating to supply and sale of industrial 
and domestic fuel produced by the Briquetting and Carbo-
nisation Plant. When asked whether the Corporation had 
explored the possibility of utilisation of the briquettes tor 
industrial purposes, the Secretary of the Ministry stated 
that the production of briquettes was on a limited scale 
and was meant for domestic consumption. However, th~ 
Corporation would meet demand for small quantities of 
briquettes by some industry. 
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121. It has been pointed out in para 116 that the Corpo-
TatWn prDp06ed to keep the production at a lower level 
deliberate~y because the consumer demand was not certain.. 
In 'View of this the Committee feel tha.t the C01'porcttion 
should have made attempts to find out industrial consumers 
for the products. If this had been done, th.e Corporation 
could have accel.erated the rate of production and sold the 
entire quantity for domestic and industrial uses. This may. 
now be done. 

G. Cost Estimates of Civil Works 

122. As against .8n expenditure ofRs. 153' 51 1akhs sanc-
tioned in April, 1964 for the Civil Works of the B. & C. 
Scheme, the actual expenditure on· this account was esti-
mated at Rs. 260' 06 lakhs which showed a rise of about 
70%~ The Chairman of the Corporation stated during 
evidence that it was due to an under-estimate. It was 
added that no norms were available to prepare estimates 
for this type of construction, but the future estimates 
~ould be reasonably accurate in view of the experience 
gained. 
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CLAY WASHING SCHEME 

A. Short.fall in production 

123. With a view to utilizing large deposits of China 
Clay occurring immediately above the lignite seam which 
have to be removed as a part of the overburden, a Clay 
Washing Plant has been set up at a cost of Rs. 14.3 lakhs 
with a for~ign exchange element of Rs. 89,000. This clay 
can be used for the production of high tension and low ten-
sion insulation, sanitary ware, crockery and ceramics of 
various descriptions. The Plant went into production in 
December, 1961. The annual rated capacity of washed clay 
is 6000tonnes per year (Rated capacity for the year 1961-62 
being 1500 tonnes) while the production of washed clay for 
the past four years has been as follows:-

Year 

1961-62 

1962-63 

1963-64 

1964-65 
TOTAL 

Production 

250 

I 469 
4310 

2536 

124. In the Audit Report (Commercial), 1965 it was 
$tated that the shortfall in production was mainly due to 
defective functioning of the Plant. 

125. The Corporation has stated that a trial run of the Defecta iD 
machinery was taken before accepting \t, but the defects Forklnl 
were noticed during the course of operation in Decemberl Plant. 
1961. The defects were rectified in May, 1963 and the ratea 
capacity was attained. The delay of 11 years in removing 
the defects in the plant was due to the fact that the supply 
and erection contractors, MIS Don Oliver, did not have 
experience in the operation of such a plant but they were 
appointed because the mechanism was similar to any filtra-
tion plant and they had experience of dealing with like 
components. . 

35 
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B. Accumulation of stoeks 

126. The production and sale figures of washed clay for 
the past three years is indicated below:-

Production Sales 
Year (Tonnes) (Tonnes) 

1961-62 250 1 (sample) 
1962-63 1469 497 
1963-64 4310 1568 

--------- . 

127. As on the 31st March, 1964 the quantity of washed 
elay in stock was 3908 tonnes which worked out to 64' 8 per 
.cent of the total production of the plant from the date of 
its commissioning. Audit Report (Commercial) , 1965 
pointed out that no effective steps have been taken by the 
·Corporation to increase the sales. Instead, it was decided 
in March, 1964 to reduce the monthly production from 500 
tonnes to 250 tonnes till the stocKS were cleared. 

128. Asked as to why there was not sufficient market 
for the' washed clay, the Chairman of the Corporation stated 
that the manufacturers, who had earlier agreed to buy 
the clay, later stopped buying. It was learnt that the 
foreign collaborators of those manufacturers had pOinted 

·out that they had agreed to a guarantee of the product on 
the basis of a particular compOSition which this clay did 
not satisfy. The Corporation carried out laboratory 
experiments to prove that if their clay was mixed in a 

·certain proportion, the glazing would not be. affected. The 
manufacturers then agreed to buy the clay, but the Cor-
poration found that there was not enough recoverable clay 
from the mine. 

129. The Committee feel that if adequO/te and timely 

) 
,Bteps had been taken to develop th.e 't1U1Tket fOT the Washed 
Clay, the question of accumulation of stocks and the neces­
aity of Teducing pToduction for want of sales in the i!arlier 
years would not hfJ,ve aTUen. 

C. Suspension ofproduc:t.ion of Clay 
130. In July, 1965 the production of washed clay was 

.. suspended as sufficient clay for continuous running of the 
plant was not available. It was stated that clay occurs 
only in patches and packets. Difficulties had arisen in 
.selective mining of the clay with the available specialised 
mining eqUipment. What is practicable now is that when-

.ever clay is available in mineable thickness of about 3 
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metres it will be excavated and stocked and when it is 
.enough for running the Plant continuously for 6 months, 
the washing of the clay will be started. The Committee 
desired to know as to why the short recovery of clay could 
not be foreseen at the time of installation of the Plant. 
The Chairman of the Corporation stated that the investi-
gations carried out in the past related only to lignite and 
sufficient data was not collected regarding clay. He added 
that the recovery of clay in sufficient quantity was only a 
reasonable expectation. Explaining the future prospects 
about this Scheme, he stated that a geological division had 
been set up which shall prospect in advance for the pockets 
of clay and there would be good recoveries of it after about 
18 months. 

131. It appears from the aboVif that the future prospectsi 
of the scheme are uncertain. This is another instance-: 
where machinery with excessive capacity has been purchas­
-ed from abroad without carrying out any advance studies. 

D. Cost of Production 
132. The cost of production and sale price of washed 

clay during the years 1962-63 to 1964-65 was as follows:-

(Ra. per toones) 

Year Cost of Sale Price 
production 

---
1962-63 284 135'00 

1963-64 189 135'00 upto 
3C>-9-63 

1964-65 209 128'00 from 
1-10-63 

""_.- -------
133. Thus the cost qf production of washed clay has 

been much higher than the' sale price. The Chairman of 
the Corporation admitted during evidence that the Clay 
Washing Plant could not be sustained as a separate unit 
and had been attached with the Mining Scheme. The cost 
of production would go down if the plant was worked and 
depreciation charged on the basis of hourly working 
instead of monthly or daily basis. 

E. Discrepancies in figures of stock of clay 
134. During evidence it was stated that out of the book 

figures of washed clay 3191: 502 tonnes had to be written off 
-The Fertilizer Corporation of India bid purc:bued two Stamping 

MlCbinu (r.oatiog about RI. 15 Jakha) which had been lying idle for the 
laat III';VCD years (S., para 39 of the 6th Report of the Committee 011 

PubUc Uoderlakiua). 
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due to over-estimates. Giving an account of the wrong 
stock figures, the Chairman of the Corporation stated that 
in the initial operation of the plant, the washed ·clay output 
was estimated from the number of filter cakes formed 
because ~he plant did not have any mechanism for weigh-
ment. If the cake was fully formed and was of a certain 
density, it would have a certain weight. If it was lower, the 
weight would be less. The weight of the washed clay was 
calculated on the basis of the number of cakes, assuming an 
average of 28% as rate of recovery and production figures 
were not checked for a period of 16 months and sales were 
effected. It was then noticed that the quantity available 
in stock did not tally with the book figures. A check re~ 
vealed that there was a shortage of nearly 3191. 502 tonnes 
of washed clay. Sin<:e there was no weighment and because 
the figures of 3191.502 tonnes was an over-estimate of pro-
duction, it had to be written off. 

135. It is regrettable that th.e quantity of washed clay 
produced was entered in the books on approxhltate basi8 
without carrying out actual weighments. The total quan­
tity of Clay produced tin 1964·65 was itself not much. That 
the v4riations in book figures and the actual stock showed 
a short«ge of 3191: 502 tonnes is all the more surprising. 
Perhaps the washo!d clay was also sold withou.t weighment. 
The Committee are not convinced with the reasons given in 
this connection and desire that the matter should be in­
v.estigatled and responsibility fi,:red. 



BY-PRODUCTS 

A. Research on Availability of By-product. 

l~~. In order to'explor~ fully the possibility of utilising 
lignite and its by-products etc. a laboratory was set up at 
Neyveli as early as 1951. The work so far done in this 
laboratory has highlighted the availability of varipus by-
products so that further industries based on them could 
be developed. The Laboratory is at present engaged on 
the following items of work:-

(1) High temperature coke from r,reyeU Li~ite 
for use in metallurgical industr1es~ . 

(2) Utilisation of fly ash, whiCh will be a by-pro-
duct under the Neyveli Thermal P.oW(4', Station, 
as a substitute for cement in cQncre~ and hoijow 
blocks. . 

(~) Maki~g of light weig.,ht aggre~ate from fly ash. 

(4) Electrode carbQn frozplignite W. 

(5) Ut,ili$ation of N,eyveli liBn1-te char for tb~ pro-
duction .of Salem Iron Ore. . 

(6) Ceramics from Neyveli Clay processed in the 
Clay Washing Plant. 

(7) Preparation of sand from rejects from the Clay 
Washing Plant for glass manufactur~. 

(8) Recovery of wax from lignite. 

(9) Hydrogenation of lignite tar to make different 
grades of fuel oils. 

(10) Char fines and briquettes chip$ for use in brick 
kiln ap.d other indust,ries. 

(11) Utilisation of char fines 88 dom,estic fuel. 

(12) Refractories from fire clay. 

39 
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B. By-products from Briquettior and Carbonisation Plant 

137. The approximately quantity of by-products deri 
from the Carbonisation of lignite briquettes is given 
below:-

81. Name of the product 
No. 

1 Tar 
2 Middle Oil 
3 L!ght Oil 
4 Kerosene 
5 Carbolic Acid 
6 Ortho Cresol . 
7 Meta Cresol" . 
8 Xylenols 
9 Polyvalent phenols . 

Estimated 
Quantity at 
full produc-
tion Tonnesl 

annum 

37,800 
20,100 

300 
5,900 
1,340 

580 
1,340 

585 
l,400 

138. It is stated that tar products produced for the first 
time in this country will be a good source for the establish-
ment of numerous chemical industries. When the B. & C. 
plant goes into full production the foreign exchange saved 
by the production of these by-prdoucts, is expected to be of 
the order of about one crore of rupees per annum. 

139. The Madras Government had constituted a sub-Com-
mittee in 1962 to study the utilization of the by-products 
that will be available from the Briquetting and Carbonisa-
tion plant at Neyveli. The Sub-Committee has been 
examining the following schemes:-

(i) utilization of tar and manufacture of electrodes. 
(ii) utilization of Ortho, Meta and Para Cresols. 
(ill) utilisation of char for various ranges and the 

utilization of Xylenols and Polyvalent Phenols. 
(iv) utilization of middle oil for the manufacture of 

Methanol and Formadehyde. 
140. Asked whether the Corporation has begun produc-

ing the varioUs by-products expected from the Plant, the 
Chairman of the Corporation stated that by April, 1966 
some of the by-products would be coming out. He added 
that plants for their production were ready, but had not 
been commissioned because the feed stocks had not been 
accum~lated in sufficient quantity to enable continuous 
operation. • 
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141. The Briqu.etting and Carbonisation Plant Commen­
ced operation in August, 1965, .but the by-products plant' I 
have not started working yet. The sale of the by-products 
wUI improve the over-all profitability of the scheme apart 
from the fact that it will sQ(Ve a considerable amount of 
foreign exchange expenditure now being incurred on im.-
porting th£se products. The Corporation should exped~te­
the commissioning of the by-product plants. 

C. Melamine Plant 

142. Melamine is an important raw material for plas-
tics. A proposal to manufacture 15 tonnes of Melamine 
per day has been put up by the Corporation for Govern-
ment's approval. The capital cost of the plant has been 
estimated at Rs. 162 lakhs (including foreign exchange 
element of Rs. 60 lakhs). The scheme envisages the utili-
sation of surplus capacity in the Ammonia and Urea 
Groups of the Fertiliser Plant. This in-built surplus 
capacity is to the extent of 33 per cent. If the scheme for 
Melamine plant is not sanctioned, the alternative proposal 
is to increase the urea production itself by about 30 per 
cent by adding certain balancing equipment which would 
cost about Rs. 2 crores. 

143. No convincing reason has been advanced to the" 
Committee for providing built-in-surplus ammonia capacity 
to the extent of 33 per cent. However, as the pOSition is~ 
the setting up of the Melamine plant would take time after 
the sanction from Government is received. Thus th£ su"-
plu.s capacity of ammonia would remain unutitiSed till 
such time as this plant is installed. Government should 
take a deciBion as to how this surplus capacity should be 
u.tilized. 

D. Fly Ash 

144. About 40 tonnes of lignite fly ash per day is avail- u .. ot 
able from each 50 MW unit in the Thermal Power Station. 1'17 ..... 
A large amount of research work has been carried out in 
various countries for the utilisation of fly ash as mortar, 
bulk flll, grout, concrete, industrial raw filler ~nd raw 
material for brick, block and light weight aggregate mak-
ing. Investigations have been conducted at Neyveli on the 
utilisation of fly ash for making hoUowblocks for building 
construction, for making concrete and aggregate and also 
for its utilisation as a binder and flocculating agent. 'rests 
conducted at Neyveli indicate that it is ~sible to manu-
facture good hollow blocks by,replacing at least 50 per cent 
of cement now used in the making of hollow blocks by fly 
ash. The Corporation has been making use of 50% fly ash 
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with cement in making hollow blocks. The production and 
sale of fly ash during the last two y~ars were as follo.ws:-

Year Production 
(T.ontles) 

Sales 
(Ton1te&) 

2.2.82. 

7306·777 

Sale of 145. Audit Report (Commercial) I 1965 pointed out that 
n)' Ash. during the year 1'963-64, 2282 tonnes of,fly ash was Sold at 

J Rs. 10/- per tonne and the balance quantity of 39,135 tonnes 
valu~ at Rs. 3·91· 1akhs yV~sCi'8.ppe~f for lack of· stOra~ 
facilities. Sltles promotion effottS· made till then hgd:not 
resulted in any aubstantia~ in~rease in saleS. . . , 

lDcreue 
In Sales 
tuapst.. 
eel 

1~.The Corporation has stated that fly ash is an indus-
trial. waste and 1~ is not worthwhile to provide storage 
facili~ie8 for it; This material nonnally pOses a dispoSdl 
problem to mOft of the Thermal Stations in India and' 
abroad. ' 

147. At present the fly ash is sold to Government 
D~partment~ and the Governtp.eIlt authori~ed contr~ctors 
for m~p.u~acturi~g R.C.C. po~~. ~om ~~YI ~, fly ~~h 
i$ bei~ suppliecJ to ~Is. India C~en~ ~ta •. at the rateQ~ 
200 topneli per dllY. b is tq!! policy of the 1'4allagelp.e~~ 
not to issue 'fly ~~h to p'riyate. parti~ as th~re is a risk or; 
its befng misused. i~ aU· p.l"()p,ortions witp, ~(,l~tland ~~rt).ep~ 
anq sQld as such. . , 

148. The Committee notice that from 75,000 tonnes of 
fly ash produced annually, the revenue could be oj the m-tUr 
of Rs. 7·5 la.khs. Instead of m.erely treating it as a dis­
posal problem, the C01'pOTa~()n should consider it as an 
important source of revenue and make efforts to sell the 
entire quantity. The reason put forward for nQt selting 
fly ash to private parties i$ not con~jnci1H1. The Corporq.­
tion should consider sellin.g it tq Cl!1l reputable parties. 
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ORGANISATION AND PERSONNEL 

A. Board of Directors 

149. The management of the Corporation vests in a 
Board of Directors appointed by the President. The Board 
of Directors consists of 10 members and includes two re-
presentatives nominated by the Madras Government. 

150. The present composition of the Board is at Appen-
dix I. 

151. From the personnel of the Board of Directors, it is 
seen that there are representatives of the Ministries of 
Finance and Irrigation and Power .. ' Fertilizer scheme is one 
of the constituent units of the Corporation, but there is DO 
representative from the Ministry of Petroleum and Chemi-
cals which is the administrative Ministry for fertilizer pro-
duction in the country. The Committee consider that for a 
proper liaison in the matter of production and distribution 
of fert.iliser produced a't Neyveli, it will be useful to have 
a representative of the Ministry of Petroleum and Ch,emi. 
cals or the Fertiliser Corporation of India on the Board of 
Directors of the N eyveli Lignite Corporation. 

B. Staff 
152. The following table shows the estimated require-

ments of staff and the staff act':lally in position during the 
year 1964-65:-

-----------
Name of the Staff Re- Staff Total 

Scheme as per quire- actu- Staff 
D.P.R. ments ally that 

as sane- emp- would 
tioned loyed· be em-
on as on ployed 

31-3- 31-3- where Remarks 
1965 1965 the 

scheme 
is at 
full 
pro-
duc-
tion 

I 2 3 4 5 6 

Mini!:, 1558 3494 2775 3231 The employment will 
be restricted to the 
figures indicated in 
column 5. 

43 
113(Aii) LS-4. 



Reasons 
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44 
--- .. -.----.. -- . - ------- ----_ .• __ ._- ----

1 3 4 

Thermal 

Fertilizer 

~nc aDd 118.6 919 801 
,Cut>oniQtion 

5 6 

The f\gu.re i~ column' 
S ia with reference 
,to 250 MWatatiOll of 
~ Themialatation. 
The additional em-
plo~ent (Column-
4) IS against the re-. 
quirements of the 
VI&VII Units. The 
aDlployment in 6001 
MW stage will be 
rettricted to a little: 
over 3 per MW. 

1840 "I Employment will be' 

S restricted itO the 
887 figures indicated·in 

. Column s. 

C. Staft in Mining Scheme 
153. It is seen that in the Mining Scheme, the staff em-

ployed at full production stage would be almos.t ·100 per oent 
more than that estimated in the project report. The Corpo-
ration has stated that this is dqe to the fact that the provi-
sion of personnel for operating the Bucket Wheel Excava-
tors, Spreaders and Conveyors made by the consultants 
was an under-estimate. No provision for staff was al~o 
made for cleaning the excavators and conveyors, for pre-
paration of tracks for :ijucket Wheel Excavators and for 
cutting and maintenance ·of drains in and around the mines. 

D. Stal in Thermal Scheme 
154. In the Themial Scheme, the staff employed at 

250 MW stage is 1205, i.e .. three times the number (363) 
envisaged in the project report. The Corporation has 
given the following reasons for employing more staff-

(i) lignite due to its high moisture content is a 
difficult fuel to handle and requires more staff. 

{,U) Pr~ject Report envisaged fiy ash and slag to be 
tr~ted in Railway Wagons. But these are 
trall£l)Qrted in automobile vehicles. This re-
qu.ires more labourers. 

(Hi) Detailed Project Report did not provide staff for-
cleaning lignite dust and fly ash. 
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(iv) Petailed Project Report is based on norms obtain-
ing in U.S.S.~. where skilled personnel a~' 
availab,le. ~t Neyveli due to lack of experience~' 
staff mare men have to be employed to safeguaJ;d . 
the equipment ~d operate it." 

t~5. puring evidence the Cpairman of the Corporation', 
stated. that it was im,possi'ble to work with the number of' 
staff provided in the Detailed Project Report. . 

156. A statement giving the strength of personnel emp- Staff in 
loyed in three coal fired Thermal stations and Neyveli is other 
f~rnished below: - Tbennal 

S1. 
No. 

I Bokaro 

Station 

2 Duri~ur. 

Capacity 

3XSo MW 
IX7S MW 
=22SMW 

2X7S MW 
=ISO MW 

---------- . 

Persons omployed 

Total Per Per 
unit MW 

.. ,._---_. , .. _._ .... -. __ n," 

628 157 2'8 

SII 2SS 3'4 

( 

3 Bandel 

4 Neyveli 

4X7S MW 
=300 MW 

6xso MW 
=300 MW 

767 

1344 

192 2'56 .. 
224 4'4S 

157. Thus the staff per MW employed at Neyveli is much 
higher than that employed by the other Thermal stations 
mentioned above. The Committee were informed that the 
existing staff in the Thermal Station would be reduced by . 
7 to 10 per cent from April, 1966, and the surplus staff. 
transferred to the new Thermal units being set up under 
the expansionacheme. The Corporation ,also hopes to 
attain the norm of 3 to 3·5 per MW when the Thermal 
Station reache'600 MW capacity. . ; 

) 

StatiODl. 

........... , 
. ,.. .'! 

... I! •• ,,-

158. The Committee could aPP""eciate a small increCJ4ioe' ·Need to 
in staff employed over the number envisaged in the pro- reduce 
ject report, but that this variation shottldbe three to four' ~tatf. 
times the number envisqged in the projectrepo'rl is ra.thef' 
surprising. Such variations affect the utimates of erpen:' 
diture and vitiate the economics of the scheme. The fact 
that the Corporation 1uJ.s deCided to reduce the staff in the I 
Thermal Plant by about 10 per cent itself shows that there' 
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JJOJS scope for reduction. T1ut Corporation should cons­
ta.ntly review the deployment of staff at vari01.l.B levels in 
,.elation to the work load and make efforts to bring down 
the number to the minimum. Adequate training should 
be given to the vari01.l.B. categories of personnel so tha.t 
their output becomes comparable with that of per,onnel 
employed in comparable establishmen.ts in foreign coun.­
tries. Efforts should also be made to train unskilled work-
ers jor skilled job. . 

E. Staff in other Schemes 

159. The Fertilizer and Briquetting and Carbonisation 
Schemes have recently gone into production and will take 
time to reach rated capacity. A comparison of the staff 
actually employed with the staff originally envisaged will 
be possible when the plants reach full production stage. 

F. Training of Apprentices 

160. To meet the requirements of engineering person-
nel a number of posts of Special Grade Apprentices were 
sanctioned. The number of posts sanctioned and the 
recruitment made against these posts from year to year 
are given below: - . 

Sanc-
tioned 

Filled up Special 
Grade 
Apprentices , S9 '60 '61 '62 '63 '64 

--------- ---
Civil 100 7S 148 73 19 7 
Mechanical 75 79 19S 272 292 17 
Eectrical 59 25 120 17S 136 IS I 

Chemical 16 26 5 12 I 

Mi,ning 20 IS 23 

---161. It will be noticed that as against the lanctioned posts 
of Special Grade Apprentices, the number of persons actu-
ally recruited was much higher as indicated below:-

Civil-l48 in 1960 (against 100 sanctioned). 

Mechanical-19s,272 and 292 in 1960, 1961 and 1962 res-
pectively (against 75 s..:nctioned) 

Electrical-I2o, I7S and 136 in 1960, 1961 and 1962 respectively 
(against 59 sanctioned). ' 
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162. The Corporation has stated that in some years, Spe- ReIlMJllS 

cial Grade Apprentices over and above the anticipated re- forlaqe 
qUirements had to be recruited to fill up the vacancies in reenaI.tI.. 
the posts of Section Officers as a result of "flight of person- .... 
nel". It was added that if the sanction of Special Grade 
Apprentices and the Section Officers is taken together, 
there had been no excess of appointments over the sanction-
ed strength. The number of apprentices who left the ser-
vice of the Corporation is given below :-

----- .-----_. 
Special Grade Apprentice 

Civil· 
MeChanical 
Electrical 
Mining 

No. left. 

11·7 
169 
143 . 
24 

163. The Committee are not convinced that there could be 
sufficient justification to Tecruit yearly 195, 272 and 292 Ap-
prentioes (Mechanical) against a sanctiOn of 75 posts or to 
appoint 120, 175 and 136 Apprentices (ElectTical) against 
a sanction of 59 posts. While some margin can be allowed 
for excess recruitment to replace those who resign etc., re­
cruitment to the extent of three to four times the number 
sanctioned is far in excess. 

G. Premature Training of Apprentices for Fertiliser 
Scheme 

164. In accordance with the decision taken in July, 1957 ......... 
and September, 1959 to train 200 apprentices for employ-of. __ 
ment in the operation and maintenance of the Fertiliser... 57 's 
Plant to be set up at Neyveli, the Corporation sent the tratDed. 
following batches of trainees for two years training at . 
Sindri Fertilizers . 

.. ----
Batch No. Numb~r ofap- Date of report- Date of comple-

prentlces. ing for training tion of 
at Sindri traini~_._ 

1st 24 Chargemen July/August, June & Novem-
and 

43 Operators. 
1958 ber,196O 

2nd 17 CbaJgcmen 
and 

December, 1959 August, 1961 

6 Operators. 
ltd ua Chargemen, January/Pebruary, November, 1962 

6 gc:~tors and 1961 
4 enusts. 



'.':. • '1, " 

i'" :.".11'':': , #,' .. ~ 

Reasons 
for pre-
mature 
training 
program_ 
me. 

;..: ... ,,-:,'4., 
,'f.:,\-.. ' 
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:' 165. Audit Report (Commercial), 1965 pointed out that 

,owing to premature r.ecruitment of Apprentices, and avoid-
.able expenditure of Rs. 17' 53 lakhs on salaries and allow-
,~~es of the trainees from the date of completion of the 
training to August/September, 1964. had been incurred. 
This loss will be augmented due to further delay expe~'red 
in· die commissioning of the Plant. 

166. The Corporation 'has stated that they had not anti-
cipated any delay in the commissioning of the Fertilizer 
Plant, wilen the programme of training was taken up in 
July, 1957. It was also not possible to cut short the period 
of training after its commencement and to dispense with 
the services of the trainees, even when it was seen that 
the plant was not going to be completed as scheduled. 
As these trained personnel were later on utilized' for the 
preparatory work connected with the erection of the plant, 
the Corporation considers that the training given to 
apprentices has incidentally benefitted them. n is also 
stated that the Sindri Unit of the Fertilizer Corporation of 
India was not in a.position to entertain the Apprentices of 
the Neyveli Lignite Corporation from 1961 onwards for the 
reason that the training places in. that Unit were oeing 
fully utilised to train Apprentices of that Corporation. 

167. Th.e training course of tlre apprentices commenced 
in Ju1.y / August, 1958. The tenders for the Fe1"tiU.zer 
Scheme were floated in May, 1958 and the contract with 
t1}e foreign suppLiers was signed in October, 1959. The 
completVon oJ a Scheme of this nature takes about: jour 
years from the date Of signing of the contract. Thus it 
was not difficult to forsee even in 1958 that the scheme 
would not be completed till 1963.· To have the first batch 

.trained by June and November, 1960 was thus premature. 
ft appears to the Committee that ina bid to have the trained 

~ personnel at the earliest, the element of tim~ that was to be 
taften in the more dijJicu}t and complicated WOf'k of commis­
sioning the scheme was lost sight of. The COrpDf'at,on 
should have kept the trainimg programme in abeyance till 
the contract with the foreign suppliers was finalised and 
sl)Tfl'e clear picture emerged regarding the erection of .the 
plant. 

Hi8. The plea of the Corpora.tion that the trainees were 
utilized on the preparatory work of erection of the Ferti­
lizer -Plant is not convincing because Stl.Ch utlisation was 

. incidental. It could at best be said tha.t having trained 
th.e men, the Corporation thou.ght it advisable to use them 
in the erection work for which some recruitment wouttl 
have otherwise become necessary. 

169. The trainees have executed bonds for serving the 
Corporation for a period of five years a.fter the completion 
of training. Out of 150 trainees, the bond period in res-
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pect Gf the first batch of 67 trainees is already over. The 
bond period of 23 trainees will be over by J\ugust, 1966. 
The Chairman of the Corporation felt that after the bond 
period was over, judged from the morale of the trainees, 
the Corporation would not lose more than 10-20 per cent 
and that too would be to the other public undertakings. 

H. Surplus Engineering Staff 

170~ It is stated that 186 Civilian Engineering Person-
nel (14 Degree holders and 172 Diploma Holders) would 
become surplus after the Fertilizer the Briquetting and 
-Carbonisation Schemes are completed. The then Minister 
()f Steel and Mines announced in the Lok Sabha on the loth 
December, 1965, that out of these the Corporation would 
absorb 99 Engineers and the Government would try to 
:absorb others in :various Industrial Undertakings. 

171. During evidence the Chairman of the Corporation 
.apprehended some difficulty in the absorption of surplUs 
personnel in other undertakings. Under the Industrial 
Disputes Act persons drawing less thanRs. 500- per month 
are treated as "Workmen". Thus jUnior Engineers - on 
becoming surplus in one undertaking become junior-moat 
when' they join other undertakings. In case of retrench-
ment, these personnel are the first to go. The Chah'tnan 
()f the Corporation felt that something should be done to 
resolve this problem. The Cotnmittee are infOrmed that 
the problems relating to employees becoming surphiS- to 
the requirements of various public sector undertakings 
-are being dealt with by the Bureau of Public Enterprises. 

172. There is a case JOT giving due p'rotection in the 
matter of seniority, promotion, etc., to technical personnel 
who become surplus at one undertaking and join another 
undertaking. Government might examine how best this 
could be done. 

1. Mining Engineers 

. " .. 

173. The Corporation does not expect any shortage of Shortate 
qualified engineerin,g personnel in the civil, mechanical, of Mining 
€lectrical and chemical categories during the next five Engineers. 
years. However shortage of mining engineers with 
statutory qualifications is expected to some extent. The 
Corporation is not getting Mining engineers with :i4'irst 
Class Colliery Certificate for filling up posts of Under 
Managers. The Committee noticed that against the sanc-
tion of twenty posts every year for training of Special 
Grade ApprenticE's in Mining, only fifteen and twenty-
three persons could be recruited in 1960 and 1961 respec-
tively. There was no recruitment in this category during 
the years 1959 and 1962 to 1964. It seems that out of the 
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thirty-eight Apprentices recruited, twenty-four have al-
ready left the Corporation. 

174. During evidence the Chairman of the Corporation 
stated that owing to limited prospects at Neyveli Mines, 
there was frequent flight of mining engineer3 having First 
Class certificates. These were bein~ replaced by mining 
engineers with Second Class certificates after getting 
temporary exemptions from th.e Chief Inspector of Mines. 
The Chairman also expressed the view that the conditions 
of Neyveli open-cast mine were more 'akin to civil engi-
neering than mining and the statutory qualification of 
First Class certificate in colliery with experience in under-
ground mining was not nec~ssary. The Ministry whose 
help in the matter was sought by the Corporation have 
stated that according to their assessment there was no 
shortage of Mining Engineers in the country. The Cor-
poration had been advised to take the assistance of the 
Chief Inspector of Mines in recruiting suitable mining 
engineers. 

175. From the above it appears that the main difjicu.Zty 
ii ,that in view of limited prospects at NeyveU, the Cor­
poration is not abJe to attract qualified mining engineers 
nor is it abLe to check the flight of such personnel. This 
difficulty can be resolved either by offering more favour­
able terms of service to qualified mining engineer or by 
appointing personnel with lower qualifications who are 
otherwise conaidered sui.table. 



IX 
INVENTORY 

A. Stocking of Stores and Spues 

176. The stock verification report for the year 1963-64' 
disclosed non-moving stock amounting to Rs. 34.52 lakhs-
[spares not moved for over three years Rs. 25'19 lakhs); 
consumables not moved for over one year (Rs. 9.24 lakhs) 
and oil and paints not moved for over six months (Rs. 0.09" 
lakhs) ]. 

177. The Corporation has stated that a large stock of 
imported materials had to be maintained owing to the long 
lead time for procurement. The leaa time was stated to· 
be 27 to 30 months in the case of the Corporation. There 
has been over-stocking due to the fear of stockouts in 
items on which there was not sufficient experience to· 
gauge the correct life of the component. The Committee 
were informed that out of the 7,504 items, 6,678 related to 
spares which had not moved for over 3 years and 809 items 
had not· moved for over one year. The value of parts 
which did not meve for over one year was Rs. 20' 33 lakhs. 
The Chairman of the Corporation admitted that some parts 
had not moved, but added that these included critical parts 
which had to be kept so that the machine did not break 
.down. 

178. The Committee consider that the lead time of 27 to . 
30 months for imported materials is on the high side CJB 
compared to some other Public Undertakings and there is 
scope for reduction. 

179. In order to avoid over-stocking of sparea and also 
in regard to their import at cheaper rates, the Corporation. 
had made a suggestion to the Government for the place-
ment of orders on the foreign suppliers 3 or 4 years in· 
advance so as to enable them to club demand with other 
users at the production stage. But the suggestion was not 
agreed to by the Government as that would result in 
committing the foreign exchange in advance. Regarding 
the steps taken to reduce the foreign exchange component 
on inventories, it was stated tlhl1 the Corporation had 
manufactured about 300 items indigenously and 60 out of 
them had been put to use and found useful. In about 80 
per cent cases the cost and life of such items equated with 
the imported items. In the case of 20 per cent of items, 
the c6st of production was higher which was due to use' 
of ordinary steel in place of imported alloy steel. 

51 
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B. Idle Plant and Machinery 

180. On the 31st March, 1964 plants and equipment e.g., 
motor graders, transformers and sWitch boards etc., worth 
Rs. 16' 35 lakhs purchased by the Corporation during the 
period from 1952-53 to 1~62-63 to meet its anticipated re-
-quirements were lying unutilized. The years of purchase 

-:and the value of machinery are indicated b~low:-
----- ------.------

Year of purchase 

Pre-incorppration 
1958-59 
1959-60 
1960-61 

1961-62-
1962-63 
Items for which date of purchase is not known 

Value 

Rs. 

12,461 
IS,loiS 

1,19;239 
-S3,66S 

-4023,424 
7,69,986 
2,41,169 

181. The Corporation has stated that a number of items 
are of auxiliary character which can be put to use only· 

-when the main plants are put into commission. Some of 
the items are spares or, standby equipment and these can 
be used only when the original equipment are taken out 
for major overhaul and repairs. It was further stated that 
plant and machinery worth Rs. 6' 84 lakhs had since been 
commissioned. 

182. During evidence the Chairman of the Corporation 
stated that they were making a survey of all the obscoles-
cent equipment and connected spare parts with a view to 
ciisposing them of as it was costlier to maintain them. It 
also transpired during the discussion that the machinery 
and equipment were indented for liberally as foreign ex-
change difficulties were not serious in 1952-53. 
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TOWNSHIP 

A. Constr1lction of Rouses 

183. A scheme for raising township at Ney\"eli was 
approved in 1957. Till December, 1965, 9,616 houses had 
been constructed. 'nlese provide accommodation to 75 per 
.cent of the permanent einp1oyees. During their visit to 
Neyveli, the Committee gathered the impression that the 
toWnship was planned in a sprawiing manner and lacked 
c()mpactness. The Corporation lias stated that by virtue 
·of liberal spacing and compounds, many open spaces, wide 
alleys, broad and extensive roads, etc., the colony appears. 
far flung. It has been admitted that the· sprawling 
manner of construction has meant more expenditure on 
services and transportation. 

184. The Chairman of the Corporation stated during 
-evidence that township was planned in this manner possi-
bly because land was available and there was a feeling that 
.every one should have a spacious compound due to the 
:area being dusty. 

185. When the layout pbtut of the Township was drawn 
up, the Corporation should have made it more compact 10 
as to avoid extra expenditure on roads, electric wires, 
water mains, sewage, etc. In any case, in the further ex­
pansion of township, when required, utmost economy m 
the utilisation of available space sMuld be observed. 

186. The Committee were informed that aftl!1' two 
houses, space was left for one more hotue to be built on 
receipt of sanctions for building more houses. After such 
sanctions, 1,056 addUiona.l houses have been built. This is 
an uneconOmica.l way· of undertaking construction. The 
obvious and rational way would be to complete a block at 
a time. 

B. Economic Construction 
187. The designs of houses constructed at Neyveli were 

prepared by the Chief Architect in accordance with the 
scales laid down by the Government of India in 1957. In 
1960 in order to bring economy in the expenditure on hous-
ing, the Ministry of Finance laid down certain standards 
and scales of accommodation for Public Sector Projects. 
"The Corporation did not adopt the revised scale and pattern 1 
of houses laid down by the Ministry of Finance on thE! 
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ground that a good number of houses had already . been 
built and adoption of different designs for houses and 
reducing plinth area then for the same class of employees. 
would have created heart burning and was not considered 
conducive to efficient working. 

188. Out of 8,560 houses sanctioned upto March, 1960, 
2,884 had been completed or were in the process of cons .. 
truction. This constituted only 33 per cent of the total 
number of houses to be constructed. If the scales laid 
down by the Ministry of Finance had ~n adopted even 
at that stage, there would have been a saving in plinth 
area to the extent of 380,720 sq. ft. The saving in cost at 
the rate of Rs. 10 per sq. ft., works out to Rs. 38 lakhs. The 
Chairman of the Corporation stated that if the commit-
ments made, i.e., contracts finalised, etc., for 2,000 houses 
were taken into consideration, the net saving would have' 
been about Rs. 20 lakhs. 

189. The revised scales of accommodation laid down by 
the Ministry of Finance in 1960 were applicable to all 
houses to be built for employees of public sector projects. 
of the Central Government. The Committee are, there­
fore, not satisfied with the plea that economic construction 
of Temaining 67 per cent of the houses would have creat­
ed heart burning among the employees. They Tegret that 
the Corporation took no advantage of the new patte'rn and" 
design of the houses, which would have resulted Wt a sav­
ing of Rs. 38 lakhs in the construction expenditure apart' 
from saving in the land etc. 

C. Delay in allotment of Houses 
190. Audit Report (Commercial), 1965 pointed out that 

during 1961-62 to 1963-64 there was considerable delay in 
the allotment and also in the occupation of quarters after 
allotment. Allowing one month's time as a reasonable 
period for completion of all the procedural formalities, the' 
loss of rent on the basis of 10 per cent of the average (mean) 
of the pay ranges fixed for the allotment of quarters worked 
out to Rs. 1. 24 lakhs as per details given below:-

(Rs.) ------ .---_ .... __ ._ .... --_._ ... ----
Year 

1961-62 

1962-63 

1963-64 

TO'ML 

Loss due to Loss due to 
delay in delay in 

allotment occupation 
Total 

. 18,250 . 5,500 23,750 

. 23,045 . 14.635 . 37.680 

31,682 J'" . 3°,916 _.,. 62,598 

72,977 51,OSI I ; 1(: "" ----_._ .... _ .. _ .. --- -..... ---:-_. . .. _ ...... _ .. _._._._. 
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191. ·rhe delay in allotment of quarters as well as in Reasons 
occupation has been attributed to the employees' insistence for delay. 
for quarters near the works. In ..addition 997 quarters .re-
mained vacant for a period of more than one month durmg 
the year 1964-65. Some of the reasons for the quarters re-
maining vacant are given below:-

(i) Allottees asking for more time as no auspicious 
days were availahle for occupation. 

(ii) Allottees asking for cancellation of allotment be-
cause the quarters were away from workspot, 
children's educational facilities, hospital facilities 
etc. 

(iii) Allottees being on leave when allotment orders 
were issued. 

D. Revision of rules regarding allotment 

192. The Committee are informed that the rules re-
garding allotment of quarters nave been revised in 1964. 
According to the new rules the allotment is made with 
reference to the priorities already determined and the pr0-
ject employees are given 10 days time from the date of 
receipt of allotment order and outsiders 15 days, from the 
date of allotment order, for occupying the quarters. To 
persons on leave the allotment orders are served after 
their return from leave with usual time for occupation. 
The rule~ also provide for penalty for non-occupation of 
quarters within the prescribea period. .. 

193. The Committee understand that under the rules Need for 
prescribed for the Central Government employees, posses- further 
sion of accommodation has to be taken within five days from revision 
the date of service of the allotment order. Further, there of Rula. 
is no proviSion that allotment orders are to be served to the 
persons on leave only after their return from leave. The 
rules of allotment enforce~ by the Corporation in 1965 are 
still more liberal than ~hose applicable to the Central Gc>v-
~rnment employees and should be revised to cut down the 
vacancy period of the houses. 



XI 

FINANCE AND ACCOUNTS 

A. Authorised. Capi,tal 

194. The authorised capital of the Corporation fixed at 
Rs. 80 crores aad been fully subscribed by the Government 
of India by March, 1963. In addition, loans aggregating: 
Rs. 48.19 crores had been advanced by the Government 
of India by the end of 1964-65. The preliminary expen-
diture of about ~. 83 lakhs incurred by the Government 
of Madras has been treated as a loan in perpetuity bearing, 
intere3t at 41 per cent per annum. The unalloQated ex-
penditure during construction amounted to Rs. 12.70 crores 
and the accumulated deficit stood at Rs. 7.72 crores at the 
ep,g of 1964-65. 

B. PinapcialBesults 
195. The financial results of the working of theCorpo-

ration for the years 19~1-62 to 1964-65 are given below:-

(Rs. in lak,hs) -_ .. _---- -- .• --- ._-------_ .. ---_._---_ .. --- .. -

Resources available 196J-62 

I, Equity Capital' 7526' 22 8000' 00 8000 '00 8000' 00' 

2, Unsecured loans 
from the Govern-
ment of India and 
the Goverrunent 
ofM'ildras 82'44 1508 '66 33~3·66 4901 ·6 

3, Depreciation 
783. 8 Provision 3 16'23 427'72 592 '21 

4. Development 
Rebate Reserve 210'00 210'00 210'00 210'00 

TOTAL 8134. 89 10146 '38 12125'87 13895'4 
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(RIL in lakbs) ---_._ .. _._----_. ----_ ...... _-_._._- ._ •. -
. :U;~~i6ed on 1961--62 1~~3 19'3.,.64 1964-65 

. _____ •• P. __ ._. _______ ._ '0 ., •• _ ••• ", ••••••••• __ • 

I. Gross Block 54I2'U 435,9'12 6428 '28 94Q3'9' 

2, Capital work-in-
progress 1603'57 4441'59 3617'36 2004'9' 

3. Unallocated ex-
p~nditure during 
construction shown 1270' T 
under «Deferred 
Revenue expendi-
ture account" and 
"Pretilttinary Inve~-
:igation expen~\' 

int'he BaIanccSheet 
for 1964-65 

4. Other assets--cur-
rent assets less 

. current liabilities 87' 99 ( -)2 ·87 394 '.38 443 ,6· 

5. Deferrod R~e-
nue expenditure 638 '40 $52 '33 1059'61 

,. Cumulative loss-
es 392 '82 496'21 626'24 772 '3 ---

TOTAL 81 34'89 10146'38 12125.87 13895'4 
C. Return on Investment 

1'96. On a capital investment of Rs. 117' 72 crores 
(Ra. eO' 00 crores and Rs. 37' 72 crores), the gross income 
from all the un.its of the integrated scheme is estimated to 
be Rs. 642~ 42 lakhs showing a return of 8' 03 per cent on 
equity. The break-up of this income is shown below:-
-'---"-'-'- .. -~ .. ".--" ..... _ .. _-_ ... - ...... -.-----

Gross 
Scheme Income 

Mining 
Power . 
Fertiliser 
Briquetting & Carhonisation 
Clay Washin.g 

Deduct interest or interest accumuhuion during 
construction . . . , . . 

(Rs. lakhs)' 

92,86 
179'62 
226·68 
159 ,69 
o·~ 
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197. According the latest study mad~, the Corporation 
"exper:ts to wipe out all developmental losses by 1968-69 
and show a return of 8~ 05% in that year after providing 
for interest and depreciation but before taxes and diVidend. 
The return would be 4 to 4: 5% after payment of taxes. He 
said that in mining industry the return was very much 
lower than in the consumer industries. He considered a 
return of 6% on equity as reasonable in I the case of the 
'Corporation. 

198. The Committee consider that a return of 4 to 
4.5% on equity after depreciation, interest and taxes w01LZd 
be rather low. The Corporation is expected to generate its 
internal resources in future to some extent. With the 
level of 4 to 4' 5% return it will be hardly possible for it to 
finance its expansion programmes. Declaration of dividend 
on equity capital in the foreseeable future also seems im­
possible. The Corporation has already proposa1.s of e~n­
sion of its schemes. The capital employed on these 
schemes will proportionately be less and sales more. This 
should enable the Corporation to have higher level of re­
turn. Greater attention should also be paid to reduce. 
operational costs. 

D. Return on Investment on Mining Scheme 
199. In this connection the Committee note that lignite 

is sold to the consuming units at rates fixed by the Board 
of Directors. The rate so fixed is related to the cost of 
'Production of lignite. The Trading Account of the Mining 
Scheme shows the following results during the last three 
years: ----_.,._----- -----

1962-63 
1963-64 
1964-55 

ProfitlL('ss 
(Rs.lakhs) 
(+) I 19 
(-) 7' n 

, __ (-) 6 89 
200. Thus in the past two years lignite sold is being 

-charged at rates below the cost of production. It follows 
that the financial results of the consuming units do not 
give a true picture of their working in as much as lignite 
would have cost more if Mining Scheme was considered 
as an independent unit and lignite produced charged on 
the basis of cost of production plus a reasonable margin of 
profit. The present position is that there is no return on 
investment in the Mining Scheme. Besides, this results in 
the Trading Account of the consuming units showing 
lower operational cost than what would be if lignite was 
pur;hased from the Mining Scheme on cost plus profit 
baS1S. 

201. The Committee consider that dCh unit should work 
on its own profit and loss basis. This would enable a better 
managerial controL over its operations because each unit 
would be required to pnxluce certain results on the basis 
IOf standard costs. . 



5. 
E, Return on Investment (UDlt-wise) 

202, The various schemes of the Corporation are still in 
.a developmental stage, The estimated return on Invest-
ment on the Thermal, Fertiliser, and Briquetting and Car-
bonisation Schemes till 1967-68/1968-69 is as follQws:-

(i) Thermal Scheme 
(Re,in crores) 

1964-65 1965-~ 1966-67 1967-68 

(i) Capital Expenditure for 
power generation scheme 
including expansion 33'98 43'68 55'72 63'24 

(ii) Amount of capital invest-
ment based on unitsac-
tuaUy commissioned 26'43 29'52 38 '41 50 '10 

(iii) Operational Expendi-
ture 5'97 6'96 7'51 9'37 

(iv) Gro~s , income after de-
preciatIOn and interest 
on loan 0'12 0'79 1 '12 1 '45 

(v) Return on Equity (Rs, 
19'39 crores) 0-62% 4-07% 6'77% 7'48% 

(ii) Fertiliser SchellJe 

1966-67 1967-68 1968-69 
{i) Capital investment (Rs. in 

lakbs) 3619-00 3619- 00 3619'00 

(ii) Operation expenses (est i-
mated in lakhs) 826-40 816'27 812-94-

(iii) Profit after depreciation 
and interest (Price llt Rs. 
670/- p~r tonne) . 192' 16 201 ·63 205'46 

(ill) Return on Capital invest-
ment (Price at Rs. 670/-
per tonne) 5'31% 5'57% 5'68% 

(iii) Briquetting ani Carboniaation Scheme 
1<)66-67 1961-68 _~?68-=~~ 

(i) Capital investment (Rs. 
in lakhs) 2817-00 2817-CO 2817'00 
Production assumed (in 

tODOes) 86>430 :2,61,620 2,69'900 
113 (Aii) r.s-:5. 



Brier 
Hiltory. 

Govem-
aent'. 
fiew •. 

Views of 
Dy.CIDAG. 

---------- •. _-_._-------
I 968-ess. 

(u.) Operational ctxp~ 
(lU. ia 1alda5} . 

(iv) Pr.oftt after depMciation 
and interest (Rs. in lakha) (-)'49'42 

(v). Return on Capital invest-
ment Nil Nil Nil----_.-.---------------.---_. 

F. I\ppeIotioDment of Profit. 
203. The Neyveli Lignite Corporation was formed as a 

Government Company on the 14th November, 1956' with 
the main object of taking over, implementing and' man-
aging the Lignite Project which had already undergone 
preliminary investigations by the Government of Madras. 
The expenditure which had been incurred by the Govern-
ment of Madras, viz. about Rs. 83 lakhs including interest 
ace rued thereon during the period from the 1st April, 1952 
to the 31st December, 1954 was treated as a loan in 
perpetuity from that Government bearing interest at 4. 
per cent per annum. According to the terms and conditions 
for the transfer of Project as _ set out in Government of 
India's letter No. Fy. 18/28/56 dated the 11th October, 1956 
th!,! net profits of the Company after providing for deprecia-
ti6n, amortisation and interest on the entire capital at 41 per 
cent per annum are to be shared by the Government of 
India and the Government of Madras in proportion of 75 
per cent and 25 per cent. The share of profit allo",ed to the 
State Government is iq. lieu of royalty and the other pay-
ments due to that Gov'ernment ~or the lignite. 

264. In pursuance of the recommendation of Estimates 
Committee made in their 125th Report (1960-61) the Gov-
ernment of India in consultation with the Corporation re-
viewed the position and decided in May, 1965 that the pro-
fit sharing by the Madras Government should be related 
to the 'Net Profits' not only of the Mining Scheme but also 
of the integrated Project as a whole including the consti-
tuent schemes, viz., the Thermal Power, Fertilizer and 
Carbonisation Schemes which are being_ set up to utilize the-
Hgttite mined from the first mine cut. 

205. During evidence the representative of the Ministry 
stated that a number of factorsWi!l'!e taken into considera-
tion before arriving at the arrancement for profit sharing. 
It was stated that the Madras Government had taken pre-
liminary steps for this project and its co-operation in res-
pect of land and otlMT things was Deeessary for the success-
ful implementation of the project. On actual calculations 
it was found that profit sharing was more advantageous to 
the Corporation as compared to the gnnt of royal!',. te» the-
State Government. 

206. The Add!. Deputy Comptroller ad Audi~ General 
tMys.} stated that ul'lder the ordinary commercial practice 
the expenditure of fts. 83' 00 lakhs incurred by the Madru 
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Govert\l:U.e.nt should have been treated as .equity ~apital 
81).4 that th~ Government should h8'Ve got the profit on 
.~ a:xnoun*. So. far as lfgnit.e was concerneci the State 
dQv~t couJ.d claim. rfJyaUy on it. 

2Q!7~ In, l!9ISI it was estimated that the gr~ i~ome from J'inanclal 
the lJltlepateci Project after prcwiding for depreciation, Implica-
amortisation and istterest would be &. 555' 2 lakhs. On tions. 
this basis the share of net profit (25%) payable to the 
Government of Madras would be Rs. 139 lakhs. The Min-
istry had stated that under the proftt sharing arrangement 
the Madras Government would get about Rs. 54 lakhs more 
than what they would have get if' they were to be paid 
royalty with profit proportiaTWlte to their investment. 

208. According to present estimates the gross income 
from all the units of the Integrated Scheme will be 
Rs. 642' 42 lakhs. The amount payable to Madras Govern-
ment by way of its share in profit would thus be larger 
than what was estimated in 1960. The mine is being ex-
panded from 3.5 to 6.3 million tonne capacity during the 
Fourth Five Year Plan. This would further increeae the 
gross income of the Corporation and the Madras Govern-
n;l.ent will 'also have a share of profit from the in,<;ome 
derived from the Thermal and other consuming units that 
are being deveIop~d. 

209. The Addl. Deputy Comptroller and Auditor General 
(Rlys.) stated during dtscussion with the Committee 
that he was not aware of a similar arrangement regarding 
profit sharing having been made oy the Government of 
India in any other Company. A similar statement was 
mad'e by the Secretary of the Ministry during Qis evidence 
given before the Estimates Committee in 1960-61. 

210. A departure from the normal commercial practice N ed to 
has been made by entering into a prOfit sharing arrangement r:.nf'!W 
with the Madras Government. The argument put forward present 
by ike Mwdatry that t1t.e co-..,-ation of the Madras Gou- alTa e-
ernment in obtainiflg l~ and other facilities was neees- men:' 
aMy !@r the BUcr:essful imptemen.tation of the sc~ is . 
not tetl4ble ~IMU8e Bttch. considerations apply in. the cau 
@f (,IU public Se<:tOT rn-ojects ot the Central Government. 
As regards the financial impLicatUmB of the profi.t sharing 
~gement, tke representa.tive 0/ the Ministry had stated 
trha.t the profit sharing atrrangemen.t was more advantage-
4rIU tha.n PGlYment of royalty on li.gn4te. Bu.t earlier in 
llNij)..&l the i'lt.fonnation given W48 that Madra. Government 
would get abQ14t Rs. 54 IlJkh4 more by the present arr~-
ment th4n what tkeywou.W haw . got by UJQfI of roya.Uy. 
Tlte CorpMetion h4s not yet started. eaf'7Jtng profits and ell 
.~ the amou1't Pll1i4ble to. the MadrtJ8 Government C4"" 
'lOt be ll&Je .. ed lit this st.. The Com.mittee GTe not fully 
eomri-ncecl wl&etlwr the 'f?1'Ofit "hann.g arraagemeJtt w~ 
H G4vQntageou. to the COI"JIerGtion. They dedre t114t t1t.e 
matter should be 'Teviewed. 
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211. The proposal for opening a second mine has Mt 
been approved by Government so far. The decision taken. 
in 1956 applies to the first mine cut including an ezpan-
siam from the first mine. For the second mine cut 4 fresh 
decision will have to be taken regarding payment of profit. 
The observation 'of the Committee made in the preceding 
paragraphs should be taken into consideratiOn before any 
decision on the second mine cut is taken. 

G. Deferred Revenue Expenditure 

212. The deferred revenue expenditure accumulated 
during the last 3 years is indicated below:-

1961-62 
1962-63 
1963-64 
1964-65 

(Rs. in lakhs) 

638'4° 
852 .33 

1°59'61 
127°·65 

Explaining the reasons for the above accumulation the 
Corporation has stated that salaries and wages (other than 
those directly charged to works) relating to construction 
which have to be ultimately capitalised were tentatively 
kept in a MisceHaneous Expenditure-Construction Ac-
count. When partial production started, provisionally a 
large portion of the balance in the Miscellaneous Expendi-
ture Account was treated in the accounts as Deferred 
Revenue and the balance retained in the Profit and Loss 
account. 

213. The Add!. Deputy Comptroller and Auditor General 
(Rlys.) informed the Committee that the practice followed 
by the Corporation was not in consonance with the normal 
accounting practice. The Chairman of the Corporation ad-
mitted that it would have been' more correct to allocate 
the whole amount towards capital in the initial stage of 
construction and as the plant came into operation small 
amount could be allocated to production, and a higher per-
centage to capital. The question of finally classifying the 
expenditure had now been examined in consultation with 
the Statutory Auditors and the Comptroller and Auditor 
General of India and it had been decided with their con-
currence to capitalise such portion of the elCP.E!nditure re-
lating to construction which should be correctfy treated as 
capital. This adjustment is proposed to be carried out in 
the accounts of 1965-66. When this is done, major portion 
of the 'Miscellaneous Expenditure' during construction 



treated in the accounts so far mostly as Deferred Revenue 
will be correctly capitalised. .Any amount which is ulti-
mately decided to be treated as Deferred Revenue will be 
written off over a period of time according to accepted 
accounting practice. 

H. Bus Service 
214. The expenditure on the maintenance of Bus Ser-

vice and receipts by way of Bus fare for the years 1962-63 
kl 1964-65 were as follows:-

------- ... ---- __ (Rs. in lak.~l. 

1962-63 1963-64 1964-65 

Expenditure 5'49 10'63 16'90 

Receipts 6'26 8· .... 1 II '09 

( +)0'77 (-)2'32 (-)5'91 

215. It will be· seen that in 1962-63 the Corporation had 
some surplus from the maintenance of bus service but 
there was deficit in the subsequent years. 

216. In 1963-64 the Estimates Committee had made a Estimates 
study of the staff cars and other vehicles maintained by Commit-
the various public undertakings and had' made the f"llow- tee', Re_ 
j.ng recommendation: - commen_ 

"It is therefore, desirable that the Undertakings dation. 
which are running bust'S should aim that the 
income from buses is not less than the expendi-
ture incurred on their running and maintenance. 
Where this is not possible efforts should be 
made to entrust the work to the State Transport 
Department or private transport agencies who 
might be able to run the buses on commercial 
basis." 

[Estimates Committee 50th Report (Third Lok 
Sabha>, Para 73.] 

217. The Committee were informed that initially, by 
convention, free transport to workers by lorries had been 
provided. This facility was later on found to be un-
tenable and was withdrawn. But in lieu of this facility 
workers were sanctioned a transport allowanee of RB. 5 
per month. On the introduction of regular bus service, 
the transport allowance of Rs. 5 was oiscontinued. The 
increase in loss in 19M-65 was due to the fact that house. 
bad been constructed at distant" places in the colony and 



Need to 
break-
even ex_ 
pendlture 
and 
income 
from B.a. 
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the buses had to ply over long distances and emptr trips. 
fte nrlnimum and mD1mum.bos faTe wu 5palSfl and 
25 palse respecttvety. Ii was Iftated that considering the 
poinl of View of "orleers, It wali not advisable to mcrease 
the bus tare in order to reduce 1!hedeftc'it·on the 
maintenance of bus service. 

218. The Committee feel. that the Corporation shou&d 
~ "~onaU8ethe buB faJre,~' ttmmgl '4md the trip. 
·that the r~ f'r!om bUl #Gf'e, are notlel8tha1l. tM e~­
penditure incurred on thetr """ft'n'Mg ani 'I'l'l8i7Jt~. 



m 
GENERAL ASPECTS 

A. IWa, In cc.apletioa #Il tile Projecta 
219. There have been considerable changes in the inte-

grated Project as approved in 1956 as regards .estimated 
output or production of the verious untts and their sche-
duled dates of completion. The table below indicates the 
da:tes for commissioniJ\g the various constituent unit. 
according to the Project Reports and the actual or expected 
Bates ofcommissioriing:-
------

=~ 
Reviled Dm of Ac:QJal or Period ot 
·BftImal- Comm_on- qpecW1 deilY 

Unit Production ed Pro- in~ .. daIICII of 
(per lIlJlum) duction oriainaIl,. commi"ion-

€per -YiIIIcd in, 
IPDwn) 

(r) (a) (3) (-.) (~) (6) 

Mininl 3'S million s..mc utPb4u Sept. 1961 I yr. 8 m. 
Scheme tonne a Jan. I~ 

iWLP 
g':!l-Deve-
opMeDtCO 
~a'5 
millio. 
to~). 
5cp11m!.ber, 

Oftr6,n 1960 1966-67 
TbenDal 1.1011.00 2.50 MW IIt Unit in lit Unit in 1 year 1 

·Power MW April, 1961 May, 1962 IIlOnth for 
Scheme. _1I:OIll- and~- I.t .1IIiit & 

plotiun of letion 0 J yr. 4 :au anill by all unill in montha for 
:Dcczmber, April, other uniu. ;1_. 

1964. 
Pertilizer 2.,00,000 l,~,ooo Bnd of 1961 March, 1966 4 yean, 

3 montha SCheme tODDel 'bNlDCI of 
Ammo- Urea. 
niaJn Sul-
Ph·tIC. 

Briquettina 3,80,000 Same 
& Carbo- tp,Dac8 
nilltion cubcmiaed 
Sc;beme. briq..mea 

a. &.ortonnea Same 
-'biac of1Nlhed 
6c:beme clay. 

Do. .... t. 
1965 

December, Dec. 196 I 
'1961 ' 

Brieflytbe posttUm. is as tcdlOW8:-

:-=:.. 

(t) 'nte ,.~ $chem, e.D, un4,. er pa.rt~, J)l'od,\l~on. 
'Itt the ~!tt ..I1he 'rh~Un1~ ~~e tile 
'ligntte pro4ucea'from the $E:, '~1heJ2rQa\l.e­
tion is expected to be stepped up ·to 'S' tated 
·eapeelty ·of 'I:' 'n.'III!mn 'tonftes WfteD ftle 'other 



(ii) 

(iii) 

(iv) 

(v) 
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two consuming units, namely, the Fertiliser 
Plant and the Briquetting and Carbonisation 
Plant go into full production during 1966-67. 
The Thermal Scheme intended to generate 
250 MW of thermal power was completed in 
April, 1964. 

The Clay Washing Scheme was completed. in 
December, 1961 as scheduled. It was intended 
to produce 6000 tonnes of washed clay per 
annum, but in March, 1964 the production was 
reduced by 50 per cent as the quantity produced 
could not be sold and there was accumulation of 
stocks, The production was suspended in 
July, 1965, due to non-availability of raw clay 
from the mine, 
The Briquetting and 'Carbonisation Plant com-
m~nced production in August, 1965, 
The Fertiliser Plant commenced production in 
March, 1966. 

B, Project Estimates 
220, There have been considerable changes in the lnte-

Fated Project as approved in 1956 regarding cost of 
various units. The following table indicates the estimates 
of the cost of the project according to the project reports 
and the estimates sanctioned by Government from time to 
time:-

Name of the Scheme Estimates 
as.given 
in the 
ProJect 
Report 

Original 
sanctioned 

estimates 
(1959) 

._-- .. ---------~.-

(I) (2) (3) ._-_.-
Minina Scheme . 16'90 20'32 
Thermal Scheme 20'00 21'72 
Fertilizer Scheme 21'00 26'10 
Briquetting & Carboni.ation 

SCheme . . . . U'OO 20'00 
Clay Washing Scheme. . 0'14 
Houaina for Common Services 6'38 

Leal Receipts and Recoveriea , 
68'90 94'66 

(Ra, in crorea) 

Revised Total 
Estimate (a. now 
sanctioned estimated) 
in April 

1964 

(4) 

4'96 
2.9'33 
38' II 

29'06 
0'14 

.. -~ 
(5) 

25'02 
26'72 
37'93 

29'05 
0'15 

(Allocated among 
varioua achemea) 

121'60 u8'17 
3'88 S'88 ---

__ ...:68~· 90=- 1M' 66 117: 72 - . 1I4' 99_~ 
-Does .not include the interest amountlni to RI, 310 lakhs 

payable during the construction period. on the loan obtained, from 
the Government of India. 

- -After capitallsation of expenditure incurred on Fertl.lizer 
and Briquetting and Carbonlsatlon Schemes durine 1985-81, the 
eest as now estimated would work out to lb, 117.50 erores, 
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221. It will be seen that the revised estimates sanctioned 
in April, 1964 have gone up by Rs. 48~ 82 crores (70' 86 per 
cent) over the Project Reports Estimates and by Rs. 23' 06 
crores (24' 36 per cent) over the original sanctioned esti-
mates. 

222. The increase in the estimates has been stated to 
be due to the fact that the Project Report estimates 
were in the nature of rough assessments made in 1954 
by the Technical Consultants. The other reasons for the 
increase were higher cost and additional expenditure on 
alternative eqUipment resulting from delay on the part 
of Government in coming to a decision regarding the 
various constituent units of ,the project, non-inclusion of 
Clay Washing Scheme and common services in the Proj ect 
estimates and change in the character of the Fertilizer 
Scheme. The increase of Rs. 23' 06 crores over the origi-
nal sanctioned estimates was due to increase under the 
heads of HOUSing, Establishment and Welfare amenities of 
the Project Personnel (Rs. 10' 15 crores), customs duty 
(Rs. 5: 88 crores), freight charges (Rs. l' 22 crores) , cost 
of materials both. in India and abroad and appreciation 
in foreign currency (Rs. 7' 74 crores) and insurance charges 
under the Emergency Risk (Factories) Insurance Act, 1962 
(Rs. O' 98 crore) less overall anticipated savings of Rs. 2' 91 
crores. 

223. The Estimates Committee in their Action Taken 
Report on this Undertaking presented in 1963~64 expressed 
concern over the abnormal rise in the cost of Integrated 
units and emphasized that the estimated cost of such pro-
jects should be prepared as realistically as possible in the 
beginning which should be available to Government and 
Parliament before a project was approved. The Commit-
tee also pOinted out that it was not correct to undertake 
a project on the basis of incomplete estimates and to sub-
sequently increase the outlay thereon. 

C. Contribution during 'Fourth Plan period 
224. A statement showing the expected contribution of 

the Corporation during the Fourth Five Year Plan period 
is given below:~ 

(R •. in luha) 
- ---

Year Revenue Depre- Total Replace- Balance 
surplus dation menU & ani/able 

addirionl 

1966-67 180'00 S80·00 ·760'00 329'00 131 '00 
1967-68 3°2'00 744'00 1046'00 200'00 46'00 
1968-69 404'00 793'00 JJ97'00 ·200'00 997 '00 
1,69-70 '39.cO 1047.00 1386.00 300.00 1086.co 
1 97C>-7 1 539'00 8<47'00 1386'00 300'00 1086'00 

1964'00 38u'00 577S'00 1329'00 -4«6'00 ------ .--.------- --
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225. The contribution .had heen work~out wtthout 

.allowing forr~p~t at loans as l'e~ment of loans in 
• aense .add to the liquid resources for the financiDg Of 1be 
Plan. A part of ,this :total contrlbutionmay ,become payable 
to the Government of Madras under the profit sharini 
arrangement with that Government. 

226. In working out the contribution, it has been 
assumed that no tax will ·be ,payable ;during the Fourth 
Five Year Plan period in view of ithe :tax .holida,- that 
will be -available and the carry forward of losseslDd UD-
absorbed. depreciation. The .workim,g is alec basedona 
.retentionprice of ;Rs. 670 'Per wnne for thea and the 
Lignite rate settling at Rs. 12' 50 per tonne in 1~~10. 



. -.. ~The ftnt three undertakings .~1I1niCIJUNn Steel Ltd. 
(RI. 88S erorea). HeaY7 KnJineertnc Corporation Lt4., (RI. 1. 
aror.), and Oil aDd Watural au c.mm1l11on CRa. 110 CII'OlW) • 

• 
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was entrusted to foreign collaborators without 
ascertaining local potentialities. (Paras 72-
74). . 

(vii) The delay in the procurement of steel for the 
Fertiliser Scheme resuUed in heavy extra pay­
ments to foreign contractors. This could oove 
been foreseen and delay avoided. (Para 91). 

(viii) Cost of production of Urea at NeyveU is likely 
to be higher than that produced at other public 
sector projects. (Para 101). 

(ix) The Corporation should take steps to increase 
the production at carbonised briquettes accord­
ing to the rated capacity. The briquettes should 
be sold to industrial units also. (Paras 117- • 
121). 

(x) The operation of the Clay Washing Scheme has 
proved to be a losing proposition so far. (Paras 
125-135) . 

(xi) Greater efforts are needed to sell the entire 
quantity of fly ash produced. (Para 148). 

(xii) There is need to reduce the staff in the Mining 
and Thennal Schemes. (Para 158). 

(xiii) The NeyveLi Township was planned in an ex­
travagant manner. In building houses for staff, 
considerations of economy have not been ob­
served. Rules framed in regard to allotment 
of houses need to be revised. (Po:ras 183-193). 

(xiv) The arrangement m.ade fOT sharing of profit 
with the Government of Madras should be re­
viewed. (Para 210). 

230. The Corporation has great potentialities and if the 
suggestions made by the Committee are imple­
mented, there is no doubt that it will fUlfil the 
objectives for which it was set up. 

NEW DELHI; 
April 15, 1966. 
Chaitra 25, 1888 (Saka) 

D. N. TIW ARY, 
Chairman, 

Committee on Public 
Unde.,takings. 



APPENDIX I 

(Vide Para 150) 

Composition of the Board of Directors 

Shri K. N. Subbaraman, Chairman, Neyveli Lignite Corpora-
tion Ltd. NeyveIi. 

Official Dtrectors 
1. Shri N. D. Gupta, Joint Secretary to the Government of 

India, Ministry of Mines and Metals, New Delhi. 
2. Shri K. S. Bhandari, Joint Secretary to the Government of 

India, Ministry of Finance, (Department of Expenditure), 
New Delhi. 

3. Shri B. C. Gangopadhyay, Director (Power and Foreign 
Exchange) Ministry of Irrigation and Power, New Delhi. 

4. Shri T. N. Lakshminarayanan, Secretary to the Government 
of Madras, Department of Industries, Labour and Coopera-
tion, Madras. 

5. Shri G. R. Ramachandran, Secretary to the Government of 
Madras, Finance Department, Madras. 

Non-Official D.irectors 

1. Shri N. Mahalingam, M.L.A., ;Madras. 
2. Shri D. Venkatesh, Genera] Secretary, I.N.T.U.C., lfysore 

State Branch, Bangalore. 

3. Shri P. Thima Reddy, M.L.A., President Andhra Pradesh 
Congress Committee, Andhra Pradesh, Hyderablld. 

4. Shri Mohamed Ali, President, Mysore Pradesh Congress 
Committee, Mysore. 
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Summary of conclusions/recommenaatioTI.I 

51. Reference to 
No. Para. No. in 

the Report 

Swnmlll1 of conclusionslRecom-
mendations 

---------------- --- ----- ---_ .. _--
1 

I 

3 

2 3 
-------------

II At present the production of lignite at rated 

17 

J 

22 

capacity, i.e. 3' 5 million tonnes haa been pro-
gral1\ft)ed from 1966-6:r. When tile integrated 
scheme at Neyveli was conceived in 19M, it was 
assumed that sanction for it would be received 
by 1956 and it would be possible to produce 3' 5 
million tonnes by the end of 1961. Thus in 
reaching full production, there will be a delay of 
5-6 years. This has been due to the late laDe-
tioning and implementation of the various units 
of the integrated scheme. If the commissioning 
of the Mining Scheme as also the consuming units 
had been properly planned and synchronised the 
present idle capacity in the Mine would not have 

- occurred. The targets of production envisaged 
in the Second and Third Five Year Plan Periods 
~uld also have been adhered to-

'MIs. Powell Duffryn Technical Services Ltd. 
whose services were obtained free of cost under 
the Colombo Plan were actually paid a sum of 
£2,85,650 for Technical and Economic Feasibility 
Study, for drawing up of Detailed Project Report 
and for development of the Mine. This was done 
unc::ler different cOfltrallts, without ascertaining 
rates from other concerns. The Committee 
would like to point out that the usual practice 
of inviting tenders before entering into contrac:t 
was not followed in this case. Further- it was 
not known that the consultants had any experi-
ence of lignite mining. 

The rise in the cost of production from 
Rs. 10'35 to Rs. 17' 25 per tonne (an increase on 
70 per cent.) is considerable. The extent of rise in 
cost due to the capital employed on the mining 
expansion scheme is not known because accounts 

----------------------------_._----
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7 

23 

3 
--_._---------------

relatin8 to the original and the expansion 
demes are not kept separately. The Committee 
eOftSide!' that for. a proper appraisal of the ;;>er-
fonnance of the Corp.! oration in respect of the. 
original scheme and the expansion the Corpora-
tfcm should keep such account separately. 

For the purpose of accurate cost control and 
management efficiency, it is necessary to have 
accurate weighment of lignite sUpplied to the 
cOl1s~ing units. The C0rp0ratio~ should have 
conSIdered the question of installing a weighto-
meter much earlier. This should be installed 
now. 

211 It appears that· the CorpOl'stion is in favour 01 
settin.g up of a steel plant in the South based on 
NeyveU ligni~. But the Committee regret to 
note fllat the ~1..nistrY of Mines and Metals has 
not considered this matter_ In fact the repre-
sentative of the Ministry thought that it was for 
the Pron and Steel Department to decide the issue. 
The Ministry of Mines and Metals which is the 
administrative Ministry for the Neyveli Lignite 
Corporation should' have taken more interest in 
this matter. Advance planning for increasing 
the production of lignite will also be necessary 
it it is decided to lise Hfnite for production of 
pig iron. The Ministry of Mines and Metals 
should pursue the matter with the Ministry of 
Iron and Steel. . I 

The difficulty of traJ18?'l'"tation of lignite will 
be eased with the completion of the Sal em-
Bangalore metre-gauge liDk. The Corporation 
should examin~ the possibilities of utilisation of 
lignite by the Mysore Iron and Steel Works. 

The D\aapers are not giving trouble free 
service and the defects also semain undetected. 
The east of removal of over-burden with tIlem 
is high and f9 rising with the aging of machines. 
In these circutnstaftlcee the use of these Dumpers 
seems uneco1\omical. A thorough study should 
'e made to ftnd out whether the present Dumper 
fteec shotWi be r~laced by a new type of 
macbinery which could be operated efficiently 
and economically. 



1 2 

8 

9 

10 

11 

12 

J 

51 

The present rate of utilisation of the Bucket 
Wheel Excavators is low. Efforts should be made 
to utilise them to their maximum capacity. 

The percentage of mining losses so far hal 
been high and no serious thought had been given 
to reduce them. The present method should be 
improved upon and losses reduced to the 
minimum. 

In 1961 the cost of the Mining Expansion 
Scheme was estimated at Rs. 379'99 lakhs but in 
the revised estimates prepared til 1963 the cost I 

was put at Rs. 568'30 lakhs thus showing a rise 
of 50 per cent. The basis for the prices assumed. 
in 1961 estimates proved incorrect. Require-
ment of plant and equipment of the value of 
RI. 45'46 lakhs was also not visualised in the 
original estimates. The Corporation should pay 
greater attention towards framing of accurate 
estimates. 

Hitherto not much thought appears to have 
been given as to how lignite mining could be 
developed. The present approach seems to be 
confined only to power generation, fertilisers Gd 
briquettes, whereas lignite can be put to several 
other industrial uses especially in the Railway 
locomotives where tests carried out so far have 
proved to be encouraging. At present a large 
quantity of coal is transported from the North 
to the South. There are large deposits of lignite 
in the South Areot District and Govermnent 
should take overall v.iew as to the place which 
lignite would occupy N a substitute for domes-
tic fuel, in railways etc. Planning in this regard 
should be done first. If it is felt that launch-
ing of such a project during the Fourth Plan 
period would be commercially sound and bene-
ficial to the country, the proposal to open a 
second mine should receive priority. 

Delay in supply of equipment by the foreip 
suppliers had resulted in delays ranging from 
13 to 21 months in the commissioning of the 
various units of the thermal scheme. The staff 
which had been recruited had also to be kept 
idle for the corresponding periods. WhIle fixin, 
the date of delivery of plant and equipment, the 
suppliers should be apprised of the repercussions 
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of delay on their part and they should be asked 
to fix realistic deliveg schedules for the ~ant 
and machinery and a ere to the dates so ed. 

13 S3 The cost of production of power for 250 MW 
station according to the revised estimates sanc-
tioned in 1964 was worked out at 4.002 Paise per 
KWH. With the expansion Of the capacity upto 
600 MW, it was expected that with a large turn-
over the cost would come down. Bu~ the Com-
mittee note that even after expansion, the cost 
would be higher (i.e. 4' 33 Paise per KWH) than 
that estimated for the 250 MW Thermal Station. 
There is need for economising in costs. Lignite 
cost is a major item of expenditure for power 
generation. The Corporation should strive to 
reduce the lignite consumption per unit of power 
throul,h technological improvements with a view 
to re ucing the present ?roduction cost. 

14 S8 In the matter of sale ofCawer, the Corporation 
as well as the Madras tate Electricity Board 
should be entitled to a reasonable margin of 
profit and a fair return on capital. If the Cor-
poration is able to bring down its cost of produc-
tion to about 4'3 Paise per KWH at 600 MW stage, 
as now envisaged, the sale price of 5:2 Paise per 
KWH will give a fair return on investment. How-
ever, if the price at wJrlch the Madras State 
Electricity Board sells power is much higher than 
the price at which it purchases from the Corpora-
tion and this results in a substantial retUrn to the 
Madras State Electricity Board, then the Corpora-
tion should be entitled to a higher price for the 
power sold by it. The Committee feel that the 
Madras State Electricity Board should not retain 
higher percentage of profit ~rom the sale of 
electricity which it obtains from the Corporation 
than the percentage of profit it makes on electri-
city generated by itself. This profit should be 
considered rather liberal as the Madras State 
Electricity Board will get it without having pro-
duced this power. 

IS 64-66 The Committee do not consider it desirable that 
the Corporation should think of dealin'kwith one C alone, namely the Madras State -ectricity 

d. The proper course would be to ascertain 
113 (AU) LS-6. 
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the requirements of all the neighbouring States 
and to distribute power equitably among them. 
The problems of the grid and trimsmission losses 
can be resolved if measurements are taken at the 
outlet point and at the inlet point in the neigh· 
bouring States and the transmission losses worked 
out on percentage basis. The Committee are 
anxious that a product like power of a public 
undertaking of which Government of India is 
the major or the only shareholder, should not be 
restricted to one State only. 

Another point is that the power purchased by 
the Madras State Electricity Board from the 
NeyveU Thermal Station is sold to another State 
Electricity Board after keeping a certain margin. 
Obtaining of profits by the Madras State Elec-
tricity Bo~d above its service charges from a 
neighbou~ State does not seem justifiable. This 
also results in the power bein~ sold to the con-
sumers in the neighbouring States at a higher 
price. From this point of view, it is also desi-
rable that the Corporation should sell power to 
the State Electricity Boards directly at one rate 
Which may be mutually agreed upon. 

The decision to supply Neyveli power to the 
Madras State Electricity Board was taken on the 
27th December, 1954. On that date the Neyveli 
Lignite Project was administered by the Madras 
State Government. The Central Government 
took up the responsibility of financing the pro-
ject from the 1st January, 1955 and administrative 
responsibility from the 15th September, 1955. 
When this responsibility was taken over, it is 
doubtful whether the decision to supply power 
to the Madras State Electricity Board only which 
was arrived at prior to sueh taking over still con-
tinued to be binding. When the project was 
transferred in 1955, the Central, Government 
should have examined this question de novo. 
During evidence of offtcials of the Corporation 
and the Ministry, the Committee gathered the 
impression that there was a vague idea that power 
was to be supplied to the Madras State, but no 
one really knew what exactly the decision was. 

The Secretary of the Ministry had stated that 
the supply of the power to the Madras State upto 
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250 M'W stage was 'becauJe of the commitment 
made in 1954 but if there was generation of 
power })&yond. 250 MW that would be shared by 
the other States. In view of this the Com-
mittee fail to understana as to why the Corpora-
tion is contemplating to .enter into an agree-
ment with the Madras Government for the sup-
ply of power even upto 600 MW stage. 

It appears that when the Soviet suppliers did 
not agree to accept the project npQrt prepared 
by the Corporation for Thermal Expansion 
SCheme the matter was not pursued further. The 
project report was based on the experience gain-
ed by the Corporation in setting up five Thermal 
units at Neyveli and. was also. seen by the 
C.W. & P.C. and the Russian experts at site. It 
could be .expected that the project report would 
be accepted by the Soviet suppliers subject to 
the necessary modifications being made by them. 
Government should have pursued the matter on 
the above basis with the foreign collaborators. 

The Committee regret to note that in a project 
costing crores of rupees and valuable foreign 
exchang~ the Ministry contented itself with a 
negative reply from the Central Water and 
Power Commission without itself trying to 
pursue the matter or find out the possibility of 
entrusting the work of preparation of Detailed 
Project Report to private agencies in the country. 
It is further regretted that he information which 
the Central Water alld Power Commission has 
now supplied to the Committee could not be 
made available to Government earlier, otherwise 
a large saving of foreign exchange could have 
been effected_ The Committee have, in their 13th 
Report on Management and Administration of 
Public Undertakings {Planning of Projects) also 
dealt w~th at length this question of extreme 
dependence on foreigncOIlSultants. 

Considering the large outlay on the Thentlal 
Scheme which is all under Russian credit, and 
the relatively small amount of foreign exchange 
that was required for sending two engineers for 
associating themselves in the preparation of the 
D.P.R. and Working Drawings, the Committee 
feel that the Corporation's request merited 

--------.-------.. -~ 
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favourable consideration. It seems that the Min-
istry concerned and the Corporation did not 
clearly state the precise purpose for which the 
two engineers were being sponsored With the 
result that the Ministry of Finance rejected the 
request. The Committee regret to note such 
lack of clarity which has resulted in the loss of 
an opportunity for learnin~ designing of Ther-
mal Power Stations and will also involve .further 
expense of foreign exchange. 

In the tender letter issued by the Corporation 
for the supply of plant and machinery for the 
Fertilizer Scheme, detailed specifications should 
have been given. If the tender letter had been 
sufficiently exhaustive, so as to contain full 
details of machinery and eqUipment erquired as 
well as the period of delivery, terms of payment 
etc., the need to seek clarifications from the sup-
pliers later would have been obviated and the 
time taken in finalising the tenders reduced. 

The delay in procurement of indigenous steel 
hampered the construction schedule of the Ferti-
liser Plant. The Committee feel that when the 
Corporation had already obtained authorisation 
from the Iron and Steel Controller for import-
ing steel, the Ministry should not have spent 
another 5 to 6 months in exploring the possi-
bility of obtaining steel indigenously. 

91 The Committee consider that the delay in pro-

97 

curement of steel for the Fertilizer Plant wa.c; a 
case of bad planning. It appears that during the 
period from May, 1960 till the receipt of steel in 
1963, there had been no realisation on the part 
of the Ministry or the Corporation that the delay 
caused in the procurement of steel was going to 
result in heavy extra payments to the foreign 
contractors. The whole question of procurement 
of steel had not been dealt with the care which 
it deserved. The matter should be investigated 
and responsibility fixed for the heavy losses. 

The main and contributory reasons for the 
collapse of the Urea Drying and Cooling Plant 
building were (i) faulty or incomplete design 
supplied by the designers, (ii) non-availability 
of any experienced engineer to check the design, 
(iii) employment of engineers who did not have 
experience in this particular type of construc-
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tion and (iv) execultion of the work without' first 
obtaining detailed drawings. Reasons given in 
items (ii), (iii), and (iv) are within the Cor-
poration's responsibility. The execution of work 
without obtaining detailed drawings was not 
proper. If detailed drawings ~ad not been sup-
plied by Mis. E.C.C. Ltd., the Corporation should 
have first obtained them from the firm or else 
should have had them prepared before under-
taking execution of work. Such neglect can 
result in heavy losses and even invofve loss of 
. life. The Corporation should ensure that the 
designs supplied by outside agencies are checked 
by its own construction engineers and ·that there 
is no defect in the execution of work. 

The Corporation should see whether its cost 
of production of Urea can be reduced so that 
there is some margin of profit even at the pre-
vailing retention price. 

With an investment of another Rs. 2' 70 crores 
the output of urea could be increased from 
1,52,000 tonnes to 202,000 tonnes, i.e. by about 30 
per cent. If this proposal is implemented, "the 
cost of production will be brought down. If the 
Government is satisfied that the above is based 
on studies carried out by competent persons it 
could ask the Corporation to initiate the neces-
sary action for its achievement. 

The Committee consider that a period of about 
15 months taken in signing the contract after the 
receipt of tenders for Briquetting and Carboni-
sation Scheme was unduly long. 

The Corporation has taken due care in fixing 
the sale price of the carbonised briquettes 80 
as to make it competitive with firewood. But 
it will have to educate the people about the ad-
vantages of LECO over firewood beause of the 
.fact that its heating value is 3t times that of 
firewood may not be known or fully appreciated. 

The break-even point for the B. II: C. Plant is 
about 260,000 tonnes of production of carbonised 
briquettes per annum. The production in 1968-
69 is assumed at 269,000 tonnes. It follows 
that till 1968-69 the scheme will not make profit. 
To show a reasonable profit the plant has to be 
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worked much above that point. Since the plant 
can produce according to the rated capacity, the 
Corporation's approach should be towards vigor-
ous sales programme so that the production can 
be taken up to the maxiinum. 

The Corporation proposed to keep the produc-
tion carbonised briquettes at a lower level 
deliberately because the consumer demand was 
not certain. In view of this the Committee feel 
that the Corporation should have made attempts 
to find out industrial consumers for the pro-
ducts. If this had been dooe, the Corporation 
could have accelel'lated the rate of production 
and sold the entire quantity for domestic and in-
dustrial uses. This may now be done. 

The Committee feel that if adequate and time-
ly steps had been taken to develop the market 
for the Washed Clay, the question of accumula-
tion of stocks and the necessity of reducing pro-
daction for want M sales in the earlier years 
would not have arisen. 

The future prospects Bf the Clay Washing 
Scheme are uncertain. This is another instance 
where machinery with excessive capacity has 
been purchased from abroad without carrying 
out any advance studies. 

It is regrettable that the quantity of waahed 
clay produced was entered in the books on ap-
proximate basis without carrying out actual 
weighments. The total quantity of Clay pro-
duced till 1964-85 was itself not much. That 
the variations in book figures and the actual 
stock showed a shortage of 3191· 502 tonnes is all 
the more surprising. Perhaps the washed clay 
was also sold without weiJthment. The Com-
mittee are not convinced with the reasons given 
in this connection and desire that the matter 
should be investigated and responsibility fixed. 

The Briquetting and Carbonisation Plant com-
menced operation in August, 1965, but theh)'-
product plants have not started working yet. 
The sale of 'the by-products will improve the 
over-all profitability of the scheme apart from 
the fact that it wUl save a considerable amount 
of foreign exchange expenditure now being in-
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. curred on importing these products. The Cor-
poration should expedite the commissioning of 
tha by-product plants. 

No convincing reason has been advanced to 
the Committee for prOviding ammonia capacity 
to the extent of 33 per cent. However, as the 
position is, the setting· up of the Melamine plant 
would take time after the sanction from Gov-
ernment is received. Thus the surplus capacity 
of ammonia would remain un-utilised till such 
time this plant is installed Government should 
take a decision as to how this surplus capacity 
should be utilized. 

The Committee notice that from 75,000 tonnes 
of Fly-Ash produced annually, the revenue could 
be of the order of Rs. 7'5 lakhs. Instead of 
merely treating it as a disposal problem the Cor-
poration. should consider it as an important 
sourCe of revenue and make efforts to sell the 
entire quantity. The reason put forward for not 
selling fly ash to private parties is not convinc-
ing. The Corporation should consider selling it 
to all reputable parties. 

The Committee consider that for a proper liai-
son in the matter of production and distribution 
of fertiliser produced at Neyveli, it will be use-
ful to have a representative of the Ministry of 
Petroleum and Chemicals or the Fertiliser Cor-
poration of India on the. Board of Directors of 
the Neyveli Lignite Corporation. 

The Committee could appreciate a smail in-
crease in staft' employed over the number envi-
saged in the project report, but that this varia-
tion should be three to four times the number 
envisaged in the project report in the case of 
Mining and Thermal Schemes is rather surpris-
ing. Such variations affect the estimates of ex-
penditure and vitiate the economics of the 
scheme. The fact that the Corporation has de-
cided to reduce the st8ft in the Thermal Plant 
by about 10 per cent itself shows that there was 
ftope for reduction. The Corporation should 
eonstantly re"riew the deployment of staff _ at 
various levels in relatiOil to the work load and 
make efforts to bring down the number to the 
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mmunum. Adequate training should be given 
to the various categories of personnel so that 
their output becomes comparable with that of 
personnel employed in comparable establish-
ments in foreign countries. Efforts should also 
be made to train unskilled workers for skilled 
jobs. 

The Committee are not convinced that there 
could be sufficient justification te recruit yearly 
195, 272 and 292 Apprentices (Mechanical) against 
a sanction of 75 posts or to appoint 120, 175 and 
136 Apprentices (Electrical) against a sanction 
of 59 posts. While some margin can be allowed 
for excess recruitment to replace those who 
resign etc., recruitment to the extent of three to 
four times the number sanctioned is far in ex-
cess. 

The training course of the apprentices for the 
Fertilizer Scheme commenced in July/August, 
1958. The tenders for the Fertilizer Scheme were 
floated in May, 1958 and the contract with the 
foreign suppliers was signed in October, 1959. 
The completion of a Scheme of this nature takes 
about four years from the date of signing of the 
contract. Thus it -was not difficult to foresee 
even in 1958 that the scheme would not be com-
pleted till 1963. To have the first batch trained 
by June and November, 1960 was thus prema-
ture. It appears to the Committee that in a bid 
to have the trained _ personnel at the earliest, 
the element of time that was to be taken in the 
more difficult and complicated work of commis-
sioning the scheme was lost sight of. The Cor-
poration should have kept the training pro-
gramme in abeyance till the contract with the 
foreign suppliers was finalised and some clear 
picture emerged regarding the erection of the 
plant. 

The plea of the Corporation that the trainees 
were utilised on the preparatory work of erec-
tion of the Fertilizer Plant is not convincing be-
cause such utilisation was incidental. It could 
at best be said that having trained the men. the 
Corporation thought it advisable to use them in 
the erection work for which some recruitment 
would have otherwise become necessary. 

There is a case for giving due protection in the 
matter of seniority, promotion etc. to technical 

------------ ---- -------_._-----
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personnel who become surplus at one undertak-
ing and join another undertaking. Government 
might examine how best this could be done. 

The main difficulty is that in view of limited 
prospects at Neyveli, the Corporation is not able 
to attract qualified mining engineers nor is it able 
to check the flight of such personnel. This diffi-
culty can be resolved either by offering more 
favourable terms of service to qualified minin, 
engineers or by appointing personnel with lower 
qualifications who are otherwise considered suit-
able. 

The Committee consider that the lead time of 
27 to 30 months for imported material is on the 
high side as compared to some other Public 
Undertakings and there is scope for reduction. 

When the layout plat) of the Township was 
drawn up, the Corporation should have made it 
more compact .so as to avoid extra expenditure 
on roads, electric wires, water mains, sewage 
etc. In any case, in the further expansion of 
township, when required, utmost economy in the 
utilisation of available spaCe should be observed. 

The Committee were informed that after two 
houses, space was left for one more house to be 
built on receipt of sanctions for building more 
houses. After such sanctions, 1056 additional 
houses have been built. This is an uneconomical 
way of undertaking construction. The obvious 
and rational way would tbe to complete a block 
at a time. 

The Committee are not satisfied with the plea 
that economic construdion of'67 per cent of the 
houses would have created heart burning among 
the employees. They regret that the Corporation 
took no advantage of the new pattern and design 
of the houses, which would have resulted in a 
saving of Rs. 38 lakhs in the construction expen-
diture apart from saving in the land etc. 

The Committee understand that Under the 
rules prescribed for the Central Government 
emuloses, possession of accommodation has to be 
taken within five days from the date of service of 
the allotment order. Further, there is no provi-
sion that allotment orders are to be served to the 
persons on leave only after their return from 
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leave. The rules of allotment enforced by the 
Corporation in 1964 are still more liberal than 
those applicable to the Central Government em-
ployees and should be revised to cut down the 
vacancy period of the houses. 

The Committee consider that a return of 4 
to 4:5 per cent on equity after depreciation, in-
terest and taxes would be rather low. The Cor-
poration is expected .to generate its internal re-
sources in future to some extent. With the level 
of 4 to 4'5 per cent return it will be hardly pos-
sible for it to finance its expansion programmes. 
Declaration, of dividend on equity capital in the 
foreseeable future also seems impossible. The 
Corporation has already proposals for expansion 
of its schemes. The capital employed on these 
schemes will proportionately be less and aales 
more. This should enable the Corporation to 
have higher level of return. Greater attention 
should also be paid to reduce operational costs. 

The Committee consider that each unit should 
work on its own profit and loss basis. This 
would enable a better managerial control over 
its operations because each unit would be re-
quired to produce certain results on the basis 
of standard costs. 

A departure from the nonnal commercial prac-
tice has 'been made by entering into a profit 
sharing arrangement with the Madras Govern-
ment. The argument put forward by the Min-
istry that the co-operation of the Madras Gov-
ernment in obtaining land and other facilities 
was necessary for the successful implementa-
tion of the scheme is not tenable because such 
considerations apply in the case of all public 
seetor projects of the Central Government. As 
regards the financial implications of the profit 
sharing arrangement, the representative of the 
Ministry had stated that the profit sharing 
arrangement was more advantageous than 
payment of royalty on ltgnite. But earlter in 
1960-61 the information given was that Madras 
Government would get about Rs. 54 lakhs 
more by the present arrangement than what 
they would have got by way of royalty. 
The Corporation has not yet started earning 
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profits and as such the amount 'payable to the 
Madras Government cannot be assessed at this 
stage. The Committee are not fully convincec:l 
whether the profit sharing arrangement would 
be advantageous to the Corporation. They desire 
that the matter should be reviewed. 

The proposal for opening a second mine has 
not been approved by Government so far. The 
decision taken in 1956 applies to the first mine 
cut including all expansions from the first mine. 
For the second mine cut a fresh decision will 
have to be taken regarding payment of profit. 
The observation of the Committee made in the 
preceding paragraphs should be taken into con-
sideration before any decision on the second 
mine cut is taken. 

~I8 The Committee feel that the Corporation 
should so rationalise the bus fare, the timings 
and the trips that the receipts from bus fare are 
not less than the expenditure incurred on their 
running and maintenance. 

The Committee, after a study of the working 
of the Corporation" feel that its performance 
over the years leaves much to be desired. There 
is considerable scope IIlor !improvement. With 
this view, the Committee have made certain 
observations/recommendations. Some of the 
improtant ones are:-

(i) The Mining as also other schemes were 
not well planned and failure to syncll-
rdnise their commissioning has upset 
the targets of production envisaged in 
the Second and Third Five year PlaD 
periods. (Para 43). 

(it) Advance planning has not been done 
for additional uses of Ugnlte (Para 48). 

(iii) There is need to reduce the cost of 
, production of power. (Para 53). 

(vi) The rate at which power is sold to the 
Madras Government should be revie-
wed. (Para 58). 
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(v) The Corporation should supply . power 
not only to the Madras State but also 
to the neighbouring States. It should 
directly negotiate with the State Gov-
ernments rates for sale of power. (Paras 
64-67); 

(vi) The work of preparation of D.P.R. and 
Working Drawings for the Thermal ex-
pension . scheme was entrusted to 
foreign collaborators without ascertain-
ing local potentialities. (Paras 73-74). 

(vii) The delay in the procurement of steel 
for the Fertiliser· Scheme resulted in 
heavy extra payments to foreign con-
tractors. This could have been foreseen 
and delay avoided. (Para 91). 

(viii) Cost of production of Urea at NeyveU 
is likely to be higher than that p~oduced 
at other public sector projects (Para 101). 

(ix) The Corporation should take steps to 
increase the production of carborused 
briquettes according to the rated tapa-
city. The briquettes should be sold to 
industrial units also, (Paras 117, 121). 

(x) The operation of the Clay Washing 
Scheme has proved to be a losing pro-
pOSition so far. (Paras 125-135). 

(xi) Greater efforts are needed to sell the 
entire quantity of fty ash produced. 
(Para 148). 

(xii) There is need to reduce the staff in the 
Mining and Thermal Schemes. (Para 
158). 

(xiii) The Neyveli Township was planned in 
an extravagant manner. In building 
houses for staff. considerations of econo-
my have not been observed. Rules 
framed in regard to allotment of houses 
need to btl revised. (Paras 183-193). 

(xlv) The arrangement made for sharing of 
proftt with the Government of Madras 
should be reviewed. (Para 210). 

51 230 The Corporation has great potentialities and 
if the suggestions made by the Committee are 
implemented, there is no doubt that it will fulfU 
the objectives for which it was set up. - -~ ~.. . ..:-~ -- _. _. -.---------- .. -~-- ------_.-
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