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INTRODUCTION 

I,' the Chairman, Cbmmittee on Public Undertakings having been 
authorised by the Committee to present the Report on their behalf, present 
the Twenty-Six\b Report on Cochin Shipyard Limited. 

2. The Committee's examination of the working of the Company 
was mainly based on the .Report of the Comptroller and Auditor'General 
ofIndia, 1984, Union Government, (Commercial) Part V. 

3. The Committee took eVidenccof the representatives of Cochin 
Shipyard Limited on I, 2 and 3 September, 1986 and also of the represen-
tatives of. the Ministry of Surface Transport on 12 and If January, 1987. ' 

4. The Committee considered and adopted the Report at their sitting 
held on 15 April, 1987. . 

S. The Committee wish to express their thanks to the Ministry of Surface 
Transport and Cochin Shipyard Limited for placing before them the material 
and information they wanted in connection with examination of the Com-
pany. They also wish to thank' in particular the representatives of the 
Ministry of, Surface Transport, and the Undertaking who appeared for 
evidence and assisted the Committee by placing their considered views before 
the Committee. ' 

6. The Committee also place on record their appreciation of the assis-
tance rendered by the Comptroller and Aud!tor Gener~l of India: 

NBW DELHI; 
April 21, 1987 
Vaisalcha I, 1909 (Saka) 

(v) 

~ RAMAMURTHY 
Chairman 

Committee on Public ,Undertakings 



. CHAPTER I 

Background 

The Cochin Shipyard \tas 'established with Japanese assistance by the 
Government of India. The other shipyards in the country which ~ong 
to the GoVernment of India were aU acquired by the Government at a 
certain point of time. But thi$ was the only Shipyard created by the 
Government of India as a fresh investnient with the JapancsecoUaboration. 
The Cochin Shipyaro limited was incorported on 29 March, 1972 as a 
fully owned central Government company and it took over the assets 
and liabilities of the Cochin /ihipyard Project. 

Objectives and Corporate Plan 

. 1.2 ,The Government of ' India asked all P'ublic sector undertakings 
iii November, 1970 and in May, 1979. to formulate their financial and 
economic objectives/obligations early. The Cochin. Shipyard 
Ltd. has not formulated its objectives so far. However, a draft Corpo-
rate plan of the Company was submitted to the Government of India in 
August, 1978. The Government of India wrote to Cochin Shipyard Ltd. 
in November, 1979 that "The Ministry of Finance (Bureau of Public Enter-
prises) were of the opinion that it would be useful to ~scuss the Corporate 
Plan of Cochin Shipyard when the Yard is fully commissioned. Till that 
time it, might not be possible to take a view as to the corporate capabilities 
strength of various shops, competence developed to achieve certain targets 
etc." The Corporate Plan has not been reappraised (March, 1986) 
though the Shipyard had been fully commissioned by 1981-82. 

1.3 The Committee enquired how, in the absence of clearly defined 
objectives, was it possible for the ~inistry to evaluate the performance 
of the Company. In a note, the Ministry have stated: 

"The performance of the Company is evaluated by the Ministry 
based on theprojeets and rated capacity of· the shipyard for shipbuild-' 
iog. given in the revised Projects Report by MHI. However, the cons-
:traints faced by the Company are also kept in view while evaluating 
the performance of the Company," 
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1 .4 During evidence tho Committee pomted out that even though all 
the public sector undertaki~gs had been asked by BPE in 1970 and again 
in 1979 to formulate a statement of their objectives and obligations. the 
Cochin Shipyard had not done 80 •. The Committee also pointed out that 
in the peculiar situation in which the Shipyard was placed right from the 
beginning, it was all the more necessary to have a clear cut direction in 
regard to the course the. Cochin Shipyard was· required to follow. To a 
question why the Ministry of Surface Transport failed to impress upon the 
Company tho need to prepare a memorandum of objectives, the Secretary 
of the Mini'try replied during evidence al under :- . 

"One can roughly say that 1981 is the completion day. There-
after, the Ministry was really confronted with· situation wbere 
orders were not forthcoming. Whetever objectives one may lay down 
a long term objective planning would not have been possible in the 
recessionary situation. That is why, it has not been laid down. 
But we have laid down the short term objectives. In 1985, the ship-
yard had practically no work in their hands. The orders for tankers 
have since been placed with thein. With this fluid. situation of ins-
tability. an ·unlikelihood of retting orders because of the conditions 
in the shipping industry, laying down certain corporate objeCtives 
would not have got any results." 

1 . 5 On being pointed out that in view of tbe situation obtaining the 
world .ovor, it was necessary to at least frame short-term objectives for pro-
per direction of tho shipyard, the witness stated: 

"Your concerns are very genuine. But we are oonfronted with 
a situation which represents a changing Sl:Cnario as to the short-term 
objactives . 

. . . . . . Government hils to oonsider what should be done. The Sec-· 
retaries Committee had also considered these matters. We are now 
going to the Cabinet. The situation which emerges· after studying 
the situation in the entire world is that shipyards would not, in the 
foreseeable future, be capable of running on profit. If profit is the 
only motive, G.overnment can as well close them·down. We are going 
to the Cabinet on this issue, to seek directions, because it was con-
sidered that fO.t strategic and economic reasons we had to keep these 
shipyards running i.e. for the cOUDtry's own technological advance-
ment in this ftcld, so that in times of emergency or otherwise, and for 
strategical considerations, we would have our own capability to buUd 
ships. On that wo are going to the Cabinet, for this very purpose. 
After this is cleared, we intended to lay down t.he objectives. These 
Objectives laave to be c1eared,because certain guidelines had been given 



'ri,z. that the public sector units must be profitable, competitive etc. 
All these have oot only been examined by us. but also by the Secre-
taries Committee. There is a collective thiDking that in view cf the 
shipping icen~rio oxisting in the world, the capability for running 
them on profitis just not there." 

1.6 On aD enquiry why the Corporate Plan of tho Company has not 
beaD reappraised, the Ministry pf Surface Trusport has stated in a oote 
asunder :-

"Reappraisal of the Corporate Plan of the Comapany has been 
delayed for various reasons namely. de1jly in completion of the preject 
itself and the apprehensipn that the rated shipbuilding capacity fixed 
for the yaI'd, namely 150000 OWl'. may not be attainable and may 
have to be reassessed and refixed on a realistic basis without which 
long term projections may not serve any useful purpose since oDjecti. 
ves/obligations laid down may not be attainable. Steps have bee.n 
taken to assess the position in detail to enable the formulatien of the 
Corporate Plan.. 

Even. though reappraisal of tho Corporate Plan of the Company 
has not been completed. the· company operates on the basis of long 
term and short term plans in respect of shiprepair, shipbuilding aDd 
diversification activities." 

I .7 In another note, the Ministry have stated: 
"While short term plan of C)chin Shipyard has been drawn in 

past/is regularly being drawn the lcng term plan has been confined, 
to shipyard achieving its rilted capacity cf two ships cf 75.000 OWl' 
each. by 10th yoarofprcduction and cn building 11 ships as perRevi-
sed Project Report. It may be monticned as a result of world-wide 
shipping recession. long term pllinning for the typos cf ships required 
by shipping companies has also not bcenfoasible. While CSL was 
proceeding with the plaD for constructh n tf 67.000 OWl' vessels. 
SCI cancelled the letter of intent because of unviability in operating 
the Built carrier or" thats izo. This led to shipyard facing prcduction 
gap as they had tOdepcnd upon finalisatitn cf SCI's fresh acquisi-
tion programme of.86,000 OWl' taDkers. In such fiuctuating shipping 
sccn'lrio, the formulation of long term corporate plan beccmes all 
the . mo l'II difficult. . 

However, to have long term plaDning, matter has been .taken 
up with Naval H.Q. as wen to IiDk their ·pr{duction requirement 
with the available ships building capacity in the iDdigeQ{ us Yards 
including CSL. 

7LSSf87-l 
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In the field of shiprepairs, the corporate plaD is being followed 
based OD the Project Report of nn, Japan.For better utilisatioD of 
their Repairs Dock, Government has already mooted the proposal 
for ex.tension of Quay on completion of which it well fetch more 
revenue on account of increased shiprepair." 

1. B The CocbiD Shipyard Ltd. was incorporated OD 19th March, 1m 
as a fally owned Central Government Compauy. UDlike other shipyards in the 
public sector, which were all acquired by Govemmeat at certain point or time, 
CochlD Shipyard was the OIily project of its kind created as a result of fresh 
investment made by the Government, with Japanese collaboration. The project 
was commenced In 1972 witII an estimated cost of RlI. 40 crores anclwas to be 
completed :within 5 years. The project was 4elayed IIDd finally completed in 
19BO-i1 at total cost or RlI. 130 crores. The ship buildlag COJlUllellced in 1976 
IIIld the fint slUp was completed and hulled over in 1981. 

1.9 Even after more than a decade of its existenee, it bas not been possible 
for the Government to formnlate the financial and economic objectives of the 
undertaking. A corporate plan drafted by.the undertaking sometime in 1978 
bas yet to be reappraised ancl finalised even tbongb the shipyard had been folly 
commissioned by 1981-82. In these circwnstances no wonder the shipyard had 
been drifting wlthont any long term plans or objectives. The level of production 
In the shipyard has been far too low. It has been struggling to make one ship a 
year against the projected capacity of two ships of 75000 DWT per annum. 
The total annual valne of its production bas been stagnating lIlOaad Rs. 30 
crores dariog the past 3 years whereas the capital investment was or the order 
of Rs. 130 crores. As on 31st March, 1986, the shipyard has accnmnlated a 
loss of Rs. 54.98 crores according to its latest annual report. The fnture is 
eqnally nncertaln as anfortnnately there is no long term planning for ship-
building industry at the national level. The Committee feel that in the pecnIIar 
situation ip which the Shipyard was placed right from the begiIiDin&, it was all 
the more necessary that the objectives. and aims of the undertaking should bave 
been clearly defined and approved by the Ministry for proper direction ancI 
&rowth or the Shipyard. 

1.10 It has been stated that in the context of the shipping scenario existbag 
In the world, • reassessment of the role of the Shipyards in the conatry was 
bein& made at the level of SecreJaries Committee and the Cabinet. 'lbe Com-
mittee desire that this n:ercise sbonId be completed without any fnrtber loss 
or time and the micro objectives or the Cochia Shipyard may be set oat In lID-
ambignoDS and clear terms as envisaged In the gnidelines issued by BPE in 
November, 1970 and again in May, lJ79. The Committee woaItI like to be 
apprised or the action taken in this behalf at sa early date. 



s 
1.11 The ColIIIIIIttee fiDd that a draft Corporate PIaD of the Shipyard 

submlttecl to Govenunent in August, 1978 has not yet been approved. 1be 
main reuon given for the delay in reappraising oCtbe Corporate Plu Is that the 
shipbuilding capacity of the ShipyaH bas to be reaSllellletl BDCI refixed on • 
realistic basiS, without which long term projections may not sene uy useful 
purpose. Steps are rePortedly being tabu to asseas the positiou in detaU to 
eaable formulation of the Corporate Plan. 1be Committee cunot but empha-
sise that iD. the larger IDterest of the Shipyard, wbere uncertainties reganliDc 
orden seem to have totaUy disrupted the plauing process, the fiDalisation of the 
Corporate Plu sbouhI not be delayed uy further. 1be Committee feel1bat 
specific approval of tile Corporate PIaD of the Shipyard by the Government 
was necessary having regard to the need to correlate It with the national Fin 

Year planS ud to indicate the direc:tion that the Shipyard should take. 



CHAPTER n 
ORDER BOOK POSmON 

2. 1 The installed capacity of CSL ac:cording to RPR is two ships a 
year in tel"11\s of Panamax bulk: carriers of 75000 DWT. This capacity was 
to be achieved within ten years (from 1975). It has been stated by Audit 
that CSL could not achieve the rated capacity of 2 ships of 75,000 DWT 
each per year in a period of 10 years, considering the commencement of 
shipbuilding in 1976-77. 

2.2 The table below compares the build-up of capacity as per RPR 
with the actual production since 1976-77 : 

.. _._----- -----_ ... --_ .. 
Year lJutaDed ProdW:lioli AotllBl PeroeDtll ... or 4 to 

OIpac!ty ellvls .... d prodqc.. 
CDWI') III RPR. tlOIi (2) (') 

CDWI) CDWI') 

(I) (2) (J) (4) (5) (6) 

1976-77 18.7SO 9.500 SO.66 
1977-71 26,2SO 10.400 39.61 
1978-79 36.625 10.400 28.40 
1979-10 42.000 lJ.300 55.47 
1980-81 ISO.000 53.000 36.574 24.38 69.00 
1981-82 ISO.000 65.000 51.056 15.37 81.62 
1982-83 ISO.oOo 77.000 51.057 34.04 66.'1 
1983-84 ISO.OOO 92.000 35.6& 22.77 38.76 
1984-85 ISO.000 IOS.OOO 39.510 39 01 55.72 
1985-86 ISO.OOO 120.000 46.l14 30.74 31.42 

2.3 It will be seen that actual production in the shipyard wu much 
less than the RPR targets. CSL constructed and delivered only one ship 
during the 5 years from 1976-77 to 1981-82 againlt the RPR target of 3 ships 
of 75,000 DWT by 1981-82. In terms of number of·ships, CSL had l)anded 
over till date 3 ships and two are under construction. The average capacity 

. utilisation of CSL vis-a-vis installed capacity for the 9 years period i.e. from 
1976 when production started and upto 1984-85 was only about 30 percent. 

2.4 Not only was the capacity utilisation much below the RPR targets, 
there were heavy delays in contruction of vassels. The first ship (001) was 
delivered to SCIon 24-7-1981 as against the scheduled date of 30-6-1978. 
The second ship which should have been delivered in June, 1979 

6 
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(revised to April, 1982) was delivered only in October, 1983. Accord.i.nc to 
CSL, the cycle time for construction of the vessels so far built by Cochin 
Shipyard were as follows :-

Ship Cyole TID 

001 6S months 
002 45 
003 47 
004 4S " OOS 31 "(exDaCt-

ed) 

2.5 Referring to the lonser cycle time involved in tho ~nstruction of 
ships at CSL, the CMD stated in evidence : 

"We were not growing at that rate and cycle which we envisapd. 
Time was much 101lFl' than whatwu projectod in RPR. In 1981-82, 
we did only one vessel." 

t.6 On enquiry about the factors which were within the control of the 
shipyard but persisted and resulted in shortfall in production and longer 
cycle time, the Chairman "Managing Director of Cochin Shipyard stated 
during evidence : 

"About ship-building capacity, the Japanese have spocified that 
we should be able to make tWo ships of 75,000 tonne DWT capacity. 
There are two operations basically in ship-building, viz. hull and'then 
the outfit that we ¥ve on it. This would require that the hull has to 
be made in six months' time, and the outfit also in siX months, so that 
in a year, two outfits and two hulls will be made i.e. two ships a year. 

We have been analysing as to why we are not able to do this. Basic-
ally, the Japanese report has envisaged certain pre-conditions, which 
are specified in the detailed project report itself. The Japanese have 
very clearly specified in their report that we will be adopting the same 
type ,of construction which they do in their country." 

This requires that at the design stage itself, the designer has to 
make the entire plan for the whole operation as well as the machinery, 
pipeline etc. which go into it. Also, for making this unit, it is not 
only necessary to have steel plates, but also all the equipment which 
go inside, the pipes and electrical and other items which go inside. 
They have to be put. 

When the Japanese gave the report, they aasumcd that we would 
go in for their system of manufacture, theinnethod of making the 
blocks for the ships and also that we would adopt every detail followed 
by them in their country." 



• 
2.7 In repnl to productivity and output ill the ship1ard, the C MD 

admitted during eYidence : 
"As far as productivity and output of the shipyard itself is concerned 

our productivity is not very good. A few years back, we had a lot 
of human problems in the shape oflabour agitations, strikes and'things 
Ute that. Now, we have been able to settle down and people In 
working well and our productivity is good. Unfortunately, when thiI 
is the position, we find that we are in a poor ,position with reference to 
the Order books. Once our order' book position improves, we are 
hoping that we will have no problems, our productivity will be good 
,and we will be able to do well·both financially and physically." 

2.8 It has been stated by Audit that CSL could Dot achieve the rated 
capacity of 2 ships of 75,000 DWT each per year in a period of 10 years, 
couaidering the' commencement of shipbuildlng in 1976-77. As CSL does 
not cOnsider it poasible to achieve this production with existing facilities, 
the Ministry has reportedly been considering a proposal to derate the installed 
capacity to a realiatic leVel. On enquiry about the basis on which the Com-
pany bad come to the conclusion that the RPR assumption of producing 
2 ships of 75,000 DWT was unrealistic, the Ministry of Surface Transport 
informed the Committee in a written note as under : 

"Baaed on the performance of the yard during the last ten years, 
it was essential to have detailed analysis of reasoDS for the reduced . 
capacity utilisation of the yard, whichultiinately has affected the 
financial position of the yard because of increased cost of production 
. vis-a-vis price fixed for the vessel. In view of sustained shortfall in 
the envisaged capacity utilisation over the years" CSL carried out 
an extensive review in 1981-82 of their production system with the help 
of MIs. ,MHI lapan who were their original consultant for the Cochin 
Shipyard Project. Separately Government of India appointed Rear 
Admiral N.P. Datta, as one man Committee, to examine the lacuna, . 
if any, in the wlting production system and to sngest remedial 
measures in 1982-83. 

Both these reviews/report confirmed' that unless substantial 
investment in term of infrastructure and equipment t.o rectify the 
imbalances in the facilities of the yard, alongwith the deployment of 
larger man hours p.a. could be introdw:ed, realisation of ultimate 
objectiVe of producing two ships of 75,000 DWT each (84,000 GRT) 
may not be possible to be achieved in the foreseeable future. This 
8llCSlment was baaed on the level of production achieved by the year 
in the put and the best that they can improve even after the imbalances 
OIl the facilities are rectiIied. Besides, this aspect also came up for 
detailed coDSi~tion in the working group on tho shipbuilding. and 
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ship repair industry for the 7th Five Year·PlaD (1985-90). The working 
group held·the view that while all necessary measures may be taken by 
the yard to improve the overall prodl,lCtivity of the yard, it is necosury 
to have a smaller expert group togo into the various reasons of shortfall 
and, if necessary, reassess the installed capacity as well as production 
target of. the yard in the light of present day situation. It was in 
this background, a suggestion has been. made to have reassessment by 
a group of 3 technical exports of the teclulicallyachievable rated 
capacity. of the yard with the facilities that they have and the level of 
technology that they can acquire in the. neat future." 

2.9 Asked whether the Ministry had taken any decision on the proposal 
to derate the installed capacity of CSL and examined the implications of the 
decision to derate the installed capacity ofihe Company, the Ministry in a 
written reply stated as under :-

"So far while-no decision has been taken in the proposal of derating 
the rated capacity of the yard, the . proposal of this Ministry oli .the 
normative cost of construction has been referred by the Ministry 'of 
Finance to Bureau of Industrial Costs and Prices for a dot8iled study of 
cost of construction of ships in Indian Public Sector Shipyards. BICP 
Report is awaited. . 

If the rated installed capacity of the yard is reassosaed, it woUld 
provide' .. more realistic base for evaluating the porfondallce of the 
yard.'" . . 

~IO When enquired about the steps taken by the Ministry to ensure 
optimum utilisation of capacity of the yard, the Ministry IJf Surf~ Transport 
has enumerated the stops as under :-

"(i) AB an immediate measure orders for 3 tankers of 86,000 DWT 
have been placed by SCI on' CSL; 

(ti) CSL has conclUded design collaboration agreement with IHI, Iapan , 
for procurement of.design for 86,000 DWT tanker. . 

(iii) CSL has also concluded production consultancy agreement with 
unJapan, so as to get the technology for advanced out-fitting and 
adopt unitised method of construction, which win help them to 
reduce the cycle time of construction of ship~ 

(iv) To help shipyard to rectify the imbalances in their facilities 7th 
Plan Provides for funds for CSL's project of recti8cation of 
imbalances-CSL has already mooted the propoaal in this respect. 

(v) Besides, to provide a more realistic pricing formula, BICP is already 
undertaking a cost study of the construction of shipS in indigenous· 
shipyards." 
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2.11 The Cochin Shipyard has now received orders for construction of 
3 Nos. oC 86,000 DWT oil tankers Crom Shipping Corporation oC India. The 
contract was signed on 30th March. 1986. As the finalisation oC Collabora-
tion agreement in design work, collection of drawings and technical data and 
other materials take some time and with the outfitting oC ship OOS.expected 
to be completed in February, 1987 the various Cacilities in shipyard would be 
substantially under utilised till work on the new 86,000 DWT oil tankers is 
taken up. 

2.12 As regards the action taken to reIluceathe cycle tiine in the manu. 
facture of tankers, the· CMD stated during evidence :-

"With the Japanese collaboration Cor the tankers, we are expecting 
very steep decrease in the cycle time and we hope to do better. We have 
done five vessels and the fifth vessel was on the drawing board abol,lt 
three or four years back, when we have the Japanese consultancy. The 
Japanese gave us certain recommendations regarding reduction in 
cycle time and we had implemented them in the fifth vessle since the 
other four vessels had already been either constructed or in the advanced 
stage of finalisation. With the implementation of the Japanese sugges-
tions, we find that there is very large amount of reduction in cycle time, 
as far as the fifth ship is concerned and we hope that we will be able to 
do very well in the fifth ship and there will be substantial improvement 
in Ship building with this new collaboration." 

2.13 Asked about the present position of orders, the Chairman 
and Managing Director. CSL stated during evidence :-

"00 the ship building side we had a lot of difficulty during the last 
one year. We had an order for 3 Nos. 67,000 DWT bulk carriers Crom 
SCI and a Letter oC Intent Cor 3 tankers of SCI. 'The 6th ship was due 
to be delivered to Messrs Chowgule and they cancelled the order 
saying that the price which had been fixed by the Government was 
unworkable for them. We proceeded with the engineering, we got it 
from SRS Norway and wilen we pressed SCI to convert their LC into 
a regular contract, they came up saying that the market Cor the bulk 
carriers was very poor, and they did not want them. We took up the 
matter with the Ministry and finally they placed order for 3 tankers of 
86.000 DWT and tha,t will bCp us busy till 1990. Our steel proCessing 
unit was idle for the last one year. We will be able to use them now. 
We have now started production .. The orders that we get from the 

. ship owners based on the international parity price are at a very low 
price and the profitability is very poor." . 
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~. 2.14 When asked about the projections after the completion of the 
three tankers by 1988-89, the C&MD stated during evidence :-

"We find thai by 1988-89 when we complete the steel work, 
probably we will not have further ships to work upon or in 1988-89 we 
might have to have further orders. So, we have brought this to the 
notice of the MInistry. They say it will be reviewed after some time, 

These ships are being built for the Skipping Corporation of India 
8$ they have placed the orders. They have further requirements for 
ships in the Eighth Plan. Our request 1'18$ to take up with the Shipping 
Corporation so that they may place more orders with us so that there 
can be continuity of work beyond 1988-89." 
2.15 When the Committee enquired about the fields in which CSL hu 

explored the possibilities of getting orders, the C&MD stated during evidence : 
"We have been quoting for a large number,of tenders for the last 

one year for the various vessels 8$ also for similar structures. The first· 
thing that we tried was structures that are required by ONGC.. ONGC 
earlier had a policy of negotiating prices and giving orders to various 
Government of India undertakings. Our Mazagon Dock, Bombay 
and Hindustan Shipyard Limited, Visakhapatnam have got some orden 
from ONGC at negotiating prices. ~ut now the ONGC hu revised 
their policy and. for the last two or three years, they have been ,oing in 
for global tenders and on the basis of those tenders, they have been 
placing the orders. Globally, our prices are comparable to the Euro-
pean prices but we find that our prices and European prices are almost 
double that of the Korean and Japanese prices. So, we have not been 
able to get even one order from ONGC. But we have been successful 
in getting many orders f~sma1l vessels which are required by.various 
Government agencies 8$ well as private agencies within the counut. 
There are still more tenders which are yet to be finalised. In the 
meantime, we have tried to cater tO,many of the Government of India 
llndertakings who have a regular requirement of certain number of 
components for their production. We got some orders from the 
Bharat Earth Movers Limited for cOunterweights and we are also 
1I"Yjng to get a contract fr01D BHEL for some orders on a regular basi~. 
If we diversify in those areas where the prices are free, we may be able 
to do better financially and there will always be certain amount of 
iD:C0me coaing from those sources." 
2.16 When the Committee enquired whether the Ministry has examined 

the feasibility of construction of vessels for inland water transport by CSL. 
the Secretary of the Ministry stated : . ' 

"There was, first of all, a proposal for acquisition of inland' 
water vessel which was considered in_the Sixth plan •. Theor(l.er for' 

71.SS/87- 3 
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tb ..... as already placed in the Sixth Plan for the supply by the iDdi-
&eDous Shipyl!I'd and nothing from outside the indigenous Shiprud. 
Only recently the Cabinet has cleared for further acquisition of 63 
vessels and now they will be going in for tender. They all will be 
placed with the indigenous shipyard on a tender basis· and there 
would be about 8 public sector shipyards. But I would like to say 
that the vessels which are for the inland. waters are of two types. 
One is caUed,.tugs and the other is called barges. The barges are 
meant for shallow waters. Now, in regard to barges, I personally 
wonder whether this shipyard engaged in construction of large ocean 
going vessels is so much interested to build these because it will coat 
them much more. There was an enquiry from some foreign country 
and we were trying to persuade them to build some of them because 
we got some from another shipyard and we found that the cost wonld 
be too high. So, I would again go into this question because some-
times sitting idle is good. Sometimes being idle is much cheaper 
than doing something." 

2.17 When asked about his views for improving the order book 
poiiIioD of the Company,the C&MD, CSL stated: 

"Originally the Cochin Shipyard was intended to manUr-lCtu~e 

large-sized ships. At that time large-sized ships were very popular. 
Even when I went to Japan, I had seen that the Japanese had created 
a ven large number of docks in Japan for manufacture of large-sized 
ships and today all of them are idle. So, having been pushed in a 
position like that, we require some amount of support from the 
Government with regard to orders. Speaking of productivity, im-
provement, cost, production and all ~t will be valid only when 
we have work to be done continuously. . If we are going to have no 
order book position which·we have faced twice, we cannot be expected 
to perform to the optimum leveL So, we have to have a continuolll 
order book position. On the other hand, it is almost impossible to 
get order book position because there is nobody in the country who 
is willing to give orders. Even abroad also nobody is willing to go 
in for large-sized ships. We find that all the shipyards of the w.rld 
are trying the same thing. Everywhere there is competition. 
ONGC have got nearly 3,500 crores worth of equipment to buy. In 
India we do not have the engineering capability to handle all the~ 
equipments worth Rs. 3,500 .crores. We have definitely to go in for 
foreign collaboration, but if we go in for foreign collaboration they 
ask for a very high prices. So, if ONGC can retain their prerogative 
to place an order on the foreign collaborator and take an Indian 
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partner, it will be a great scrvic:e to the country because even though 
we do not haY.e an engineering capability, today if you look at the 
equipment, either platform or rigs or any such ibing, you will find 
that we definitely have the manufacturing com~nce in the Indian 
industries. We can take a substantial porti~n of work and do' it. Let 
them get the advantage of lean price in the international market, but 
if we get a sub-contract, the industry can be kept busy in the country." 
2.18 With l'CSpect to lack of orders for Cochin Shipyard the Secretary~ 

'Surface Transport stated. 
"Because of the high prices, there is a reluctance to place orders 

with the shipyards. Secondly,' with the recessionary situation in 
the world, there is a dry up of placing orders with them. Unless, 
they have orders, they cannot build ships and if they cannot build 
ships, they may n9t produce anything. Se, this intematioillll 
situation has a direct relevance to the .Cochin Shipyard." . 
2.19 Asked whether any systematised policy has been evolved for pro-

aaring orders for Cochin Shipyard, the Secretary of the Ministry stated : 
"You have. put a good question, but the present state of shipping 

industry is such that anybody who attempts a systematisation will 
face lot of problems. One is the competition which is there in the 
ship building industry, and the'fact that one has to run in the inter-
national trade in an international atmosphere, and international 
competition with the freight rates falling. His first objective will be 
to keep the ship as best as it is possible so that he can really make 
some profit. On the other hand, our shipyards constituted as they 
are and the subsidies and the costs being what they are, are facing a 
lot of problems. Therefore, we have to balance between the two, 
having regard to the totality of the factors that if the Shipyards have 
no business available to them, and they have to be idle. it is better 
to give them some business. We have consistently taken a stand that 
they should get some more business and that is why we have made it 
a point from time to time to review the costing pattern. In some 
cases we are able to do it, in some cases we are unable to do it." 
2.20 The Committee enquired whether any strategy had been worked 

.out to find adequate work for CSL and other Indian Shipyards. In a 
written lIote, the Committee' were informed: 

"The poor order Book position of CSL has come to the notice 
of the Ministry. It is with a vieW to improve the order Book position 
that action . was taken by the Ministry for SCI to place order for 3 
tankers of 86,000 DWT on CSL. 

Even in the case of HSL, SCI has since placed order for rour Bulk 
Carriers of 42,750 DWT. . 
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ACtion has also been taken for placement of order for 2 oC A&N 
veacll on HSl. The shipyard is also having dialogue with Navy to 
act order from them. 

Efforts ate also being made to secure orders from DOn-c:ompeti-
tive seeton like Navy. Coast Guard Cor indigenous shipyards." 

2.21 The Committee desired to know about the allocation made fer 
tho purpose of new ships/ship construction during the Seventh Plan and the 
commitments made against this allocatioIL The Ministry informed the 
Committee in a written note as under:-

"A provision of Rs. 673 crores has been made during the 7th Plan 
period under the scheme "Loans to SDFC'·. This provision ia barel 
sufficient to ~ the committed requirements for ships alI:cady 
acquired during the 6th Plan period or earlier and for the requirement 
of funds for three ship acquisition projects of the SCI which are in the 
·ppCtine. These three projects of the SCI are at difl'erent stages of 
consideration of the Government. These include the acqusition 
of six Container Cellular Vessels, six Edible Oil Carriers and four 
Phosphoric Acid Carriers. There is thus, no financial allocation 
available for the purchase of new ships of the private sector during the 
7th Plan. Planning Commission has accepted the fact that the 
financial resources are not adequate to aChieve the physical target o( 
7.S million GRT operative tonnage at the ,end of the 7th Five Year 
Plan. aCtor replacing approximately 2.S million GRT, which·is obso-
lete and due for scrapping. Planning Commission had suggested 
recourse to extra budgetary resoUrces for acquisition of ships. The 
fact that the funds were not available for new acquisition has been 
one of the considerations for the decision of the Government to wind 
up SDFC and set up a new financial institution so that the funds 
required for acquisition oC ships would come out of the resources 
available with the banldng sector instead of from the Government 
budget. 

Apinst the above provision of Rs. 673 crores, funds to the extent 
of Rs. ISO Cl'Ore8 have already been spent during the year 1985-86 
and during the year 1986-87 another RI. 14S crores, are expected 
to be spent u per the revised budget estimates. During the year' 
1987-88 funds to the extent of Rs. 110 crores for the above purpose, 
u agreed to by the Planning Commission. are expected to be made 
available." 

2.22 The Committee enquired whether. any long term integrated plan 
for acquisition oC ships and their construction in the indigenous shipyards 
hu been drawn up and approved, the projections for the net addition to the 
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Indian shipping 4uring the next 5 years and what is the share allotted to tho 
indigenous shipyards. In their reply, the Ministry have stated: 

, "The plan for acquisition of ships during the 7th Plan period is 
guided by the target ,of 7.5 million GRT net operative tommge at the ' 
end of 7th Five Year Plan, as fixed by the Planning Commission. The 
net operative tonnage at the end of the 6th Five Year Plan was 6.36 
million GRT. Taking into consideration an estimated scrapping of 
2.5 million GRT during the period of 7th Plan, to achi~ the ahem 
target, a net addition of 3.64 million GRT (2.5+ 1.1'4) would have to 
be made during this plan period. The proposals from private and 
public sector Shipping companies for acquisition of LtolUUlP arc 
cleared on the basis of 

(i) Replacement of old to~nage. 
(ii) Addition of speciali-ed tonnage required for national trade 

and 
(iii) Maintaining the ratio of tonnage as 65:35 between public 
and private sector. 

Beyond the above considerations there is no other long term into-
Ifated plan for acquisition of ships. Taking the capacity or the 
indigenous shipyards into account, it has beeJl roughly estimated that 
0.5 to 0.8 million GRT would be constiucted in the Indian ShiP1Uda 
and the balance tonnage would have to be acquired from abroad." 

FiMncing of Shipping Business 

2.23 From 1951-58 Government was giving loans on ad hoc basis to 
the Shipping Companies for acquiring ships. The Shipping Development 
Fund Committee was set up in 1959 for administering this loan scheme. 
The SOFC credit extended upto 95 % of the cost of acquiring a ship repay-
able in 16 years at low interest rate of 4.5 %. Later from 1971 the intcr\lat 
was raised to 6.75% for Indian,built ships and 7.5% in case offoreignbuilt 
ships. In addition, the SDFC has also extended the guarantees and COUlltel' 
guarantees to Indian Shippers for contracting foreign loans for' acquiring 
ships. Thus over 90 % of the tonnage acquired by Indian ShipperJ since . 
Independence was with the SDFC assistance. The yearly subsidy of Indian 
Shipping Companies by way onow interest rate charged by SDFC has boeD 
e&timated at Rs. 82 crores according to 1982 estima~ The terms of 
SDFC loans stipulate that .every second ship acquired by the recipient of 
SDFC assistance should be from Indian Shipyards. 

2.24 On an enquiry why this principal of pari passu is not being adhcnd 
to, the Secretary of the Ministry informed the. Committee that 'the position 
iI that pari PfISIU obligation starts after a lhipping company has acquired 
so.OOO tonDes OWT. Upto 50,000 tonnes OWf DO pari ptI8SU oblipUon Iiaa. 
After that it ill :1. The Government has contiDuoualy tried to onCoroe this 
pariJItU6V obligation but the other factors come into the way I. 



16 

2.2S The .Committee pointed out that there should not be any prob1cat 
bccalllC even if a private organisation acquires a ship the SDFC contribute 
to the extent of 95%. To this the witness stated: 

"Everytime a proposal comes from them, we try to look at it 
that he has pari ptUJU obligations. But from 1980 onwards, because 
or the shipping recession situation, exceptions have been made by 
GO¥a'llment. 

Since 1985, we had hardly financed any ship from SDFC. Not 
one ship has been financed because most of the shipping companies 
are in default and therefore, it has been a consistent policy not to do 
so." 
2.26 On an enquiry whether it is a fact that even though the Govan-

..at extended financial. assistance to shipping companies on extremely 
liberal terms, the indigenous shipping industry has not adequately benefited 
frOID the policy, the Ministry stated in a written reply as under: 

"The indigenous shipping industry has also benefited from the 
policy of the Government to extend the financial assistance to sllip-
ping companies on extremely liberal terms, as it is becalde or this 
policy that it has been possible for the Government to force the ship 
owners to place orders for their ships on indigenoUS shipyards, even 
wheft the cost of the indigenously built ships was comparatively much 
higher. However, the scheme of direct loans from SOFC to the lhip-
yard never came into being,. after it was thought of about two yean 
'back, bec:&use of the impending decision of the Government to wind 
upSOFC." 
2.27 On enquiry about the orders placed by the Shipping Corporation 

or India on foreign yards vis-a-vis indigenous yards and the steps taken to 
ensure that indigenous capacity. was utilised before SCI placed orders QD' 

foreign yards, the Ministry of Surface Transport stated in a written reply 
as ullder: 

"The position of the orders placed by the SCIon foreign Ihip-
yards is indicated bclow:-

s. Type of Vellel Date of No. of Co1lllll1 
No. order vellell OB wbIoh 0._ 
J. M.ll. TaDkera 11-].80 2 I-PIID 
2. LR.-l TaDkera 3O-4-8J 11 Korea 
S. Product TaDkera 10+8) 4 Karea 
.... Supply Veaell 21H-8J 10 Siqppora 

S. BIIlk Camera JI-12-8l 12 Kocea ----
In addition, SCI has placed orders for 4 bulk carriers of 42750 DWT 
onHSL aDd 3 tankers or 86000 DWT on CSL recently. 
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These are in addition to three orders of 27000 DWT Bulk Car· 
ricn placed by MLL (now SCI) on HSL, in i982. 

Before permitting 'SCI to acquire any ships from abroad, tho 
possibility of acquiring the same from indigenous shipyards is fully 
examined by the Government in this Ministry, by the PIB and finally 
by the C€EA. Following considerations have usually been noticed 
when SCI was permitted to place orders on foreign shipyards : 

(a) The indigenous capacity was fully engaged with the orders 
already placed on the shipyards. . . 

(b) The vessels were of a specialised nature the type of which 
were not constructed by the indisenous shipyard earlier. 

(c) ,The orders for speci~ised vessels were one time orders and 
not likely to be repeated over a long period because of which 
;~·;:r.:iring foreign tecbnology for constructing those ships 

. \10 '\ !lot considered necessary/economical. 
(d) ~;~:;~s ::J be procured were eitber in replacement or .. ecided 

t)-:;~" :y which the indigenous shipyards could not have 
con.' ,;:ted within the time fra~e necessary for the purpose. 

Apart fr·.::1 t:,: J.bove considerations, the consideration that the cost 
dthe Itdian ~uilt ships was substantially higber than tbe pricea of the 
ahips available in the international market also came in the way of 
wiIling fulfilment of the pari paslll obligation outstandiD.g OB private 
lector Shipping Companies." 
2.28 A list of outstanding Pmi PIUSII Glbligations on SCI furnished by 

the Ministry is as follows: 
Sr. J'r(>ject No. of 
No. Un;ts 

1. YQlDsia v C. rso 2 
2. PDu.b Carso 6 
i . .JeJl8nete MR Tanken 2 
4. Korean LRI Tanken 11 
J. KorcanProdu1tTanken 4 
6. Sllpply Vessels 10 
7. Korean Bulk ~rren (Out of 12 orderc:d) 7 

Total 42 

Orders plaeed with Indian yards against above obligations. 
t. HlLCar... S 

., 2. HIL JIqIk Carriera ... 
, .~ CIL'faake1'l 3 

Dwr 

lOS78 
",58 
122'19 

679831 
163S22 
14258 
311~ 

1379616 

50400 
J71000 
25S600 ---------Je 47'lIOO 
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The P,rl pf13611 obligations outstanding against the major eight private 
sector shipping Compimies. are 81 under: 

Sr •. Name of the CompalU' 
No. 

I. Scindia Steam NVA Co. Ltd. 
1. Groat Baste rn Shlppllll Co. 

S. ludia Steamsh;pComJlllaY 
4. SlIrTendra Oversea Ltd. 
5. SaJllrSbippiDl Co. Ltd. 
6. Ita lDIu r Shippil1l Co. Ltd: . 

7. 5.>utll In1i8 ShiPlJilll Corpl1. Ltd .. 
TolanlShippiDl Co. Ltd. 

•• Basar Balk Carrlen Ltd. 

Balance in 'OWl 

48.288 
. 29,610+&2194 

(3 Tanb_27398>. 
• 1,08,260 
. 1.73.000 

54,595 
65,9000+7.25 

MlDionln nlue. 
1,49,200 

46,99J 
PlUs US DoDan 
2.25 MiUion in nh •. 

41513 

The Pari pQSJU obligation of OSV by various private sector Indian 
Shipping Companies is 81 under:-

I. "annre ShippiDl Co. 
2. GreatSaatern SIlippiDi CompanJ 
S. Eller ShippiDi Ltd. 

No.ofOSV PtrriI'IIU' 
. ACqUired 
from Abroad Obi/PIlon 

5 1 Vc_1 
4 1 Vesacl 

I Vesacl 

2.29 The Committee noted that orders were placed on foreign yards 
even when indigenous shipyilrds had the capability, know-how and tech-
nology to ~uild them, In that context, the Committee desired to know 
,whether it was not possible to. have Ii coordination between the Shipyards 
and the Shipping Corporation onndia to see that there was a total integrated 
\'iew for eJfeclive funotioning or aU or them. To this, the Secretary or·the 
Ministry stated during c\'idence:-

"It is true that some orders have been placed abroad also by the 
Shipping Corporation of India. They ~ basically in respect of 
some ships the Shipping Corporation of India had camcd some JltlTI 
JItIS8U obligation and because of that it was available to them .• , ••• 

. Since I have joined this .Ministry in July. 1985 I had been very parti-
culIr that our Indian Shipyards should Jet orders. It was OIl Cbat 
kincl of prcujDl that we bave placed thcso orden for the ·wp. with 
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the Hindustan Shipyard and CSL and certain other orders areia the 
pipeline. I may mention that some time when shipping companies 
are ~ocuring one or two ships of specialised nature, careful examina-
tion IS done regarding the desirability of building such vessels in 
Indian Shipyards. as transfer of technology for building one or two 
vessell! only does not become cost effective. Fot example, for speci.1.-
lised ships like the ones which deal with chemicals or oil products 
demands are very few. Trying to build such specialised vessels in 
Indian yards for which demands are only for a few may not work out 
a successful venture. However, th~ matters are under constant 
examination and whenever feasible, suitable orders are being placed 
on the Indian yards keeping in view the order book position. As of 
now efforts are on to place orders for passenger vessels for Andamaa " 
Nicobar Administration on Hindustan Shipyard •. , .. We are also Clt-
ploring the possibility of Defence also placing some orders with our 
Shipyards so that they can be kept engaged .... they are also in 
fairly advanced stage of consideration." 

230 In reply to a question, how is the dynamism reflected in the total 
. policy, the witness stated: 

, "The policy paripassu is there. So far as public sector and SCI 
are concerned, they will' have to buy from the Indian shipyarc1s. The 
only thing is more effective implementation of the policy. I do hope 
that anybody should rationally look at this situation. Myself would be 
placing orders a~road in ~{"Cgard to certain ships which I find they 
would not be able to build" . 

. DiversifICation 

2.31 CSL has stated that the recession in shipping industry the world 
.ovec is having an adverse impact on shipbuilding and ship repair. It is, 
therefore, prudent to diversify into other products which are not subject to 
recessionary influences. It has also been stated that the appropriate lino of 
diversification for Cochin Shipyard, considering the various facilities a1read. 
available in the yard, will be s~ marine craft building and manufacture 
of items required by ONGC for off-shore exploration and production of oil. 

2.32 As regards the diversification plan, the Cochin Shipyard have. 
stated in a note:-

"Since the cost of construction of ocean going ships built in Q;L 
is considerably hi,gher than the international price some operating 
deficit is unavoidable on. shipbuilding activity. It is, therefore, neces-
sary to take up some other allied activities which would generate 
~onable operating surplus. There is vast scope for the expansion 
of Fishing Industry, Inland Water Transport and Coastal TrafJlc. 
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Prices of the vessels required by the above industries are not linked to 
international parity price. CSL can take up construction of these 
vessels in competition with other India Shipyards and improve ita 
availability. 

Navy and coast guard are acquiring large number of vessels c0ns-

truction of which can be taken by CSL on competitive basis. 
Now major portion of the plant and equipment required by 

ONGC is being imported. It is desirable in the long term natiODal 
interest that the Foreign contractors are required to have a fixccI per-
centage of the fabrication work executived by Indian companies. 
In that case CSL will be in a position to contribute substantiaDy in 
this area'" 

2.33 Asked if an assessment been had made about the areas of diftr-
Bitication by the Cochin Shipyard. the Chairman &: Managing Director, 
CSL stated during evidence :-

"We realise that we have to do a systematic study to find out 
the.areas where we have to diversify. We.have recently got some two-
three engineers sPecifically meant to go around and find ou1. We are 
trying to analyse where we can enter into." 

2.34 Elaborating further in the matter, the witness stated : 
"We are trying to make efforts to go fOr diversification and _heR 

we look at diversification, we have to take the existing facilities that 
are available with us and see what are all the things that we can do 
with these facilities. If we try to make very small components which 
are available in the market, we are unable to compete with the manu-
facturers who are there already; we find that we are unable to compete 
for very small components because of the high ~pita1 and high infras-
tructure that we have got, We are trying now to diversify mostly into 
the specifialised facilities that we have got. Using the facilities availa-
ble with us whatever products can be manufactured, we try to manu-
facture; there, we should be able to get a good price and we should 
be able to do well. We have made some offer for some installation in ' 
Bombay, we are quoting for marine structures, we are supplying 
some vessels, fishing trawlers, etc. We are trying to do all ibis Cldra-
work purely by ourselves and we are not thinking of collaboration 
for any of these things. But it is a fact that, whenvever we are di-
versifying and going into a new product, there is a certain amount 
of time that it takes. By the time you pitch on a new product. cOIIect 
more detaiJa about the market, about the design and other ~ 
it takes two to thiee years .•.. "," But it definitely takes about two to 
three years before we can stabilise diversification and go into a new. 



21 

product. For each one of these things, we do not have to go for colla-
boration. We also have enough Naval Architects who can design 
vesseis, who can select some equipment and made some vessles, which 
will perform well. We have supplied a tug to the Port Trust, Cochin, 
and this tug was totally designed by our own people; it is performiD8 
very well and people are very much satisfied with that." 

2.35 The Committee desired to know the dc:tails of the plans 'for 
diw:nification and the coordinated efforts made in this regard by the Ministry 
for different shipyards. 1n this regard, the Secretary, Ministry of Surface 
Transport stated. during evidence :-

"Diversification is a very important aspect when the Shipping 
is in recession. And your concern really encourages us to feel that 
we are in the right direction. Korean Shipyards have gone in for 

. diversification in almost all sectors like automobiles, electrical, hea'i)' 
industries, boilder making, electronics, computers. Probably they 
have gone allover. Well, that would have been the most ideal sort of 
lituation. But with the constraint of resources we may not be able as 
yet till< go into it. But we have been constantly trying to diversify. 
In the HSL we have gone in for diversification of three types. Ooe is 
the speciaslised vessels which are required for ONGC. Second is the 
bunk houses which the ONGC require in large scale and other con-
tractors and field formations require. That is an area where they have 
become more competitive and they have been executing fairly large 
number of orders. Similarly, in HSL we have by now constructed two 
platforms for offshore drilling and we have 'so diversified into making 
drill ships. But unfortunately, this was on a projection given by the 
Petroleum Ministry. Lately, we are not getting orders from the ONGC 
because they have ~Iso started rethinking in terms of the budgetary 
constraints that they have got and they are now increasingly depending 
upon chartering the ships rather than acquiring them. The entrire 
policy changes are occuring. But in the area of platforms, I have been 
promised further two platforms and after a lot of dialogue with the 
Petroleum Ministry, we have got one memorandum of understandiD8 
just about a couple of days ago. But the platform is an area which we 
personally feel. should not now go outside. Having developed the 
capabilities ourselves, it should all be manufactured here. 

As regards the drill ships, the first such ship bas been built. This 
.. one area where diversification has been attempted. Another area 
of diversification which we are exploring is the contracts with the 
Defence Ministry. These discussions are in a fairly advanced stage aud 
we hopefully hope to get something (or both the shipyardl. 
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The Cochin Shipyard has also' been trying with the idea of fishing 
trawleri. My own feeling is that fiihing trawlers, which is a"fCl'1 very 
small arca compared to the bigger capabilities for which they arc 
equipped, D)ay tide over some losacs but would not'be very CCOIlomic 
to be built in the Shipyard." , 

2.36 On being asked to spell out the details of the proposals, if any, 
lubmittcd by the Coinpany for diversification, the Ministry of Surface 
Transport state4 in a written note as unlkr :-

"While no specific detailed proposal has been submitted by the 
shipyard for diversification which needs Ministry's specific approYal 
for I!JlY inVCItment. the suggestion made by the yard for going in for 
,divcnification hal been as follows :-

, (i) In view of the substantial requirement of off-shore structu~ 
like well head platforms, accommodation modules for pro-
cess platforms etc. shipyard had requested the Ministry to 
take up the matter with ONGC, MiniatryoC Petroleum for 
placing order on them, 

(ii) Shipyard also requested the Ministry to take up the matter 
with the D/Dcfcnce Production as well as ~ NHQ for 
placing order for vessels required by Coast Guard and 
Navy." , 

2.37 As regards tbe action taken by the Ministry on the above sugges-
tion. it has been stated :-

"In the case of various requirements of ONGC. we have been 
taking up the matter with M/Petroleum in the Empowered Committee 
meeting on Oil Field 'Equipment that wherever indigenous facility bas 
already. been created that must be utilised fully then only, ONGC 
shoUld place orders on foreign yards. This was specifically mentioncci 
by us in the light of the facility created for off-shore well platform 
at Lova Garden, HSL, where after first two platfomrs HSL was not 
getting orders of the ONGC because of ONGC's stand that indigeaous 
yards should compete with foreign yards in their price and delivery 
schedules. In this background, it has been held that any investment 
in CSL for diversification for off-shore structures may not be proper 
unless placement and continuity of orders could be assured.. CSL 
has not yet got any letter of intent from ONGC for any of theleel"-
shore structures. 

As regards taking up the matter with the D/Defence Production, 
and Naval Headquarters this Ministry bad two years ago takea taP 
the matter with Defence Production for Coast Guard VesarJs but 
bep\t. of Defeoce Production had takeD the Bland that the DefCDllO 
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. Sector Shipyards themselves need adequate orders to keep their order 
book ·position full, Hence at that stage, they 'were not ready to place 
any orders on non-Defence Sector Shipyards. 

On a recent request of CSL, the matter was again taken up with 
NHQ and they have favourably responded." 
2.38 Asked whether ,the Company had submitted any blue-print 

of the plan for diversification in the areas of small marine craft building 
and manufacture 'of items for' ONGC for off-shore exploration and pro-
duction of oil, the Ministry informed the Committee in a written reply that 
no blue print of the plan for diversification in the areas of small marine craft 
building and manufacturing of items for ONGC had been submitted by the 
shipyard. They had, however, informed the Ministry that they had been 
quoting against the tender enquiries of ONGC, Central Inland Water and 
Transport Corporation and Andaman and Nicobar Administration. 

2.39 A provision of Rs. 2 crores is stated to !have been made for 
diversification into off-shore activity by CSL du...":ing the Seventh Five Year 
Plan. 

2.40 On an enquiry whether the provision of Rs. 2 crores would' 
be adequate for diversification during the Seventh Plan, the Committee 
were informed in a written reply: 

"In view of overall constraints against the projection of Rs. 405 
crores made by the Ministry for the 7th' Five Year Plan Scheme 
only Rs. 130 crores has been agreed to for the shipbuilding & ship-
repair sector. In the light of limited resources, emphasis has been on the 
completion of existing schemes and optimum utilisation of existing 

facilities. Out of Rs. 130 crores, Rs. 45 crores have been kept for 
CSL's various projects. 

Since there is no specific proposal for diversifications, Rs. 2 crores 
provided for diversification may not be utilised for the diversifica-
tion schemes." 
2.41 On an enquiry whether the Ministry of Surface Transport had 

C¥er considered the proposal to find enough work for the Indian shipyards 
in the areas such as inland transport, coastal shipping and ports which are 
under their administrative control, the Ministry stated in a note as under :-

"Public Sector Shipyards viz. CSL & HSL engaged in the cons-
tructionof large ocean gojng vessels can have optimum utilisation of 
their facilities only in the construction of large ocean going vessels. 
Best efforts are made that the orders for large vessels are placed on 
HSL & CSL by the Shipping Companies. It is against ,this back-
ground, SCI has been persuaded to place orders of three 86000 DWT 
tankers on CSL and four. 42750 DWT Bulk 'Carriers on HSL. 



As far as placement of order for inlalid water transport, couta1 
shipping and ports are cqncerned, Public Sector Shipyards under the 
administrative control· of this Ministry have to compete with the 
other Public Sector/Private Sector Shipyards, both in terms of price 
and delivery. 

All efforts are, however, being made that medium size Public 
SeI:tor Shipyard. viz. HO.P.E. sc<::ure orders for inland W3t~ traM-
port, coastal shipping and ports etc." 

l'I8hlng Trawlers 

_ 2.42 It has been reported that Government have decided to import 
_ the entire 7th Plan requirement of SOO deep sea fishing tarawlers even though 

Indian Shipyards have the potential to manufacture those trawlers and were 
• uffering from acute under-utilisation of capacities due to paudcity of 
orders. Cochin Shipyard is stated to have teken a licence for constructing . 

8 Fishing Trawlers annually in response to the existing demand for tra-
wlers. The c&MD informed the Committee during evidence that Govern-
ment should provide funds and start clearing the applications of the people 
~ ho apply to get the trawlers. . 

2.43 The Committee noted that as against the requirement of SOG 
D«p !Ira Fishin!! T~~wl~rs i':"i"!'! t~~ y-""th Five Yenr T'~-.-. CSL has 
got licence for constructing 8 fishing trawlers annually. Some funds have 
to be allotted to them and also ciearance from the Ministry of AgricultUre. 
On being asked about the efforts made by the Ministry of Surface Transport 
to help CSL in this regard, the witness informed the Committee dll ring 
evidence :-

"So far as Fishing Trawlers are concerned, there were two con-
tradictory objectives which were being processed-

That fishing should be develop~d so that effort can ~ iacreased 
and the concerned Ministries were spear-heading-that it will tab time 
and that we should be allow:}d to import the Trawlers so that· tho 
Trawlers could come in. . 

On tho othor hand ollr oontention is that this Ministry want9 
that the iDdigen.lUs caplCity should be fully uti'lised and no trawler 
should be allowed to be imported. The requirement that was pro-
jected by the Ministry was SOO Trawlers. Ultimately, becllUSO of the . 
strong views of this Ministry the deci:iion was taken by the Govern-
ment at I.h~ Cabinet level that after exhaU5ting all indigenous capacity 
for trawleto, the orders will be pliloeJ afterwards. From that point 
of view tbat ha.d oocn satisfactory. But even a!>:)Ut trawlers, there is 
another aspect of it which was also the pari-passu obligation." 
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2.44 In reply to a qUCUionwhether CSL had approached tho 

Ministry to take up the matter with theMinistry of Agrioulture for placiDg 
ordorsfortrawlers on them, the Ministry inform«l the Committee in a writtel1 
nom as UIlder :- . 

·'CSL had applied to shipbuilding & ship repairs wing of the 
Ministry for registration of the yard for the construction cf Fishing 
Trawlers. They have been duly registered for the construction of 8 . 
Dumber of fishing trawlers per annum. 

However, it has been made olear to CSL that for procurement of 
"rder they will have to keep their prices competitive with other PublicI 
Private Sector Yards. SInce tho Trawler owners are private operators 
the shipya.rd can secure order only by being competitive in their price 
and delivery. They will. them~lves, have to find the prospective 
buyer who in tum will apply for loan to the Fishing Trawler Acqui-
sition CODlDlittee in the Ministry of Agriculture." 
Z.45 The installell capacity of the Cochin Slaipyard aecording to the 

JleYised Project Report is two ships a year in term. of Panamax balk carriers • 
of75,ooo DWT. The actual prodac:tion in the Shipylard was mnc:la less than the 
BPR tsrptJ. The Shlily:t::l ~trlI:t:l:l aM d~li'1:lr:l:l .o:l!y O!le ship durillg 
the fift ye!l1'S fro!D 1976-77 t9 19!11-!Il sgsillSt tlae lLPR target of 3 ship! .f . 
75,000 DWT!Jy 19S1-!ll. Th~ aT~:l~~ cl~a:it'V :J~ilillti03 or CSL ,.i<rl-ns 
iIIstaIIed CIlpacity for * ~ ye.m period i.e. from 1~ 16, when the prodactiOll 
IDrted ud npto 1984-85, was only about 30 per cellt. Not Only was the capacity 
atilisatiOll mac:la below the targets, there were heavy delays in the eoastrnetiOll 
of ships ud the cycle time Involved was mach longer than originally envisaged. 
AceordiIIg to the MlDIstry detailed analysis of the reasons for the rednced 
capacity wtilisation ud larger construction cycle times in the yard had revea" 
that dIere Was Deed to rectify SDme imbalances iD the facilitie!l available ia the 
yard for wllieh substantial Investment In terms of infrastruetore and eqaipaeat 
was required. Hewever, a Working Group on tile ShipbuDdiDg aad Shiprepair 

IDduIry for the 7th Plan held the view that while all necellllaty measures may 
be takeD by the yard to im)rove the over-all prodllctivity of tlae yanl, it wu 
IIeCe!I!Iar)' to haft a smaller expert IPOIIP to go into the variollS reaSODS of short-

'faD ud ifaeeessary, reassess tlae iDstalled capacity as well as prodDction target 
of the yard ia the light or the present dity situlioll. Tile COMmittee de!lire 
that IIIIIlIII task Corce C:O!lsi~tillg ort~~lnical eKp~rts m IJ ba set up witbout any 
further loss of time fer mlltiDg a raaiHiSlIBot of the c!lpallilities and weak-
DeS!Ie!I of the yard. 

2.4(j Since Slaipbllildiug i~ lIre:l~:n:i:ulltly !l!l a:mu)lyinj ill:i:ni:1Y w;ur~ 
in shipyards have to depend5"JbstaDtiaUy on the bOllght-out items aD! 
raw J!Illteriais from the opeo market, a great d~'ll of ad v:m~ planniDg for design 
ud productiOD of each slaip is called for. T!ae optimum utiliiation of shipbuilding 
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eaJIIdtY. therefore, pre..sapp0se5 a ..e..oaahle IbDOIiat of crier book pasltloa 
.&lDftI'Iag at least 4 to 5 yean total pro4uctioa capacity. ID Cochm ShlpJlll'd, 
1IInreftr. the -.certaiDties regardiDg orders have disrupted the workiDg of tile 
sbIpyard Cromtlme to time. UptO May, 1981, the shipyard bad secured orden 
for eaaatnc:tiou of 6 ships of 75,000 DWT. The sixth strip was to hI? delivered 
ill 1985 hut hecause of the longer cycle time invelved 10 the constructioa oC 
sbIpa, the yard coukI hnUd five ships and before tlte construction of the sixth 
allip coukI he taken up, the order Cor the ship p~ced IIy a pri\'ate shipping 
C8IIIJIIIIIY was canc:ellell The Shipping Corporation or ludia had also placed 
erders Cor three 67000 DWT holk carriers in 1984 through a letter of iuteat. 
11ds order wlUl also snbsequently cancelled in Octoher, 1984. This left * 
sJdpyard without auy work beyood the 5th ship which was expected to be COIDP-
Ieted In Felmtary, 1987. It was OIIIy oa 30 March, 1986 that a DeW cootraet Cor 
the COII8trDctioa of three 86,000 DWT 00 tankers for Shipping Corporatioa 
of lDdia was signed. This order for 3 tankers is likely to keep the shipyard 
IMIsy till 1988-89, wheo again the shipyard wm he forced with a situatiou of JIG 
work 1l1li_ some further oran are received. ID such au atmosphere or .. 
eertaIDty regarding orders, cancellation of orders already received and total 
depeaIIeoce on imported inputs such as ship designs aud raw materials, it Is ..., 
doubt Impossible f.r the shipyard to fllDction JlGrmally in a planaed 1IWbIer. 

2. ~ ID this coatext the role played by·the Ministry oC Surface TraIIsport 
IIIIDIIIeI areater importance. The Committee find that neo tboagh the Go_ 
meat bad au extremelyllheral policy for flDaacing the purebase or ships iu the 
form or SDRC loans, there was DO long teria iutegrated plaD f.r the acquisition 
and IIaIIding or ships in the eouutry. The Committee have heeD informed that 
a piGYlsiou or RI. 673 erores has heeo made during the 7th Plan period but this 
prevlsioa is barely suflicleot to meet the CIODIIIIitteli require.eat for ships-
already aequlred during tlae 6th Piau period. There Is thus DO liDuc:ial aIIo-
catioo avanable for the purchase of any DeW ships during 7th PI... In regard 
to IoIq: term integrated piau for aequisitioa of ships and their coustrDetiou fa 
the ludIpuous shipyards the Committee have IteeD informed that apart from 
maiDtaiDiDg the r.tiD or tODDage of 65 :'35 between public and priv~te sector, 
there was DO other long term iutegrated plaD for aequisition of ships. The 
CommIttee find it dUDeu1t to appreciate how in the aItseDoe of aDy long term 
piau and without auy finaaclaI provisioa having beeD made for the shipping 
IDdnstry during the 7th PIau, the Ministry can reader any llllSistaDce to the 
sbipyards in the form of orden Cor eoastrac:tion of new ships. 

2.48 What Is all the more disquieting Is the Cact that there Is DO meaning-
Cal eoonIiuatioa hetween dU[ereat wiqsofthe Go\'enIIIleat In regard to pIaDDiDc' 
for acquisitioaof ships or developmeat or maritime facllities.in the coaatry. 
At preseat there are at least three Ministries who are involved In the Develop-' 
meat of maritime facilities. These are tlae Mialstries .f Surface Trauspart, 
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DefelICe .... Agriealture. While mach bas beeosaid .bout the recessioDarY 
...... ,iII the sbipplag world and its impact on the indigeDOlIS slaipyards, Ibere 
is 110 nideDce of any coonIinated dorts baving beea made to secure orders for 
the shipyards wbo were SutreriDg from acute uncIerutillsatioD of capacities 'ar 
to paacify of orders. Tbe Committee .re of the view that wbatever be the 

. COIIditioDs ill the iDternatioaal market, the IadigeD01lS shipyards iD wbicb buge 
inftStments have beeD made, should not be allowed to sutrer because of lack of 
ordeJS. TbeYhave to be kept "usy and to that end it will be helpful to b.ve 
a CeDtral authority to register the capacities and categorise the shipyards and 
theDdistribote the construction of vessels accordiag to their respective capacities, 
keeping ill view the orders already iD band. Such an authority conId be the 
first step towards a coordiDated development of maritime facUities, iuelucling 
the .aciUaries. In addition the proposed Central aUtbority should be entrnsted 

• witb the task of processing steel requiremeDts of yards and arrangiag for other 
neCe5lllry inputs. 

2.49 So far as Cochin Sbipyard is concerned, it blls currently orden for 
the construction of 3 tankers of86,OOO DWT for Shipping Corpor.tion ofIDdla. 
11ais is likely to keep tbe shipyard busy till 1988-89. The Committee recom-
aend that in ordet to eusure continnity of work. beyond 1988-89, tbe possibilities 
of secnring farther orders from Shippiag Corpor.tion of Jodia for their farther 
requirements of sbips during 8th Plan may be explored on • priority basis. 

2.58 Originally the Cocbin Shipyard was intended to manufacture large 
sird Slips. However, with the cbange iD tbe iDternatioDal sceDario, nobody is 
willing to go iu for I.rge sized ships. IDevitably, therefore, the Shipyard has 
to look around for aitematives. It has beeu brought to the notice of the 
Committee that ONGC have got nearly Rs. 3500 crores wortb of equipment to 
bay. These equi~ clllUlOt be DiaDufactnred by lDdian Shipyards withoat 
golag ia fOf'foreip coUaboratlous, whicb may ask for very high prices. UDder 
the circamstaDCes the best that can be done is that ONGC can retaia their 
prero;:ative to place orders on foreign coUaborators, who can be .Dade to take 
lDdiaa Shipyards as partners through a stipUlation ill the collaboratioa agree-
ment to that effect. This wiII eusure some work. for the Indiaa Shipyards in the 
fOlm or sllb-contracts and help the shipyards ia avoidiag idleness. Similarly, 
the Ministry of Agriealtore has plans for the acquisition of. SOO trawlers for 
fishiag iadastry daring the 7th PIau. These trawlers can very weD· be JIUIIIDo 

factored iD the iadigeuoa. shipyards who .re salferiDg for iIeartfa of orders. 
ADother area ill which the CochiD Shipyard can veDt1ire oa competitiye hasis· 
is the requirement of vessels by Navy aDd Coast. Guards. The Committee 
desire that a systematic study may be IIDdertakeD to &ad DOt the areas ill which 
Coc:biIl Shipyard can diftlSify. After ~...eu have beeD icIeDti8ed, the 
Miaiatry of Surface TraIIsport should coordiDate with the other coacerned 
MiDistries .... secure fina ... for exeClitioa by the Cocblll Sllipyard. 
7 US/87-4 
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2" 51 It is discoacerting to Dote that at pre!Jellt there is nD specific pr0-
posal for diversification of aelivities of Cochin Shipyard aDII it is appreheJllleil 
that au IIID08Dt of Rs. 2 crores provideel for diversification schemes during the 
7th Plu may DOt be utilised. Dis is iDdicative or the a .... ce of any 10lIl 
term and perspectiveplanuing ·for the optimal ntilisation of the facilities createli 
at huge cost. 

2" 52 The Committee find that a Shipping Development Fund Committee 
wu set np in 1959 for administering a loan scheme, under which shipping 
eompauies both in public aDII private sectors CODIcl get loaDS on very easy terms 
for"parchase or ships. The. SDFC exteodeel credit npto 95% of the cost of 
acquiring a ship repayable in 16 years at a low interest rate of 4-1/2 percent. 
Later on from 1971 the interest rate was raised to 6" 75 % for Indian huilt 
and 7" 5 % in case of foreign ships. Althuugh the terms of tbe SDFC loans 
stipulate that eury second ship acquired by a recipient of SDFC assistance 
should be from Indian shipyard., tbis pari passu obligation has not been honoured 
scrupulously in the past by the ship owners. Nor has SDFC insisted on the 
silip owners for the fulfilment of their pari passu obligations. From the i .... 
formation made available to the Committee it is seen that against 42 ships or 
13,79,686 DWT acquired by the Sbipping Corporation of India from foreign 
countries, it placed orders for only 10 ships of 4,77,000 DWT on Indian Yards 
_er pari. passu obligations. Similarly, there is a large pari passu obligation 
outstanding against private sector shipping compauies. If only the pari passu 
obHgatlon clause had been enforced on all shipowners, there would have been 
80 dearth ofiorders for all the shipyards in the COUDtry, who have only a limited 
capability. Farther tbe ffilure to enforce pari passu obligation bas resulted 
in indirect subsldisation of the foreign shipyards at the cost of tbe indigenous 
tlUpyards. The Committee cannot hut express their displeasure at the 
failure of the authorities to safeguard their own interest. The Committee 
rKO_end that Government shonld review the entire situation and take app-
..,..iate mea!lllres lII"Iently under intimation to the Commi.ttee. 



CHAPTERm 
PRICING POLICY 

3.1 Under the existing pricing policy, the prices of ships built in Indian 
yards are. determined by the Government of India in accordance with a 
pricing formula' based on International Parity Price. Under the pricing 
policy, the DG Shipping will obtain valuation for similar ships from diffe-: 

. rent countries, the average of which will constitute the' International Parity 
Price. . Based on the International Parity Pripe, the' DG Shipping recomme-
nds the price to be paid for an Indian built vessel which includes an addi-
tional 10% for import substitution. In addition, the Government gives a 
20 % subsidy on the International Parity Price. In the context of the present 
world wide recession facing the shipping industry, the valuations obtained 
are generally far below. the cost of cOnstruction. Therefore, the Inter-
national Parity Price based on which the price of the ship is fixed. is . un-
realistic and is far below. the actual cost of construction. 

3.2 Out of 5 Panamax type Bulk Carriers, orders for which were 
placed on CSL, the Company has so far constructed and delivered three 

. ships (001 to 003) Ship No. 004 was expected to be dellvered in June, 
'. 1986 while 005 was launched in February, 1986. As a result of the existing 

pricing policy CSL has suffered heavy losses on ships 001 to 003 as would 
be seen from the following figur~s: (Rs. incrores) 
----------------_. 

Ship No. A~tuaJ Cost 

oot Rs. 34.67 
. 002 Rs. 34.24 
003 Rs. 1S,48 

(upto 31~1-198S) 

Selling Price 
including subsidy 

and Escalation Charges 

Rs. 2!.OS 
Rs.25.08 
Rs.27.42 

Loss 

Rs.il.62 
Rs.9.t6 
Rs.· 8.06 

3.3 One of the main reasons for the losses has been attributed by the 
Ministry to the unremunerative prices fixed by Government for ~he ships 
undor the Pricilll policy based on the International Parity Price. . 

3.4 When the Committee enquired about the subsidy being given by 
Government to the Shipyards, the- SeCreWy' of the Ministry stated during 
evidence :-

"While shipping company pays IPP plus 10 per cent, Government 
is giving 20 per cent subsidy only on the IPP price: We. went to the 
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Finance Mi,nistry for a nonnative cost fourmula. We wanted that 
a certain production level efficiency should be built in,istandard fixed 
and on that basis the price of a ship should be decided and on that 
price ditrerenti8l between international price and the actual cost-
should be giVeD' subsidy which will fluctuate. Now the Finance 
Ministry in its wisdom referred.it to the BICP; and that is how this 
problem is arising." . 
3.S When asked about the present position in the .matter, the witness 

stated: . 

"The first reaction, of cOurse, was to save the shipping lines in 
the sense that their loans were being rescheduled and some moratorium 
was being given. Thai was in 1978-79. Then in 1981-82, another 
moratorium was given. But alongwith this, the Shipyards problems 
were also being looked at from that angle and the first step that was 
taken was that after about two three years' discussion, in 1981 the IPP 
formula was slightly modified. That was the consequence.' Even 
at that time,.when the formula of 1981 was revised the Ministry's 
view was that it will not be a satisfactory situation. .But between not 

. accepting and accepting we did accept that formula with slight impro-
vement. I may add that even at that time it was recognised in Govern-. 
ment orders that the above formula was pr9posed to be reviewetf 
after the Sixth Five Year Plan period. So, we again started a dia-
logue with the Finance Ministry in 1983. In 1984, after evolving 

• this normati\le cost formula, we forwarded it to the Finance Ministry 
for consideration. This remained with them for a considerable 
amount of time and it was only after a series of meetings with the 
Finance Ministry that in May, 1985 it was referred to the Bureau of 
Industrial Cqs,ts and Prices for making a study: The present position 
is that the BICP had earlier promised. to us that they would be givin g . 
a report on this by 31 December, 1986 but the report has not yet 
come. We ate awaiting that report so that on the basis of it we cou ld 
10 to the Government and get a decision arrived. at." . 
3.6 While the price for ships 001, 002 and 003 were fixtd in accord-

IIDCe with the above principle, the price of Rs. 32.527 crores fixe,d for ship 
004 on the above basis was not accepted by the buyer and a provisional 
price of R s; 22.50 crores was fixed for purpose of regulating stage payments. 
For ship No. 005 (contract in November 1980) a provisional price-of Rs. 
27.00 crores was fixed. 

3.7 When asked about his views in this regard, the CMD stated dur-
ing evidence :~ 

. "We have been working on a pricing policy which has got no rela-
tion to the cost at which we are able to make. We have already 
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requested our Ministry to revise the pricing policy, espccia1ly in a 
situation where the whole shipping is· in a recession.. We would 
lib the present pricing policy to be revised." 

3.8 On enquiry about the pricing policy during the Seventh Plan, 
the C&MD stated in cvidence:-

,cWe have represented to the Ministry sayi'ng that the prices in 
the international market had come down very low and the prices 
which were ruling in the internatioilill mark.et were 'prices which were 
dumped prices made by the foreign countries in India and 'wc have 
been pleading with the Government that we will not be able to manu-
facture ships to these dumped prices and the Government 'should 
realistically give a price on which normally we should be able to manu-
facture the ships." • 
3.9 Subsequently in a written 1I0te, CSL informed the Committee 

as under :-

"In order to make the shipyards Yiabl~ it is necessary that the 
'pricing policy for ships should be based on the actual cost of construc-
tion of the vessel plus a reasonable margin. In order that wasteful 
expenditure is curtailed. suitable norms realting to attainable capacity 
of the yard, material consumption. labour utilisation and time frame 
for construction can be evolved. Thus a normative cost based on the 
above parameters should form the basis for price fixation. In addi-
tion to the cost of construction' the yard should be given reasonable 
margin to ensure sustained growth of the yard. Under the existing 
pricing policy we are finding that the priCes fixed for the ships do not 
even cover the material cost. The far-eastern countires like Japan 
and Korea have bccl,l offering very low prices for ships probably. 
on accollnt of the fact that they get materials and components ·from 
their own sister concerns at much cheaperpriccs as also due to low 
inventory, low transportation costs, etc~ as mosto(the items are avail~ 
able on demand from nearby suppliers. They also get substantial 
subsidy from their respective Governments. We have already re-
presented to the Government for revision cfthe present pricing policy 
on a normative cost basis and this is now under the consideration of 
the Bureau ofIndustrial Costs and Prices,'· 

3.10 As regards revision of pricing forniula, the Secretary, Ministry 
of Surface Transport informed the Committee ~uring . evidence :-

. "For revision in the formula for determining the prices, we have 
referred the matter to the Finance Ministry and theY have referred it 
to the BICP. The present formula known. as IPP; (International 
Parity Price) needs revision. As ner the .present formula. we obtain 
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from the international valuers, prices for the same type of ship manu-
factured in Far East, in the European yards, in the . Eastern Block 
yards etc. and then average that price. In ibis way, we determine 
the Price of the Indian ship. This formula bas Dot been found suit-
able in· our case as the prices are Dot based on the actual cost, but 
these are subsidised prices. Tbcrefcne, we want a more rational 
pricing' formula." 

3. liOn enquiry whether the Ministry does not think that the present 
pricing policy is very unfavourable to the shipyard and needs immediate 
revision to theck further losses to the shipyard, the Ministry of Surface 
Transport stated a written note as under :- . 

"This Ministry has already felt that the existing pricing policy is 
. neither suiting the indigenous shipyards, nor the shipping company. 
As per existing pricing formula. 

(a) The Govt. will pay to the Shipyards a direct subsidy of 20 % the 
international parity price. 

(b) Th" shipowners will pay to' the shipyards 10% over and above-
the international parity price towards partial cost of import 
substitution. . 

(c) The Shipowners will also pay escalation charge~ in respect of the 
following: . 

(i) Statutory rise in prices of controlled and regulated items such· 
as steel; 

(ii) Variation in customs duties in respect of imported items; 
and 

(iii) Increase in wages, if any: due to wage awards/bilateral agree-
ments; .. 

Subject to an overall-escalation of 7 % of the international price. 

Since the price of the ship~as per' existing pricing formula is determined 
based on international parity price, the continued w~r1d-wide, shipping reces-
sion bas adversely'llffCcted the international parity price. Each maritime nation. 
ill some form or the other , gives shipbuilding subsidy to the yard, hence 
the price quoted by the yard does not ~ftect their cost of construction. 

A$ such linking of price of the ocean going shi ps being constructeft in 
. indigenous publio sector yards, with the international parity price, 

and not theiroostofconstruotion, is DOt proper, partioularly when 
statistiC!! have roVCll.1ed that IPP is continuously falIiili 
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III 0 rder to link the price of ship with the normative cost of construction 
with 80 % of capaoity utilisation, a proposal was mooted by this 
Ministry which bas iiaoe boon referred to BICP for a detailed 
cost study, BICP report is still await«t" 

3.12 The Committee were informed during evidence thAt aooording to the 
latest estimate the price of a tanker is about Rs. 69 cro res whereas the inter-
naiional price may be Rs. 3Scrores. SCI is stated to have projected an antici-
pated price ofRs. 37 orores pertanker. As this price is not accepta"le to the 
Company. CSL was directed by the CabiIiet Secretary in a meeting held with 
him to give their ,proposals with the possible reductions. CSL is stated to 
have given a proposal to the Ministry. 

3; 13 W~C:l\i.a~ked ab:>ut the details of the propos:,1 given.by CSL and. 
the decision taken infixing the price of the tanker, the Ministry stated ina 
written reply:'r 

"CSL h.>informedab:>ut the type with specification of the tanker. they 
. ' will be aonstructil)$ for SCI. In t~ meanwhile DG(S) has obtained 

. the valU"ltions from the International valuers the prevailing price 
of tho: vo,sel ani furnished the details to the Ministry forfixingof 
IPP for the vessel. 

With a view to analyse performance of the undertaking who have baell' 
oon~iste'ljff'y in-;urring I~sses, Cabinet Secretariat had desired the 
MinistrY of Surface Transport to prepare a note on the ten years 
p~rform'lIr.C of Cochin Shipyard Limited. When this paper was 

• di'Scu~sed, the then CMD explained the difficulties of,the yard in 
achieving th~ rated capacity and how the price fixed by Government 
under the existing priCing fo rmula has a(fversely afl'eoted the ship. 
yard. The emph~is was that the input cost of ships constructed in . 
indigenous shipyardsis very nigh , which ultimately adds to the higher 
cost of the vessel, whereas the price fixed by Government is linked 
to the International Parity Prke of the vessel which does not re-
flect the cost of construction as to our knowledge, fo reign Govern-
ments are also paying subsidy to theirowD shipyards. Since Cabinet 
SocretarY desired shipyard to make availablo their firm tft'er ia 
terms of priOe and the deliverysehedule, shipyard quoted a prioe 
of Rs.69crores forthe 86000 DWT vessel, fordolivery in20 months. 
Shipyard also mentioned that they would like to have following 
support measure to achieve the above objectives: 
]. Production Consultancy with ilU. 
2. !-Iatorial Package 
3. Interest holiday upto 31-3-87. 



4. Restructuring of tho capital base of the Company onl:3 dobt 
equity ratio. . 

S. Moratoriumon repayment of loan llpto 3l-l-87. 
6. Declaring Shipbuildiq Industry as deemed export. 
7. Doaaoalisi!J8 import of Shipbuilding Steel. 
8. Bulk allocation of Foreign Exchange. 
9. Exemption from taXeS and duties. 

) O. Provision of soft loans to Finanoe working capital. 
Since the cost study of con~truction of ocean going ships in indigenous 

Public Sector Shipyards has already been entrusted to BICp,pre~ 
scntty efforts aro to fix. the Iatomational Parity Price cf the tanker. 
basod on the existing pricing formula. In acCordance with the 
existing priCing formula, DG(S) has obtained and furnished the 
details as obtained from the international repUtod shipbuilding 
valuers. Thesc valuations are under further processing in the 
Government. " 

~ 3.14 On an equiry whothorthe cost of productionceuld be redWed, the· 
CltMD infQrmed the Committee during evidence: 

'"Tho pricos in the market a re very very l~w. It amounts to their mIltrial 
oost only. If prices in the market are of material cost, whatever 
we may reduce, the oost will not match the present ruling price in . 
the market." 

3.) San being specifically asked whether any efforts had been made by 
the Ministry to reduce the cost of production so h to be more compotitive 
in tho international market. a representative of the Ministry statedtduring 
evide~ce. : t . 

"Our input oost is mne. The raw material itsolf is go.ing to be around 
Rs. 42crores. Then we have to take into othor aspects such as labour 
and other overhead cests." . 

SItlge Payrrients 
3.16 Aud,t has pointed out that stage payments due for shipbuildini 

from SDPC upto 9S % and balance from the owileps in terms of tripartite agree-
mont wore liot beingreooived in time. This lead to difficulties in managing 
working capital fo r the cempany. T~ interest on delayed.settlement of stage 
payments were also· not being· received from the owners. The delay ia receipt 
of stage payments was due to non·furBislling of sec~rities by the owners to 
SDFC as per conditions of financing. . 

3.17. The amoUDtofstage payments duo as on 31-3-1985 was Rs. 2157.30 
laths. AlOQ 31-3·1986, the payments due for ship 004 was 9S%agail'st which 
only 8S % at provisional prioe ofRs. 22.50 crores has been received. In respect 
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of ship 60S, 8S% has b,:a oom?letci (U?ta hal~ai:\l) for which stage pay-
ment lIptp 70% (U?to ill~t:l.lhtion of m1iD' ~n:pn') at.provisional price of 
Rs. 27 crom has been recievOd. . .. 

3.18 an bei~ enquited whether the Company hasexamincd the means 
expedite the stage payments or gettirtg finanoc ftom other sources to meet 
tho working capital requirements, CSL stated in a written notc:-· 

. "Yes. The company has. been constantly in touchwith tb,.e shipowners for 
expediting the stage payments. When we encounter delay, we ap-
proach Govemment/SDFC. On certain occasions, SDFC withhold 
payments due to the shipowners with a view to putting pressure on 
the ship owners tO'make payments to CSL. Sometimes they even 
release SDFC share and recover 0wne!"S share fr"m the future 
payment due to the owners from SDFC; dovemment have alSo 
released ways and means loans against the stage payments due from 
owners.of shipQ04 in respect of diffo rential price. We are also avail-
ing cash credit facility from State Bank to tho extent of Rs. 13 
crores." 

3.19 When asked if there was any improvement in obtaining tho state 
. payments forshipsQ04and 005, thc.CSLstatedina written reply: 
'Ship 004 being built for Mis Chowgules Steamships Limited: , 

(I) There is no improvement in obtaining stage paymellt fot ship 004 
The owners have not released stage payment orRs. 2.25 crores duo 
for basin trial which was carried out in February, 1986. 

(2) Rs. 9.53 crores is due from the owners against outstanding stage 
. payment in respect of price difference-between the provisional 

price ofRs. 22.50 crores, and actual price of Rs. 32. 527crores. 
95% of the price have already become due. The total amoUnt 
outstanding in respect of ship 004 is Rs. 11.78 crores. 

Ship 005 being build for Mis Surrendra Overseas Limited:-:-

The owners have relaased all payment based on the 'provisional price 
of Rs. 27 crores for the stages already completed. The price has . 
been finally at Rs. 32.527 crores. 85 ~~ of this price ditrorenoo is 
alsoduefromtheowners (Rs.4.7crores). Inspitcofourreminders 
~bo ownOrs have not taken anv step for arranging this pa)'lD8nt. . 

3.20 In their Annual Report for tho year 1985-86, CS:r- has stated: 
"A, in the previous year the Company could net pay interest to GOI 

on the loans or repay the instalments thereof. The defaultod int~rest ' 
amounts to Rs. 30.43 crores andthe'defaultcd instillments Rs. 25.44 . 
crores. 
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The ways and m.,ans position ofthc Company continuod to be critical 
during the first three quarters of the year and the Company had 
to take further ways and tncans ofadvanoc ofRs.3 croresfrom the 
GOI dUring this period. The critical situation was largely duo to 
non-payment/delayed payment ot dues by ship owners. The total 
amount due on this accoUllt in rcspeot of ships 004 and 005 as 
at the olose of the year was Rs. 20.52 crores. 

In addition, MIs Ratnakar Shipping Company owed the CompanY a 
sum of Rs. I .26 crores towards finalsettlelllCnt of price of ship 
002." 

3.21 The Committee find that in accordance with the existmg pricing 
formula announced by the Government in February, 1981. the prices of Indian 
built ships are determined on the basis of a notional figure known as Inte:rna-
tional Parity Price. As per the pricing formula the shipyards are paid a di-
rect subsidy of 20% of the International Parity Price· by the Government 
and the shipowners also pay to the shipyards \0% over and above the IPP 
towardS partial cost of import ·substitution. Such a pricing policy, even 
though it gives a 30 percent price advantage to the Indian built ships, has no 
rational relationship with the cost of construction in a shipyard.. It is seen 
that as a result of the existing pricing policy Cochin Shipyard has iqcurred 
huge losses on ships 001 to 003 which have actually been delivered. For these 
three ships the totall05s i.e. the difference between the actual cost and the 
selling price including subsidy and escalation charges works out to a stagge-

. ririg amount of Rs. 28.84 crores: It 'is also relevant to note that according 
to the estimates prepared by the Cochin Shipyard, the cost of a tanker to 
be fabricated for the Shipping Corporation of India works out to about 
Rs. 69 aores. Howe,ver, the Shipping Corporation of India has projected an 
anticipated price of only Rs. J 7 crores per tanker on the basis of the existing 
IPP formula. Obviously, therefore, the pricing policy being adopted at present 

. is in the opinion of the Committee unrealistic vis-a-vis the cost of construc-
tion and needs to be modified urgently. 

3. n 11Ie Committee are oot bappy to DOte that even though the experieuce 
of tile working of the pricing formula bad clearly shown that thc formula was 
Clllllilil hardship to both the shipyards as·well as shipping compaoies a review of 
tile formala with a view to evolving measures for reducing the geauine hanlships 
of tile shipyanis bas not been complete4 with any !IeIIljC of 1I1'IeDCy. £Veil thoucb 
the matter has been debated at difl'erent forums yet DO decision has beea arrived 
at so far. In fact i_ead of taking any decision a reference has reportedly beeR 
.ade to Barean ofllldustrial Costs aIId Prices in May, 1985 for determiDiag tile 
-..uve e8st of cOnstruction of ships. BICP has yet to complete its study aIId 
the its report and eYeD after the report of BICP is receiyed,.tbe Mmstt:ies 
concened will take their 0_ time to come to some coucIasiOll. The Commitee 
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caDDot but express their displeasure at the duly long time taken in rnl~1D 

pricilla formula, which was clearly OBjust and unrealistic. The cnmmittee desire 
that De r.tber time !!bould be lost ia II1'IUiDg at a decisloD on the subject, under 
in-tina to the Committee. 

3. Z3 The Committee are ill agreemeat with the view that in order te make 
tile' shipyards ~ble it is necessary that abe prieiq P,OIicy of shipyards IhoahI 
lie baled oa the actual enst of coastructina of the vessel plas a reasnaable 
margin. Furthermore in the light of prolonged shipping recession and the famug 
,..ices of ships in foreign yards, when the shipping cnmpaQies are keen to place 
orders on foreign yards, it is absolutel~ essential that indigenous shipyards are 
dorded enhanced subsidies and other suitable assistance to make them commer-
cially vaiable. 

3.24 Another question related to the pricing policy is the delay in stage 
payments being received ,by the Cochin Shipyard. As on 31-3-1985 the stage 
payments due but outstanding amounted to Rs. 2157 .30-lakhs. The total amount 
due on this account in'respect of ships 004 and 005 as at the close of the year 
1985-86 was Rs. 20.52 crores. The Committee desire that unseemly disputes 
regarding the price fixed for the ships accnrding to IPP formula and delays in 
stage payments by the private ship owners should"be dealt with firmly by Govern-
ment. It needs to be pointed out tbat even thougb the privatesbip owaers have 
to make payments only out of the loans given by SDFC, tbey hav., a vested 
merest iii delaying as mucb as possible the availing of loans because in the pro-
cess tbey are able to transfer a good part of the interest burden on the shipyard. 
The Committee desire that tbis aspect should be carefully taken note of and ' 
dealt with appropriately. 



CIIAP1'ER -IV 
SHIPYARD CONSTRUcnON 

4. 1 According to the contract signed bctwccn Government of India and 
MIs. MHlon 13th August, 1970, the collaborator's KOBE Shipyard (MK,S)' 
were appointed as consultants for preparation of designs, drawings and speci-
fications and consultancy during shipyard construction. The contract became 
operative from 1st October, 1970. The contract with MHI covered a JlC1:iod 
offtve years from 1-10-1970 which could be extended by mutual agreement for. 
not more than one year. The period of the contract was later on extended 
till 31st March,. 1976. 

4.2. Although the collaboration agreement for the construction of ship-
yard had been ~ntered into with MHI of Japan, the Company Signed an agree-
ment on 20th May, 1973 with the British firm MIs. Scott Lithgow Ltd., under 
which the latter was to give teehnical assitanee in ship 'bUilding. This agree-
mentwas originally for a period of five years i.e. upto 15th August, 1978. 
But the consultancy agreement was later on extended upto 30th June, 1981.' 
The total payments made to SLL was Rs. 2.04 crores as against ·Rs. 3.41 
~ores asked for by MHI. 

4.3 The Ministry informed Audit in February, 1985 that the comparative 
IDCrits of the two offers considered and the offer of SLL was accepted for the 
following factors: 

The offer ofMHI was Rs. 3.41 crores and thatofSLL wasRs. 1.97 
cror.es. 

'The Government W3$ keen on. constructing a vessel which would 
give-oPtimum utilisation of the shipyard capacity. 
The design offered by SLL was for 75,000 DWT and SCI' had 
placed orders on SLL for two ships. 
The prospect of repeat orders of 61,000 DWT recommended by 
MHI was not too high and that by acquiring the design for 1$,000 
DWT, there would be repeat orders and that the cost of know-

. how could be spread over' a large number of ships. 
If -there was no repeat order for the first ship design, tliere would 
be a necessity to go into the market for getting the designs of a 
second ship; t!tis woul~ not be the case if the design of 75,000 
DWT was obtained and that they would get enough time to look 
for new designs or develop their own. 
Language may not be a problem jn training and consultancy. 

31 
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4.4 The Committee enqujred about the reasons for entering into a 
. consultancy agreement with SLL instead of with MHI for ship-

building. The Chairman & Managing Director of Cochin Ship-
yard Limited stated during evidence ; 

"When the Japanese gave the report, they assumed that we woUld go 
in for their system of manufacture, their method of milking the 
blocks for the ships and also that we would adopt every detail 
followed by them in their country." . 

Explaining further, the witness stated: 
"We went to the U.K. in respect of ship-building for our own reasons 

viz. the charges made by U.K. for giving collaboration were less 
and also the type of ship which U.K. was offering was more in 
demand in. the market. When we discussed things with Japan, 
it was for 66,000 tonne DWTvessels. But subsequently 75,000 
tonne DWT bulk carrier vessels were more popular. We felt since 
some ships cCluld be bought from U.K. we could send people there 
and train them there." 

4.5 In this connection, the witness further stated: 
"Unfortunately, we have not been able to perform aocording to the 

projections of ship building given by our Consultants. We hap a 
deviation in the ship-building in that the project was envisaged 

by the Japanese but we went in for U.K. ·coIl9boration. The -d!1! 
building technology was different. We hzd, therefore, a setback 

. in OUr performance i ship building." 
4.6 The Committee desired to know whether Japan was not in position 

io give teohnical know-how for 75.000 tonne DWT. In reply tht; C&MD, 
CSL stated during evidence:-

"There was an offer from Japan at that time, aned. OUr thinking was 
that they would have definitely supplied the design and method of 
construction for 75,000. There it no dOubt about it." 

4.7 Asked whyCSL.changed their mind and went in for U.K. technology 
bowing fUlly well that the time taken for the construction of a ship in U.K. 
~s d~uble than that of Japan. the C&MD informed the Committee that the 
offer of Japanese firm was much more costlier. As regards difference in tho 
cost, it was 'stated that "the Japanese offer was ~ting R.i. 3.40 cro res aad 
tho U.K. ofl'enras costing Rs. 1.97 crores". 

4.8 The Committee pointed out that with Japanese: Consultants tlle Ship-
yard had been built with certain facilities to haVe ships ofa particular nature. 
Howewr, when tho consultancy for ship-building was changed to British 
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there was a mis-match between the faoilities available· and the technology 
-coming forth from British as a result of which there was poor perform&uce 
and delay in construction of the ships. In this context the representative 
of the Ministry stated as under:-

"The two consultancies basically differ. One is for the construption of 
ashipyareJland the other is for building a ship. These two expertise 
need not be COmbined together. Designing ofa ship has a direct. 
link with the production technology and since 'wehave to buy a 
dcsignon a global tender on competitive basis wes cannot change-
over. Thorefore. entin:ly--on faoility con~ideration cnly the cons-
truction oonsultancy was of the Japanese nature and tho first 
design we procured on the competitivo basis wa3 the British df.sign, 
Thore are two kinds of dosigns~ncoptual design and production 
design. Sinoe Conceptual designs are proc'urod from abroad from 
specialist organisations, modification of production design to 
suit the specific faoility becomas esst ntial. This is pracisely what 
has happened." 

4.9 Asked to explain why tho-oollabora~ion agreament for ship-building 
was entored into with the British firm Mis. SLL although the shipyard had 
been constructed with Japanese collaboration, the Ministry of Surface Trans-
port stated in a writton noto: 

"A o:>ntract was concluded in August '1970 with Mis. Mitsubishi 
Heavy Industries of Japan for tec1mical assistance in constructing 
a Shipyard at Cochin. The question of technical assistance in the 
buildi;lg of ships was to be a subject of separate negotiat ions with 
MHI as that firm preferred to settle the terms of consultancy on 
a stage to stage basis. 

Consequently, in August 1970 a memorandum was exchanged conoern-
ing further toohnical cooperation by MHI in ship design. ship-
buildiag and ship repairs at the new yard. Tha contract coul d 
not be fiDalis&d. as MHI wore act prapared to lower their offar 
below 1708 million Yens (Rs. 4.1 crorcs). Asa result of discussions 
MHI made a firm and final offer of 1420 million (Rs. 3.41 crores), 
on the basis of the ~pe and content of the technical coope- . 
ration at various levols for ship design of 61000 DWT vcssolas 
then offered by them. They also made an al~rnative offer of 
1200 million Yens (Rs. 2.88 croras) for reduced conldt and for 
a cmplc~. automation in the engine room, tho kind of "hich 
our shipping oompanies had Dot aocepted. We wore intGrG!Itod 
only in the first altornative.Scott Lithogo" Limited' alSo 
offered similar collaboration for buildiOC a ship seritS of1SOOO 
DWffora p,riClof£ 1.04 million (Rs. 1.97 ororos). 
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The cOliparative merits of the two offers"were as discussed below: 
(a) . Pfica$: 
After protract~ negotiations. MHI gave a firm ar;d fir.al offer of 1420 

million Yens (Rs. 3.41 crores) for the kind ofti:chnioal.collabora-
tion "'We neoded,. which was higher than the co"mparablc Scott 
Lithgowofferof£ I. <» million (Rs. I .97 crores). Apart from tho 
obvious Sl!ving in this deal we had to keep the price IlQwas it might 
act as a "I1;)or" in procuring know-how for buil~ing bigger ships. 

(b)' Vessel: . 
(i) We had been from the beginning. keen on constructing a vessel 

whit'h would give optimum utilisation of the shipyard capacity. 
(ii) The ship, designs of which were offered i>y SLL was cf75.000 DWT. 

The Shippirg Corporation of Inda had plref:dy placed orders for 
two such ships with SLL. S:;indias,had.also placed an order for one. 
This was known aspanamaxsize as it was th maximum size in 
this olass of carriers. This size was more advantageouS than 
·61000DwT . 

. (iii) The prospects Qf repeat orders of 6.000 DWT appeared not too 
bright. On the other hand. the Shippi:.lg Corporation of India was 
·willing t~ place an order. It appeared, therefore,-that the CSL, 

. by a::quiring this nndel would receive orders which would kc6p 
it busy forabJut tw J to three y;t;!.rs. This also allowed us to spread 
the cost of know·how over a large number of ships. 

(iv) It was held. that if there had hem no repeat orders for the:first ship 
deSign, we had to gJ into muket immediately for getting designs. 
and drawings fora second ship. This was not ne::essarylifwe went 
in far7S.0~ Dwr as tlien we cauld get enough time to lookforncw 
designs or develop our own. . 

(\') Tha then ·C1.ief Project 01lbor, Cochin Shipyard.pointed out that 
cJllabnation with Soott Lithgow, Limited would also make train-
ing and cJnsultan'lY problems easy, as the langu'lge barrier, which 
was presant in the case of Ja;>ancse trainors and consultants, ,would 
not exist jn the case of SLL experts." 

4.10 In reply to a que,tion if it was not 1cDown at that time that tho 
ship-building t~hnology followad by the British firm was different from the 
one adopted by Japanesa, the Ministry stated in a written reply: 

"While tho basic ship-buildiDl tachnology,like formulation of conceptual 
design, fabrication aud erectiOP and methods of out-fitting of OD-
board equipments has certain inhere t similarity all over the 1'0 rid, 
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praduction techrblogy and techrique on shop B"rvaries between 
countries to cOUDtrieli and are linked with the basic infrastructure 
of the shipyard concerred." 

4.11. Askl.d whethedack of interface between Iapat ese layout IU d the 
facilities of the Shipyard ad the services to be rendered by MIs. SLL were 
Dot responsible for the poor performanco of the Shipyard in the initial yeats. 
In their reply, the Ministry informed the Committee as under:-

"While cert4in inhereDt constraints in building a ship conceived for 
produoing in a British Shipyard caltnot hi over-rul.A, it may not be. 
totally correct to assume that if the first design was entered with 
the same Iapanese consultants. there WQuid not, have been. any 
imbalance constraints vis-a-vis the newly created infrastructure 
in CSL, unless of course, the first design is to be created de novo 
ket.ping in view the infrastructure of CSL only. . 

As su~h. in retrospect i.t can be said that. tofsome extent and the lack of 
interface between the facilities of the yard and the services rendered 
by MIs. 'SLL have been one of the reasons fer reduOed capacity 
utilisation of the yard. This is not however the so Ie reason fo r the 
poor performance of the shipyard in, die initial year. 

The other reasons for poor performance of the shipyard have been: 
(i) Shipyard took up c~nstruction of 75000 DWTvessel and laid the 

keel for first vessel 001 in February 1976, when the complete pro-
ject facilities were not yet available. 

(ii) The development of ancillary around the shipyard has been much 
slower than anticipated in the RPR, as a result shipyard could 
resort to limited off-leading. 

(iii) The unprocodcnted' power cut faced by the yard. 

(iv) Labour agitation:. 

(v) Low productivity of the ya rd." 

4.12 . II reply to a question if SLL had'suggested any alterations in ·the 
elistil p' shi,yard CcllCOpt. the DevelcpmaoftAdviser (Ship-build~ A/ship 
repair) stated during ovidence: 

"They did not aug.,!t any alteratiolls!in tho basic.lllUCtlli'o'.facilities 
but what they suggested was quite substantialm"ldilication in the 
prodL'tioD . design itlclf to suit tho shipyard fi!cilities. ',' 



4. 13 As regards the cost of modification of design obtained from SLL, 
U.K., the" Ministry subsequently informed the Committee in a written note, 
inter alidas under : 

"Documentation received from MIs. Scotlithgow Limited, U.K., 
was required to be modified in respect of shop drawing to suit the yard 
facilities, indigenous materials, machinery and equipment and produc-
tion methods. Estimated cost of modifying the working drawings 
was about Rs. IS. 18 lakhs .. " ... even if the design dOcumentation 
had been bought from MIs. Mitsubishi Heavy Industries, Japan, the 
above modifications would have been required to be made and cost 
incurred therefor." 

4.14 In July 1981, the Board of Directors reviewed the ship-building 
consultancy and the progress of ship-building performance and observed 
"even though MHI had prepared a project report for the shipyard and planned 
facilities, the basic concepts such as the functioning of various departments, 
the means to achieve effective co-ordination between them, scheduling of 
works in proper sequence, proper utilisation of machinery, etc have .been 
left unsaid. Further it was initially contemplated to get the ship design 
also from MHI. However, the design of the ship and shipbuilding consul-
tancy was obtained from MIs. Scott Lithgow, U.K: Although as a result of 
our association with Scott Lithgow, we have developed our ship-building skills 
to some extent, still the productivity level has not come upto rate as envisaged 
in RPR. Ship-building consultancy with Scott Lithgow has also now 
expired. In hind sight, it can be said that our collaboration with MIs. Scott 
Lithgow has not proved very useful, in utilising the facilities to the optimum 
by adopting the latest ship-building practice and in increasing productivity. 
This is because Scott Lithgow themselves are nowhere near Japanese yards 
in latest ship-building technology". 

4. IS It has been stated that Government of India during a meeting held 
in February, 198~ to review performanCe of Cochin Shipyard "also emphasis-
ed that the shipyard should have the services of a foreign consultant preferably 
from Japan who have the latest ship-building technology, especially as the 
facilities at Cochin Shipyard have been designed with the help of Japanese 
collaboration" . 

4.16 It has also been stated that the problem of matching the facilities 
of the shipyard and the ship· building techniques could perhaps have bean 
solved, if the agreements for both had been entered into at the initial stage 
itself. 

4.17 After the expiry of the Ship-building Consultancy Agreement 
with"M/~ SLL in June, 198i, the Cochin Shipyard Ltd. went in for a fresh 
consultancy agreement with Japanese firm of MHI on 12th February, 1982 
which was to remain in force for 30 months. 

7 LSS/87-S. 
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4.18 Asked why the shipyard after having gone through all the diffi-
culties in constructing the first ship in five years continued with the same 
technology for the subsequent ships, the CkMD stated during evidence :1 

"This is a very valid question. As a matter of fact, I. also was 
feeling that our productivity was very low and we should try to find out 
as to what is wrong with our work. So, we asked them (Japanese) to 
COme back and study the entire shipyard and find ,out as to what was 
wrong with our working. We wanted them, to go into our system 
and tell us where we went wrong. So, their consultants came and 
stayed with us for a few. months and they had pointed out in detail the: 
deficiencies in' our system, in our design and in 'our methods of pro-
duction." 

4.19 The Committee pointed out that the Japanese were invited onl~ 
after the cpllaboration with the British firm had expired in 1981. In this 
connection, the C&MD stated as under :-' 

"Firstly, we wrote to MITSUBISHI. They said since you have 
Britishers, we are not interested. Our Minister went to Japan. He 
persuaded the Japanese to come back again. It is on persuation." 

He also stated:' 
"We were far away from the target set by the Japanese. That 

is why we !nvited MlTSUBISHI." 

4.20 The actual prdduction as compared to RPR had gone down from 
81.6% in 1981-82 to 38.42% in 1985-86. The Committee desired to know 
the real position after discussion with the Japanese experts. In his reply, the 
CkMD, CSL stated during evidence : 

"We went to Japanese simply to come'ind 'study as to where 
we have gone wrong and why is our productivity very low. Second 
time when the Japanese came, it was not a collaboration agreement. 
It was purely a study that we wanted them to come back and find out 
what is wrong with our method of production. They have come to a 
large number of areas and mentioned the mistakes that we "ave commit-
ted, during their study of the Cochin Shipyard, none of the suggestions 
could be implemented on design. We could not implement any of the 
schemes." 

4.21 When pointed out that atthat point of time when the Japanese 
consultants were invited the productivity of CSL was rather high, the witness 
stated: 

"We were not growing at that rate and cycle which we envi~aged. 
Time was much longer than what was projected in RPR. So, we wanted 
to know why we are slower,. In 1981-82,we did only one vessel." 
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4.22 The Committee pointed out that at that time when another ship-
building consultancy agreement was entered into with MHI in February, 
1982 for 30 months, the Company had built and delivered only one. ship out 
of 5 with the British technology. The Committee desired to know the reasons 
for entering into an agreement with the Japanese in 1982. In his reply, the 
Secretary. Ministry of Surface Transport informed the Committee: 

"Why did we go in 1982 to Mitsubishi ~ The question was whether 
the ship-building facilities created could generate that amount of pro-
ductioni It is more in the nature of reappraisal of the initial project 
report in the light of non-achievement of the target." 

" r 
4.23 In this Connection, the. Development Advisor (Ship-building 

& Ship-repair) of the Ministry stated during evidence : . 
"We found that though we had been. able to build the ship, we 

were far behind the target with regard to productivity envisaged. So, 
we were concerned about this and we thought that a'reappraisal would 
be necessary to see if there is anything wron g somewhere and if so, 
to take remedial measures. So, when the Cochin, Shipyard came' up 
with this proposal, the Ministry agreed, to.have a reappraisaL" 

4.24 When further proved aboul the need for entering into a newShlp-
building Consultancy Agreement and further after having used the Consult-
tal\cy Services of MIs. SLL for more than eight years, had not CSL acquired 
necessary competence to carry out their ship-tJUilding activities without foreign 
consultants, the Ministry informed the Committee in a written reply as under: 

"Shipyard entered into another consultancy agreement with MHI 
Japan in February 1982. The salient featu~es of the agreement were-

(i) Upgradation of ba..uc technique. 
(ii) Training of Company Fngineers in Japan. 

(iii) Maximum utilisation ,of.ship-building facilities. 
This second Consultancy Agreement with MIs. MHI is more in the 

nature of reappraisal of the initial Revised Project Report in the light 'of 
non-achievement of the envisaged targets as was incorporated in the 
RPR of Mis. MHI. The shipyard's product range is primarily custom 
built products and varies between owner to owner requirements. In 
absence of our own design expertise the shipyard for some time to come 
has to depend on buying designs from the inter-nations market.. The 
production designs of a shipyard has to have inter-fa:::. with shipyard's 
own infrastructural facilities and flow of work methodology. However, 
since the conceptual design and production design has to be procured 
on the competitive tender basis of such design's so purchased has to 
have extensive modifications eic. carried out to SUIt the CSL's existing 
facilities ... 
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4.25 When asked to elaborate whether the fact that the Cochin 
Shipyard had again to go back for Japanese Consultancy did not prove that 
the Shipyard's collaboration with SLL did not prove very useful in utilising 
the facilities created at the Shipyard to the optimum, the Minjstry informed 
the Committee in a written reply as under: 

"It may not be correct to assume that the experience and compe-
tency acquired .through building of MIs. SLL's designed ships is totally 
unsuitable. 

Based on competitive tenders. CSL has since concluded design 
collaboration agreement with IHI, Jap:m for pro:urem~nt of design 
for the next series of vessels i.e. 86000 DWT tankers. 

They have also concluded production consultancy agreement with 
IHI Japan, so as to adopt advance out fitting at the unitlBlock stag!: 
of construction as this would help to reduce the construction time in the 
Building Dock." . 

4.26 TIle Committee fiIId that a contract was concluded in Angust, 1970 
with MIs. Mits1Ibisbi Heavy IDdustries (MHI) of Japan for technical assistance 
in coastructlon of the shipyard at Cochin. The question of technical assistance 
in the bulldl ... of Ibips was to be a subject of separate negotiations witb MHI 
as that firm preferred to settle the terms of consultancy on a stage to stage 
basis. Consequentl)' in AugUst, 1970 a memorandllJll was exchanged with 
MHI for" technical cooperation in ship design, shipbuilding and ship repairs but 
no cootract could be finalised as tbe Japantse offer Rs. 3.41 crores for tbe techni-
cal collaboration was not comparahle with the otrtr of Rs. 1.97 crores made by 
the U.K. &rm MIs. Scott Lithgow Limited for similar works. Ultimately an 
agreement was entered into with MIs. Scott Lithgow Limited uDder which the 
latter was to give tecbaical assistance in sbipbuildlng. This agreemeat was 
originally for a period of five years i.e. upto 15 Angust, 1978. This COIISIIitancy 
agreement was later on exteDded upto JOtJIJuae, 1981 aDd tbe total payment 
made to MIs. SLL was Rs. 2.04 c.-ores as against Rs. 3.41 crores asked for by 
MIs. MHI of Japan. 

4.27 Ostensibly the comparative economics of the tWo offers seems to 
bave weighed with the autborities while aceepting the offer of MIs. SLL. How-
ner, In Committee's view while considering the two offers some important 
aspects were obviously overlooked. It was well knowu that tbe sbipllnildiDg 
technology of U.K. was different from the Japanese technology ud since the 
shipyard has been built witb Japanese tecbaical collaboration, the iufrastncture 
created was more suitable for the production technology aDd tecbaiques of 
Japanese iDdustry. It should have been anticipated that when tbe COIL'lIIItancy 
for shipbuilding was being obtained from U.K. other than from Japan, there 
wa. the likelihood of a miS!II3tcb bet" ~eD tbe facilities alredy created aa4 tit e 



new tedlnology .eing obtained. Tbis is precisely wbat happened whcn thc ship-
building consultancy was assigcnd to the U.K. firm. The Committee are 
sorry to find tbat lack of interface between Japanese layout of the shipyard and 
the methods of prodnction of M/s. SLL not only resulted in poor perfor. 
~nce and delay in construction of tbe ships but also involved lot of extra ex· 
penmture on substantial modifications made in the production design to suit the 
shipyard facilities. 

4.28 The productivity level achieved with the help of U.K. consultancy 
services was much below the target envisaged in the RPR and it was then alone 
realised that;the rated output of 2 ships per aonum could be achieved only when 
total potential of the facilities established in CSL was fully exploited by adopting 
latest advance outfitting tecbniques and related production design/engineering 
practices. With this end in view the Japanese firm of M/s. MHI '.Vas bronght 
back again after a great deal of persuasion soon after the collaboration agree-
ment with the U.K. firm Mis. SLL came to an end in 1981. The expenditurc 
on the new consultancy agreeinl!l1t entered Into with Mis. MHI has been esti· 
mated at Rs. 1.42 lakhs. From tbe facts placed before them, the Com!llittee 
get an impression that the initial selection of the U.K. firm Mis. SLLas consnl· 
tants for shipbuilding in preference to tbe Japanese firm of Mis MHI, who had 
collaborated in the construction of tbe shipyard and then again bringing back the 
same Japanese firm for consultancy were not dictated by financial considerations 
alone. The Committee apprebend that therc must be something more than 
meets the eye. The Committee, therefore, recommend that the matter needs 
to be probed more thoroughly by an independcnt p~rsonor body and the Com· 
mittee apprised of tbe ontcome tbereof. 



CHAPTER V 

SHIP REPAIRS 

5. lOne of the main activities of CSL is Ship repairs. Ship repair dock 
is capable of taking in ships upto 1,00,000 DWT. As per RPR ship repair 
dock was expected to achieve an yearly volume of 10,00,000 GRT within nine 
years from commencement of production. The Ship repair dock was com-
missioned in February, 1981. The table below gives details of the physical 
performance of the ship repair dock of the Cochin Shipyard : 

Year 

1980-81 
1981":82 
1982-8) 
1983-84 
1984-85 
1985-86 

·Only on,Ir'am r;>J):irs were carried out 

GRoT 

148000 
103210 
227560 
298165 
430525 

N •. of Filla n~ia 
Voss, Is (Rs. in 
reJ),ir(d lakhs) 

(turnovrr) 

• 47 
29 240 
48 SS2 
27 220" 
·45 465 
46 741 

··The 10 wleVl'lof performance in 1983·84isdu, to the poweroutenforced by 
the State Government which went upto 100"/.as well 85 prolongedlabour 
811il8tion in 'cst. 

5.2 It has been poin!~d out by Audit that the Shipyard earned profits 
on some ship repairs and lost heavily on others. Audit)las observed that ou~ ... 
ofthe 59 jobs done in 1981-82 the loss on 23 jobs was Rs 70 lakhs and 
out ofthe 39 jobs in 1982-83 the loss in II jobs was Rs. 56lakhs. Similarly 
out of 46 jobs in 1983-84 the loss in 24 jobs was Rs. 1291akhs and in 1984-85, 
out· of 41 jobs, the loss in 18 jobs was Rs. 199.45. lakhs. The COl'lpany 
bad stated that the tariff rates quoted for ship 'repairs were based upon the 
prevailing rates in other shipyards in the country. However th~ Audit has 
pointed out that there was no arrangement for regular job-wise analysis of 
costs and incomes to ascertain reasons for loss. In this connection, the 
C&MD, CSL stated : 

"Initially when we started we were maintaining job-wise accounting 
and we were only trying to find out what the loss is. Now, for the last 
two years' our position has become much more difficult in that, the 

48 
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shipowners take a stand· that unless tbe cost is competitive and unless 
tflt price is competitive, they will not give a ship to us. So, about two 
years ago we went to the Shipping Corporation of India. and we 
explained to them that we would like to improve our position and get 
the ship only on the competitive basis and not on the allocation basis. 
So, from that time they have been giving to us the other quotations 
which they are receiving from Malaysia, Singapore and Colombo. 
Whenever they give a ship to us the repair comes to Rs. 80 lals:hs or 
Rs. 90 lakhs. So, it is a very huge sum; They normally call for tenders. 
When they call for tenders, we send our engineers there and they try 
to find out what are the other quotations and what are our quotations. 
There are certain areas where we could reduce it and in certain areas, 
we could not reduce it. During the dialogue, we have discovered 
certain things and we have now introduced a system that in each job, 
every engineer should maintain a record as to what he does and tries 
to improve his performance ship after ship." 
The witness further added : 

"In the last two years, we have· been able to build up statistics and 
we are able to maintain it." 
5.3 In reply to a question as to why no costing system was being 

maintained for apportioning the cost of repairs, a representative of the 
Shipyard stated : 

"The reason is, major portion of the ship repair cost is due to 
overhead and depreciation. But the direct ·expense which we incur 
for ship repair is generally less than 50 % or the amount. In fact, when 
we take into account the direct expenses !fpent and the overhead . 
charges, the direct expense is always very less .... That is why, higher 
amount of overhead had taken place." 
5.4 In reply to a query as to when CSL would be able to make profit 

on ship repairs, the C&MD stated : 
"Today we are able to make a profit without providing for govern-

ment interest. If the apportipned Government interest for ship-repair 
is to be taken away,·probably in the next two to three years we should 
be able to do it." 

5.5 The Committee drew attention tothe reply given by CSL to the 
Audit enquiry in February, 1985 wherein the company had stated that since 
the project cost of the ship repair complex was very high the fixed overhead 
cost could be fully absorbed only when CSL reached a very high level of 
performance and until then some losses were unavoidable. In that context, 
the Committee enquired if the company had reached that stage of high level 
of performance. In his reply, the CMD stated : 



so 
"I can definitely say ~}Iat our performance is quite good now. 

We have a better estimate of each job, how much people are to work, '. 
how much time they will take. Before each job is given to the workers, 
the engineers and supervisors make an estimate as to how much work-
content is involved, what is the norm that they have in the establish-
ment. what is the time in which that is to be done. This control is 
now being exercised. It is only due to this control that we are able to 
match the prices, prevailing in other shipyard~., This is one control 
which we exercise so that we are able to control the costs and we are 
able to control the time. Today we have no problem in getting more 
and more work from the private sector. We have no market problem 
in ship repair because our performance is better. We are also concen-
trating on the other side. 'The Japanes,e consultants have said that we 
should be a.ble to reach the rated capacity in a period often years. We 
are now almost two or three years ahead of the Japanese projections." 
5.6 The Committee desired to know whether there were any deficiencies 

in the ship repair facilities at CSL and if not what were the reasons for not 
getting sufficient work. In reply, the C&MD, CSL slated during evidence : 

"We ourselves were forced to do that work purely because the 
business in ship repair was much more competitive in places 'like 
Singapore and Colombo. So. there is very large amount of reluctance 
on the part of ship owners to come to India for ship repair. Purely 
for our survival in ship repair, we have to reduce our costs. Frqm 
1983-84 onwards, our costs have been reduced to a very large extent 
and our time has been reduced to a very large extent to match with 
the time taken by Singapore and Colombo. Due to that. today we 
are able to get ship repair from our own Indian ship owners very 
freely. Earlier. we had to go and press them very hard. But today 
they are willing to come because the rates are approved and at the same 
time. the time is also comparable." 
He added : 

"That is how you will find that our ship repair work has suddenly 
increased from Rs. 450 lakhs to Rs. 700 lakhs and this year we will 
have more than Rs. 800 lakhs;" 
5.7 The Committee noted-that while the foreign exchange earnings in 

1981-82 were Rs. 21.90 lakhs. the corresponding figure for 1982-83 was nil 
and only Rs. 6000 in 1983-84. The foreign exchange earnings had gone 
up to Rs. 24.66 lakhs in 1984-85 but again come down to Rs. 0.48 luh in 
1985-86. When asked why the foreign exchange earnings were declining. the 
Chairman Ie. Managing Director. CSL stated during evidence : 

"It depends on the availability of ships which are coming to us for 
repairs." 
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5.~, Asked whether foreign ship o~ers do not want to have their ship!! 
repaired in Indian Shipl(ards, the representative of the Ministry stated : 

"In the case of Cpchin two years b~k two of the emergency ships 
were rtlpaird in record time but it is a fact that they prefer to use. their 
own ship repair facilities." . ' . 

. 5.9 In this. connection, the' Secretary of the Ministry informed the 
Committee .: .. . '.' 

"There is another factor also. take for example. Singapore iShip 
R.epair Shipyard. They give credit faeilities for ship repairs. We are 

. not able to Provide that type of situation. . Most of the ships prefer to 
go toCeylonc and Singapore. We have also succeeded in get~ 
declared that ship repairs would be treated as deem~ export facility." , . . 

5.10 When asked when it was madedeemed export facility; the Secretary 
of the, Ministry stated, "We introduced this 100 per cent deemed export in 
1983." - . - • 

5.11 WhCn asked about the amount which was. coming to India by way 
of ship repair, the representative of the Ministry informed the Conimitt~e : 

"Last year, in the case of Cochin Sh!pyard, their revenue was 
Rs. 7.6 crores. This year. it may exceed Rs. 7 crores. OUr ship repair 
facilities are not . adequate compared to the tota.l requirement of the 
shipping companies, as they can taKe it up to a -maximum of 20 % of 
the total requiremen t. " . 

·5.12 In view of the fact that there was idle capacity·in ship-building, 
the Committee desired to know if it was not possible {or the shipyards to 
i~crease their capability so far' as ship repair work. was concerned. In 
reply, the repr~sentative of the MinistrY stated : 

. "We have to look Into that also and the thrust oi it has been' 
certain modernisation schemes for ship repair. In the case of· Hindus-
tan Shipyard, already a scheme is under implementation. As regards 

• the. dry docks of Calcutta Port, the modernisation scheme is under 
implementation.. We have included pl,'Ovision of ship repair facilities 
in the Seventh Plan for the Bombay Port Trust modernisation scheme 
and Cochiri Shipyard's Ship repair Quay extension scheme, so that 
maximum revenue earning areas could be improved upon as far as ship 
repair facilities arC concerned. The thrust of the Seventh Plan has been 
that ship repair should get maximum enco~nt." 

5.13 Asked whether any comprehensive study about the requirements 
aile( availabilitY: of the ship repairing facil!tiesin the country has been made 
7 LSS/87-6. . 



by the Ministry and if so, what are the findings. In their-wrI~ reply, tho 
Ministry of Surface Transport have stated as under : 

"A comprehensive study about the requirements and availability 
of ship repairing facility in the country was carried out by this Ministry 
through MIs. Blohm Voss AB West Germany in Association ,with 
Bn&inoers India Ltd., in 1981-82. Major findings of the report are as 
follows :-

~ 

(a) For developing an efficient ship-repair industry in India &. 
augmentation of facilities on a large scale a study is required 
to be carried out. . 

(1,) An early construction &. development of the three new 
Complexes (oamely Haldia, Madras a1}d Nbava-Bombay) for 
setting up an efficient repair industry in India. The adminis-
tration and operation of these yards should be entrusted to 
independent organisations. 

(c) The acquisition ·of land as well as model studies for theso 
eomplcxes to be initiated by the Government as required. 

(d) For better co-ordination' and proper functioning, the manage-
ment of the Calcutta Port Trust (CPT) and Bombay Port 

.Trust (BPT) dry-docks should be entrusted to an independent 
authority with fuJI administrative powers. This authority 
should be free from tho overall control of CPT and BPT. 

(e) In order to make the Indian ship repair industry hoth attrac-
tive as well as competitive in the international field, the import 
and custom formalities have to be liberalised in consultation 
with concerned departments to maintain in the time schedule 
and quality of repair. 

(0 Modom practices such as high pressure jetting, airIess spray 
painting etc. to be introduced for such works as shipping and 
painting ships' hull instead o£.manual clipping ai1d painting. ~ 

(g) As for the man power requirement in connection with the 
augmentation schemes, for most of the Port, Craft repair 
facilities msting work force after suitable trtitaing may be 
dive~. . 

(b) For improving their techniques in the Indian yards, from 
time to time the technical personnel from the yards in the 
related fields should be deputed for proper training in reputed 
foreiJD yatds. -

(i) The Floatina DIy·Dock being built by HooabJr Dodinp 
Ltd., Calcutta, lihould be allotted to Kandla Port Trust for 
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~airing their CI'lLrt as Ii replacem ent to ·the prelCJlt worn 
out R.C.C. lioating dry-dock." . 

5.14 While dealing with the question of diverSification of'activities in 
the Cochin Ship.yard with a view to maximise capacity tltilisation, the CMD 
stated during evidence.: . 

"We also find that there is a large scope for ship repairing work 
because the amount of repair work that is done outside the cOuntry is 

• abOut the. order of Rs. 70 crores. So, today we are divertiDB some of 
our people from ship building to ship repairing work. So far, we have 
been able to do "etter than the Japanese projection inevcry successive 
year. With the combination of higher output in ship repairs and 
diversification, we are able to do better financially and the losses are 
being reduced. It wiD take at least two or three' years before we could 
bre'ak even and by that time, the market wiH get stabilised and we will 
be getting the desired revenue." 

5.15 On an enquiry about the steps being taken by the Ministry of 
Surface Transport to encourage the ship repair work in the Indian shipyards,. 
the Secretary of the Ministry stated during evidence : 

"You have "ery rightly raised this point. The Government 
. has also beenailxious about it. We reviewed the p0sition in 1985. 
Earlier a study had been made ofthe ship repair facilities in the country. 
Detailed study was carried out in 1985. The port procedures have 
been tightened up. For all ship repairing facilities, DC (Shipping) has 
to give a licence. His basic guidance is that first, all these ship repairing 
slots which are available in the country, must be built. The slots have 
to be built in terms of ship repairing facilities. Every quarter the DG 
(Shipping) allots the~ slots for the repair of s'hips. No company can 
go out. The only areas where the ships can go out are; if the repairs 
required by the ship are in the foreign ports, or where having regard 
to the nature of ~pair req"irement, Qur shipyards are not capable of 

. repair. This position was introduce.d from 1985 onwards and. to our 
knowledge, this has been working quite satisfactorily." 

5.16 The Committee enquired whether it was not possible to make it 
oJ>ligatory on the part of Indian sbippers to get their 'ships repaired only in 
Indian shipyards where adequate facilities are available? In a note, the 
Ministry have stated': '. 

"As it is, under the existing instructions for repair of any ship 
outside the country Indian Shipping companies have to obtain per-
mission from Director General of Shipping who in tum examines 
whether the capacity to handle such repairs are avaUable indigenously 
for repair of ships within the given time frame. For this purpose 



indigenous shipyards indicate to DO Shipping quarterly lUI to what are 
the slots available in their yard where such repairs could be carried out 
DG Shipping then examines the. proposals of Shipping Companies and 
allows ships to be repaired outside only if such capacities ate not· 
available within the country. • 

It may however be pointed out that at times the time taken by 
Indian Shipyards for repair of ships is more than the time taken. abrO!ld. 
In addition the foreign sllipyards offer credit facilities to the shipping 
companies which Indian Shipyards are unable to oIrer due to financial 
constraints. 

.Since DG (Shipping) is holding quarterly meetirig with Indian 
shipyards and shipping companies to draw up ship· repair schedule 
it ensures optimum utili~ation of existing repair faciliti~s of the yards. 

. None of the ships are sent abroad by DG(S) if the same can be 
repaired in indigenous yards within the reasonable time fra,me. This 
co-ordination meeting by DG(S) has already improved repairs dock 
occupancy of the shipyar<l:s." 

5.17 The Committee. wanUld to know whether some staff from shiP. 
bUilding side could he transferred to ship repairs side because of less work on 
the construction of ships. In· this connection, the CMD stated in evidence : 

"We have transferred about 100 workers from the steel side to 
the ship-repair side. Perhaps, the larger output there is to a certain 
extent beCause. of contribution .from a larger number of people." 
He added: 

"It is ·possible, but at the same time there are some limitations. 
Basically we divide repair into two categories: one·for steel and one for 
machinery. The type of repair that. is done for machinery is done by 
a group of people who are called engineer-fitters, but ·the type of 
repairs that are done on the steel side consists mostly of wel!lers. If I 
have more people on the steel side, then my capability for repair of 
more steel work only is created and not more on the engintering work. 
these people will not be able to. attend to it. But still within the Yard 
we have a flexibility. At any point of time if there is excess work in 
ship-repair, we are able to transfer people to ship-repair and get the 
work done. Similarly, if in ship-repair there is no work we also have 
the flexibility to transfer tJiem to ship-building and get the work done." 

5.18 ODe of the main adivitre, of CSL is ship repairs. Asper JlPR 
lllip repair dock io CSL was expected to achill'e a yearly l'oIame of 10,00,000 
GilT witbbl ,. yean from eommencemeut of produttloa. Since 1J81 wheD the 

• iepaIr dock w .. commissioilecl, the ilupyard has reached. lel'eI of 4,30,525 
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GRT by the end of 1985-86! In fInilIlciiil terms the turnover ill 198..4-86 wa. 
of the orcJei.fl Rs. 7.41 crores. However, since the project cost of the ship 
repalr.complex is very high the fixed overheads cail be fully absorbed oaly when 
CSL reaches a very high level of performance. The Committee cannot bat 
emphasise that all out etforts should be Me to put the facilities already 
created to the maximum use and to achieve.a level of perfOl'lllllitce where the 
shipyard Is not only able to break even but also to earn ·profits. It is DO doubt 
necesiwy tlutt the cleJiciencieS, if any, in the· existing facilities are removed by 
takiDg appropriate and. a4eqnate me~. 

5.19 It has beeR brOught out by A~t that th~e 11'0 no a"rrugement for 
regnlar. Jo~wise analysis of costs and incomes and henoe It 1I'U. difIitaIt to 
pillpoint reuons for tosses illcurred by the shipyard in mliny of the repairs jobs 
,nclertaken. The Committee desire that this lacuna should be removecifortb-
with. There is also need tor· havillg a costiDg system for apportionillg the 
direct costs and overlaeads. . . 

5.20 The Committee Dote that the shipya", earned some foreign exdlange 
by carryin'g oat repairs of the foreign ships. The foreIgn exchange eanilngs 
had gone up to Rs. 24.66 lakhs in 1984-85 ))ut came down to jlBt Rs. 0.48 lakh 
In 1985-86. The decline in the foreign exchange bas to be analysed to aseertain 
o to what were the reasons for very few foreign ships coming to the shipyard 
for repairs. Based on such a study the facilitjes Iia the repair dock shoald be 
augmented and the senices rendered made more competitive with a view to 
. attract more of foreign .ships. 

5.21 The Committee feel tbilt in the context of the uncertain order boOk 
position 'of the shipyard in the IIUltter ofship construction, it is necessary to pay 
greater atfe.ation to the better utilisation of the ship repair facIHtles in jthe yard. 
Admittedly there is large scope for ship repairing work in the ·country because 
-at present most of the repairing is being done out side·the country. The total 
repairing ",!ork being done outside· has beeJi estimated to be worth Rs •. 70 crores 
and presently the Cochin Shipyards re pair work is only of the order of about Rs.7 
ctores. With sustained etforts it should be possible to secure aod undertake 
successfuUy DIOr'l repair 10k The Committee are sure that now that the total 
ship· repair wo~k is being systematically' managed by the DG (Sbipping) it. should 
not be' difficult for the Cochin Sbipyard· to get adequate orders for repair job. 
The O!Ily thing needed is that the yard should gear up its activities in the ship-
repair department, devise a suitable strategy fo," improring·its performance and 
deploy more manpower by diveiting excess staff from ship production side with 
~ view to enhance its capacity in ship repair work. • 



CHAPI'EIl VI 

DESIGNS OIlGANlSATlON 

6.1 As the Company's own design organisation is yet, to build up 
competence in designing ship!l and as there is no central designs organi, 
sation for Indian shipyards, CSL is obliged togo in for foreign Collabo-
ration at high cost for the design of ,each new series of ships. The ,first 
'agreement of this. type was signed with SLL at a cost of lls, 204 lakhs which 
has to be distributed over the 5 ships of 75,000 DWT series. 

6.2 Thereafter CSL signed a similar agreement for 67,000 Dwf 
series with MIs. Shipping llesearch Services, NorWay (SIlS) at a cost of-
lls. 110.71 lakhs. CSL has now entered into collaboration agreement 
with MIs. IBI Japan for manufacture of 86000 DWT tankers. . 

6.3 As the cost of, ~ach Colla~ation is very high, and this kind of 
'pu~hase is repeated frequently with every 'cHange is class of vessel, it is 
necessary to build a number of ships to reduce th~ unit cost of collaboration • 

. for the design of the ships. In the absence of a central designs organisation 
to cater to the needs of the five ,nationalise4 ship-yards.in the COUDtry, 
'this has now to be arranged from foreign collaborators at high cost. 

6.4 On an enquiry' if CSL had develdped their own ReSearch 'and 
Development organisation, the Secretary, Ministry of Surface Transport 
informed the Committee during evidence :-

"In the earlier series the SLL bad 75,000 tonnes bulk carriers. 
Now what was required was a technology for tanker efforts. I think 
for the first time more or less we will be building the tankers in the 
country. We have to admit that' in this country as yet the design ca-
pabilities have not developed., They are in a very very ascent stage." 

6.5 The witness further stated : 
"On the indigenous R&D the design capabilities have nofbeen 

adequately developed'in this country for ship building. We had a 
proposal in the Sixth Plan for having a, design' Centr.c. But due to 
constraint of resources, we aid not go ahead with the proposal." 

6.6 When enquired about the outlay reqIJired for setting' up Ii Design 
Centre, the S~'Crelary Ministry of Surface rrans~rt informed the Committee 
,that 'a study was carried 'out and it was of the order of about Rs. 6 crores.' 
In this connection, the Cllmmittee were further informed :-

"In the Sixth Plan'it was shelved. Since we badly need a basic, 
design unit, we have again formulated it with a smaller ootlay of 

. Rs. 4 crOfCS. This.is very necessary because otherwise e\W)' time there 
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is a chanp in the class of Ship we have to go in for consultancy or 
technology Collaboration outside." 
He also added : 

"This time Planning Commission has agreed to provide for this 
smaller.thing. And we are in the midst of finalising this project." 
6.7 The Committee were also informed during Cvidence that it would 

take about a decade to build up total design capabilities. When pointed 
out that over a period of ten years it would become absol.te, the witness 
stated: . ' 

"The question. is at what time to design. It is not that .they are 
creating a design. Once we have got the basic capabilities to delign, 
then this technology can all the time be upgraded. lam not satisfied 
with Rs. 4 crores allocation, but that is what we got now. lam tnring· 
to create a nucleus along which I want to build a big thing. Even in 

. foreign countries, the Ship- design!?,s and the Shipyards are quite 
different in most of the places .... 

6.8 Subsequently, the Mirustry of Surface Transport stated in a 
written- note as under :-

. . "The Ministry of Surface Transport has a proposal to set up a 
National Ship Design & Research Centre in the Central Sector catering 
to the needs of Indian Shipyards in the ship building industrY. There 
is a projection of Rs. 4.00 crores in the 7th Plan for this Project. 
There is favourable indication also to get substantial bilateral assis-
tance from the Government of Netherlands for this Project under 
their Technical Assistance .Pcogramme. The scheme is likely to ;eome. 
up for Government approval some time in March/April, 1987." 
6.9 III reply t~ a question regarding import of designs, that Ministry 

stated in a written reply that ad !we method of importing designs and coun-
tinuing dependence. on imported inputs from foreign competitors should be 
. stopped. " 

6.10 The Committee find that neither Cochin Shipyard had deTeloped 
their on research and development otpDisatioa aor is there any Central 
desips centre where the design an4 tedmologicll capabilities Juave beea 
adequately developed for the ships 1JuiIding. CSL is therefore oblipd to 10 
in fin' foreign coUaboratioD for obtaiaiDg ship desigDs wheDever orders for a 
new sbip or series of ships are received. This not 4IIIIy iDvolves bigh cost in t.erms 
of tinam:ial outgo, bUt also hampers the iadiaenous R&D dorts. As. result 
there are DO plans worth the name for achieftiDg self-reliance in deli .. and 
teI:Imological capabilities. The Committee haft beea Wormed that • study 
for haviD& • desip ceatre at the natioaal level" .. carried Old: and a project . 
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costing Rs. 6 crqres was tbougbtof daring 6tb Plan. But due to constraint of 
~urces this was shelved. The Ministry of Surface Transport has now a 
proposal to set up a National Ship Design and Researcb Centre in Central 
sector for. catering to tbe needs of the ~dian shipyards. This scbeme bas yet 
to be approved by the Government. The Committee cannot but emphasise 
that the proposal (or the Design Centre should be rigorously pursued, finalised 
and implemented witbout any further delay. . 

6.11 The Committee need hardly point out tbat research and design 
development related to ship design and coDlitruction bas to be tackled at the 
national level and as a joint effort of all the Indian shipyards. Un1ess indi-
genous desigus are developed to match the national requirements of advanced 
technology for sbip-building based on long teTR~ plans it will not be feasible 
to construct ships by usln~ indigenously manufactured components & materials. 
The .Committee desire that tbe policy of haphazard and ad hoc imports of 
teehnology & design and foreign collaboration by individual shipyards 
should be immediately done away with. To this end there is urgent need for 
drawing up and implemenwlg· a long term pJan for strengthening the design 
and development capabilities. The Committee recommend that positive steps 
should be taken by the Government in tbis direction on priority basis and 
Committee informed of tile" action taken in this direction within next six mouths. 



CHAPTER vn 
PRODUCTION PERFORMANCE 
(A)WanpolI'er-N~ds and Actua[s 

7.1 The RPR of Cechin Shipyard envisaged employment of 1996 
persons to attain target production of two ships (of 66,000 DWT each) 
a year and an annual ship repair capacity upto 7,50,000 GRT to be achieved 
in 10 and 9 years respectively after start of production. . 

7.2 It has been stated by Audit that the manpower requirements 
were assessed in 1971 in consultation with MHI at 2032 persons (to be posi-
tioned by the time production started in 1975-76) including 400 persons for 
ship repairs. Considering larger size of vessels of 7;,000 DWT proposed 
to be constructed as against ships of 66,000 DWT envisaged in the RPR. 
in 1974 the requirement was reassessed as 2166. 

7.3 The actual number men in position was higher since 1980-81 even 
though the level of production was less than that assumed while assessing 
man power requirement, as would be seen from the following table: . 
----'-----------_. -----_. __ ._----_ .. -

Technical Staff Supporting Total 
Stllft' &Oftkers 

~ .~~ ~ ~~'~. ~~ 
sanctioued position saitctioncd position SllllCtioncd position 

(inclUding 
of pro- , 
duction 
stall) 

.-------.- -._----... 
As on 

31st M:1rch 1980 ",568 1,463.- 742 680· 2,310 2,143 
31st March,1981 1,763 1,561· 784 . 725 .. 2,547 2,286 
31st March,1982 1,746 1,656, . 760 737· 2.506 2,393 
31st March, 1983 1,787 1,689· 793. 74~ . 2,580 2.430 
31st March, 1984 1.881· 1,809· 78S· 728· 2,666 2,537 
31& March. 1985 1,896 . 1,8~. 791 728 20687 2,530 
31St Macch, 1986 1,862 1.795 . 811 745 2.673 2,540 

... _-- ~- -------- --.-
7.4 The ASCI were engaged by CSL to evolve a man power plan and 

initiate a manpower development programme. Tpe first part Cl)f the work 
was completed and report submitted by tbem in July 1980. The report was 
also placed before the Board in March 1983; but it bas not be'!n implemented 
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so 'far (March 1986). The remuneration paid to ASCI for the report was 
Rs.70,000. 

7.5 Management inrormed Audit in January 1983 that the Report 
of ASCI was kept pending for a clearer picture of the organisational set up 
and manpower reqijirements on the basis of reVised scale of activity to 
emerge. ASCI has been asked to defer the second part of their assignment 
viz. Management development, for the same reason. 

7.6 The, Committee have been informed that the CMD constituted 
a Committee of officers in October 1981 to look into the manpower prob-
lems and report wit bin a fortnight. The report of the Committee was 
received in June 1982. However, the process of rationalising manpower 
was still pending (March 1986). 

7.7 The Committee noted that tbe report submitted by ASCI, who 
were engaged by, CSL to evolve a manpower plan and initiate a manpower 
development programme, in July, 1980 was placed befOl"C the Boant in 
March, 19B3. Another Committee constituted by the Chairman & Managing 
Director in October, 1.981 to look into manpower problems gave its Report 
in June, 1982 but this report was not placed before the Board. When asked 
about the reasons for that, the CMD stated inter alia, as under: 

........ March, 1980 figure is 2143. We were exceeding original 
manpower projected by the Japanese. At that time there was pressure 
from departmental heads to say that we do not have enough man-
power aad we req_ire more manpower to do the work. At that time 
the management went to Stiff College and made them to study the 
manpower required in the sliipyard. When the staff college people 
came in, they discussed with these people, and they submitted a report. 
They discussed about what should be growth rate in the Cochin 
Shipyard. And for that growth rate, what should be the manpower 
requirement. That was what waS projected. But that was Dot very 
relevant. They, have thought of so many expansions and othCl" 
thinp, , doing consultancy work, doing additional productS like ~s 
and things like that. For that manpower was projecte<l." 

7.8 Explainins the reasons for not plaCing the report of the Comaitliee 
appointed in October, 1981 before the Board, the CMD stated: 

"That was a study requested for by me. It should not go to the 
Board. It need Dot go to the Board. Tkis analysis was made. 
Manpower is given for the 3 categories of people-technical staff, 
supporting staff and officers. It was not clear as to what should .be 
the department-wise division. So I requested the Chief Manager, 
Shipbuilding to make a study about what should be the distribution 
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in Qle various departments and what should be the strength and so 
on." 

7.9 As regards the reasons for apPointment of Administrative Staft' 
College of India for manpower plan for CSL, the witl'less stated; 

"When I requested him (ASCI) to make a manpower plan we 
wanted to make a comparison between what the Japanese have pro-
jected and what we actually have and where the mishap has happened. 
We found· that it was on the administrative side; in the service side 
they have more people than on the produetion side. Compared to 
production people, the service people were lDore. We have banned 
further recruitment. No recruitment has taken place after that. 
We are not taking any fresh people in the last five years." 

7.10 When asked about the necessity, for entrusting the work of man-
power analysis to the ASCI and whether the assessment of MHI not consi-
dered reasonable, the Committee were informed by CSL in written reply;-

"MHI consultants for yard construction had only given a broad 
catcgory-wise break-up of manpower requirement in their project 
report. A more detailed manpower plan for the shipyard was pre-
pared in the initial stage~ based on Japanese estimates of work involved 
in building 66,000 DWT Bulk 'Carriers and for attaining progressively 
the full rated capacity. This was also approved by the Board during 
1974. This had formed the rough basis for recruitment and training 
personnel. In actual implementation, it was observed that various 
factors peculiar to Indian conditions and need for certain services 
had not been reflected in the l\Ianpower pian and there was a case for 
sanction of men over and above the original assessment. Thus, even 
though production was in early stages and ship repair works had nol 
started by 1979, there, were demands for sanction of. additional 
strength over and above the over all limit in ~ome department& and it 
was considered necessary to carry out an analysis of the situation by 
a specialised agency. The manpower inducted in the initial stage was 
also primarily for construction of the yard and installation of equip-
ment, and the need of developing and training of the project personnel 
for production/SR functio"~ was also felt. . 

Initially an attempt was made to see whether the O&M Unit of 
the Ministry could help in such an assessment but it was indicated that 
theY would not be able to take up this work considering the scope 
of the study. Therefore, ASCI was asked to prepare a preliminary 
survey report of the improvement areas and to follow-up the same by 
detailed study. " 
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7.11 When asked about the reasons for not tilting effective action to 
implement the report on manpower, especially when there was need for 
having a Scientific assessment of manpower requirement in the shipyard, 
CSL stated in a written reply as under: 

~'The assignment to ASCI included 3 parts viz (I) the manpower 
plan, i.e., identify CSL termobjectives and plans, identify an organi-
sational structure that would help CSL to achieve its short term and 
10llg term objectives and the needs for determination for various 
managerial and non-managerial manpower. This was to be followed 
by (2) a similar exercise in management development and (3) personnel 
management strategy. However, the pace of growth of activities in 
the company did not catch up with the project report projections with 
the result that there was no pos~ibility of laying down norms or 
finalising an organisational structure and manpower strength at the 
time the report was received. The ASCI report had attempted a 
fixation of strength, department-wise with reference to existing depart-
ments and functions and did not cover functions like ship-repair. 
This itself represented higher strength than originally envisaged. 
TIlerefore this was not taken up for implementation. Since then 
based on the experience gained and the practice followed in Japanese 
Yards, some of the departments have been reorganised on zone-wi,e 
function. Various other committees/specialists have studied the 
matter, e.g. VADM. Datta and MI'. J.W. Prins and their recom-
mendations have been implemented, in stages. In this contex\. the 
report of ASCI has ceased to be relevant. 

Mean while. the original idea of continuing the services of ASCI 
for management development and personnel management strategy 
was not pursued. Subsequent studies' by the Japanese consultants 
during 1982 have also sbown that the manpower would have to be 
enhanced significantly to achieve the project report target of 2 sbips 
per year." 

7.12 In reply to a question if the Company had derived any benefit 
from the reports of the two Committees and had the Board given any direc-
tions in tIlc matter, CSt stated that as far as the ASCI's report was con-
cerned, tbe position was reported to tbe Board and no specific directions 
were sought for or received in the matter. 

7.13 'l1Ie Revised Project Report of tile CodIin Sbipyanl eD~ employ 
. meat or 1996 per!iOIIS for attaioiag the target produc:tiOll of two ships • year ... 
........ 1 ship repair capacity of upto 10,00,000 GRT. The reqairemeats of 
maapoll'er were reassessed in 1971 in COIISIIltatioR with MIs. Mm at2«a.2 
penons and again in 1974, considering I"fler size of vessels of 75,000 DWT 
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proposed to be constructed as against ships of 66,000 DWT enl'isagedin the 
RPR, the tequiremeot!) of manpower were reassessed at 2166 persons. The 
actual number of men-in-position bas, bowe\'er, been higher than this level since 
1980-81, even tbough the level of production was much less than that assumed 
at the time of assessing manpower needs. In fact, the total number of men-in-
position bas gone up from 2286 in 1980-81 to 2S4O at the end of the year 1985-86. 
In IJetweeo two studies bad IJecn undertaken for assessing the manpower needs 
and also fo(initiating a manpower development programme. The first of the 
studies ,,'as done by the Administrative Staff College of India, who were paid a 
remuneration ,of Rs. 70,000. The assignment to ASCI covered not only an 
.assessment of the manpower needs bnt also included senices for management 
development and personnel managemeat strategy. ASCI submitted part one of 
their report in July, 1980, which was placed before the Board in March, ,1983. 
The other stu,>, was done by a Committee of Officers constitnted in October 
1981 to look into the maapower problems. The report of this Committee was 
received in June, 1982. However. no worthwhile action seems to have beeIi taken 
by the undertaking in pursuance of these reports and the process of rationalismg 
the manpower planning is stiD continning. The Committee feel that in . the 
context of the very low level of capacity utilisation and large number of idle 
machiae and man hours in the undertaking, there is urgent need for having a 
scientific assessment of the manpower requirements in the shipyard. The 
Committee desire that su~h a study may be entrusted to a recognised management 
consultancy agency, who may be required to complete tbe work within a given 
time frame. The Committee would like to be apprised of the action taken in 
thi'! behalf. 

(B) Machine Utilisation 

7.14 Audit has stated that at the b:ginning of 1983-84 CSL had about 
350 machines valued at Rs. 36.41 crores. 

7.15 The following statement shows the'utilisation of machines and 
idle time during the years 1981-82 to 1985-86. 

1981-82 1982-83 

I. Total number of machines-
350 

2. Tolal number of machines for 
which log boo!;s maintained 83 

3. Total hours available. . 208520.63 
4. Hours utilised . 113034.63 

5. No. of idle hours 
6. %utilisation 

95486 
55%. 

83 
171615, 
89089 
82526 
52% 

1983-84 19P4-85 1 985-F6 

31· 84 86' 
6S293 178000 220000 
18901 101000 140000 
46392 77000 80000 
211% 57% 52% 

------
*Due to labour trouble mllchine log< were available only for 31 ,n"\Chines durin!! 

1983-84. 
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7.16 From the above statement it is seen that out of about 350 
machines, log books had been maintained only i~ respect of 83 machines 
in 1981-82 &, 1982-83, 31 in 1983-84, 84 in 1984-85 and 86 in 1985-86. 

7.17 It will also be seen that the percentage of utilisation of the above 
mentioned machines was 55 in 1981-82, 52 in 1982-83, 29 in 1983-84, 57 
in 1984-8? and 52 in 1985-~6. 

7.18 From the information furnished by csi.. it is seen that the main 
reasons for under-utilisation of these machines were 'waiting for want of 
jobs' and 'other reasons'. Waiting for want of jobs accounted for 32 % 
In 198H2, 34% in 1982-83 and 55% in 1983-84. It was 3\.4% in 1984-85 
and 34.21 % in 1985-86. 'Other reasOlis' for idle time accounted for II % 
in 1981-82, and 1982-83 and 14% in 1983-84. It, h.owever, came down to 
8.6% in 1984-85 and 8.56% in 1985-86. 

7.19 The Management informed Audit in February, 1985 that "for 
"II costly equipments machine utilisation record~ are being maintained by 
the company. However due to labour agitation for some -period the utili-
sation reports in respect of some machinery and cranes are not maintained .. 
. . the machinery and equipment are intended fOT full capacity operation 
and CSL is yet to reach the optimum level of performance", 

7.2~ Referring to the large percentage of idle machines hours. the 
Committee enquired why the machinery was kept idle. Thc Chairman 
& Managing Direc~or, CSL explained the position as under: 

. '~We 'have hull side and .regular sbOP for forming, welding. We 
have building dock, where units are asSembled and. welded. Out 
fitting is also carried on. The equipment is used in the hull shop. 
In the outfittings, the heavier items like diesel generating sets, pumps 
are normally lifted IJ¥ crane and" rest of the job is mostly related to 
fitting. The real equipment is in the hull shop except for the major 
crane. As far as the cranes are concerned, they are very well utilised' 
and their utilisation fisure is very hight' 

As far as other machines on the hull side are concerned, these 
machines are r.:quired for making component, for continuing assem-
bly work by a set of people. The units/items in the hull are made by a 
group of people who take certain formed things from the press. In 
most of the Ship building in the hull shops they have to make com-
ponents for which there is no full utilisation. The idea is assembly 
workers would be cODtinuously and fully engaged and they have to 
get all their componcnts and cut plates from other places. Mostly 
machines are a"ailable in the hull shop for making components. We 
will not be able to utilise them fully. . 
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We are having a log book for most of the cranes ana most of the 
costly. ,equipments in the hull shop.· Utilisation is· poor in the case 'of 
hull shop and in the case of crane the utilisation is full". 
7.21 The Committee enquired about the number. of machines out of 

350, log books for which were kept durin,; the year 1985·86. In reply the 
·witness stated : 

"Logbook;s are maintained for 84 machines valued at about 
Rs. 23.20 crores out of 350 machines valued Rs. 36.41 crores:' 
In this connection, the CMD further stated : 

;" We do have a system of maintaining log books for the costly 
ma(.hines. Our total cost of the equipment is Rs. 35 crores for the '. 
t~1 procurement. Earlier we have been maintaining log books for 
crane. These are actually very much required by us. Without crane 

~ we cannot do much work in building dock or out-fitting area. So, we 
~ maintained it mostly for cranes.. Later on. we started maintaining it 

;If. for higher number of machines. We have increased the number to 
~". cover Rs. 23 crores worth of equipinents. There are critical machines 

so far as operations are concerned. There are costly machines so far 
as operations are concerned. There are nuu:hines for sheet metal shop 
and hull shop. They cannot be fully utilised. They will have lot of 
idle time. Sometimes the machines are not fully loaded. We maintain 
log books for that." .. 

7.22 When asked about the difficulty in maintaining the log books, 
the witness stated : 

"Some machines do not have an operator by itself. Press is there. 
There is a group of workers for the assembly shop. If there is a 
component to be pressed, they normally put and press it in the asse-
mbly. Log books if we have to maintain, we have normally to keep 
them at a central place. The operator goes on recording the same. 
Now, the machille is not· being operated continuously. The machine 
does not have an operator by itself. Any fitter who has undertaken 
proper training shall'be able to operate it. But since the machine is 
very scarcely operated they are not· maintaining a log book." 
7.23 In reply to a query that some machines might not be working 

even for 5 % of the time, the witness stated : 
"There are some machines about which we have undertaken a 

review. In some cases we find the machine is in a wrong place. Than 
w~shift it to a place where it should be located, where it should 
used. Sometimes the people do not know the use of the machine. We 
are seeing that the whole process is changed in such a way that they 
are .able to tully utDise those machines." 
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7.24 The Committee enq)lired whether there were more than one 
similar machines which werc not being utilised fully, the CMD stated in 
his reply 

"We have two presses. There is a 500 tonne press and a 1200 
tonne press. The 1200 tonne press was being continuously operated 
and there was lot of backlog on that. 500T Press is not fully utilised. 
We tried to find out how many can be used. For 500 tonne press, we 
diverted lot of work. Still we find that the 1200 tonne press i$ over-
Iaaded. Last time, when MHI was here, they said 'we aft, utilising 
1200T for certain things for which it is not supposed to ~ used.' 
Japanese said tbese all should be done by heating. We have,trained 
some of our people in flame heating to reduce the load on the p~,·sses." 

7.15 The Committee find that CSL bad about 350 machines l'alu~ at 
Rs. 36.41 crores as at the beginDing of 1983-84. With a view to watch Ij'ili-
lation of machinery, log books are required to be maintained for each mac:t.1ne 
aud reviewed periodically to find out whether there was avoidable idle ti..i..;a 
Out of the 350 machines in CSL log books In respect of about 86 machine. 
only are reportedly being maintained. How in the absence of the log booY. 
the utilisation of the machiues is being watched in the shipyard is diffient. 
to aDCIerstand. One of the r~ given for oon-maillteuanc:e of log book ... 
Is that some of the machines are very scarcely operated and henee DO log book 
was being maintained. 

7.26 The Committee note that aoother conspicuous feature relating to 
machine nti6sation was the large uumber of idle hoars vis-a-vis total available 
hourS. The Committee find that the pereeatage of utilisation of the mac:hlaes 
as compared to the total hours available ranged between 52 and 57 per ceot 
duriog the last 5 years. This would Indicate that the pereeatage of idle hoars 
~ the same period raoged between 43 and 47 per ceat. This position is 
not at all a happy one. The situation needs to be reviewed systematically 
with a view to identify such of the costly .maehines which are not being used 
at all or whlcb are very scarcely used aod which of them could ae dispensed 
with. The Committee desire that sum an exercise should be uadertaken . 
Inmae..iately aod the action taken in the matter should be intimated to them. ~ 

7;J.7 It has been pointed Ollt by Audit that the causewise break-up of 
tbe Idle time reveals that most of the idleness was dne to "want of job". The 
Committee are clearly of the opiDiOll that this under scores tbe need (or 
laprovlng the performance of the uadertaking as also for finding adequate 
work load for mea aud machinery deployed. It goes withont sayiog that only 
Mer utilisation of the iIIstaUed capacity ean lead to optimum utilisation 
., the fadors of productioo, and urgent steps shonId be taken in this dilfttioa. 
j 
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(C) Idle Time 

7.28 Table below shows the percentage of· idle time. wages to total 
wages of. produ~on $l&IT for t~ last seven years. 

1979-80 
1980-81 
1981-112 
1982-83 
1983-84 
1984-85 
1985-86 

Total 
wages 

of 
prod1ldioa 
staff 

Idle 
time 
WIlleS 

Percent-
q: 

(Rupees in lakhs) 

102.49 12.60 12:3 
154.98 14.64 9.4 
145.87 17.81 12.2 
142.21 1l.33 8.0 
150.88 26.36 '17.5 
154.91 14.34 9.26 
179.99 15.59- 8.66 

--------~ 

7.29 It will tie seen from the above tbat the payments on account of 
idle time wages increased from Rs. '12.60 lakhs in 1979-80 to Rs. 26. 36 lakhs 
in 1983-84. It was, however Rs. 14,.34 lak'hs in 1984-85 and Rs. 15.59 lakhs 
in 1985-86. The percentage of idle time wl\ges to total wages also registered 
an increase frOID 8 in 1982-83 to as high as 17.5 in 1983-84. 

7.30 According io the Audit the main reason for idle time was waiting 
for want of jobs. The idle. time on account ofwalting for want of jobs 
which was 0.42 lath manhours (out of 1.91 lakb- manhours) in 1979-80 
rose to 1.91lakh manhours (out of 2. 44.lakh man hours) in 1985-86. 

7.31 When asked about the steps .taken to redllce idle time which 
was increasing year after year, t~ C&MD 'of CSL stated during evidence :-

"We are reconciling booked man hours with the clocked man 
hours of the Workers. We had started. tallying them from 1984-85 
onwards. It liaS been made more perfect to see that the hours of the 
people get reconciled and have been taken into account. While chec-
king thii and while. reconciling and then checking this, we we~~ into 
the job cards booking and we see that all the people are booked; and 
we have made certain people responsible. From 1984-85 when maR 
hours have incceased, idle time, total quantum is kept more or less 

. at the same levCl. And we have a problem in getting all the peopll'l 
engaged. So, in 1985-86 and a part of 1984-85 there is a certain 
amount of dificulty for getting all . the people work, all the time 
Otherwise when I double the man power, when I double the accounted 
hours, automatically these figures for idle hours also ·are doubled. 
But you will see. that certain people are made responsible for certain 

LSS/87-41. . 
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things. There is less of idle time. there is less of idle time on account 
of waiti.ng for material. as per the plan set out earlier. The maintenance 
man is held responsible for reducing idle time due to break-
down of equipment. Idle time has come down now. But due to want 
of.work the total number of idle hours has not come down." 

7.32 On being pointed out that in spite of that the overtitDe was still 
being paid. the witncss stated : 

"I agroo with you that overtime shoulQ not be there. whor ther.: 
is iQIo WorK. UW'ortunately the type of work which has to be dODe 
is diffarent from the work being dODO by thq people who are surplus. 
But. from 1985-86 aDd even during the middle of this year. it has bocn 
reduced further; it is very low now. It is our requirement aAd we 
are doing everything possible to reduce it. But·wc cannot totally 
avoid idla tima because the category of paoplo who are idling is diffc_ 
rent from thosa who are doing ovortime work. When a ship comes 
for repairs. we are giVCll some time schedulc. Whcn we open up. it 
may be noticed that much· more damage has been done than the 
OWlMllr has ClDvisaged. But we have to complete the whole work with in 
tho original time schadulo. Similarly when we try to repair somo 
other parts oftbc ship, or we have toarecta partoftboqien, or some-
walding has to be dona; the workers have to sit ovar it Ind complete it. 
Thon. WCI caunot avoid o\'\. rtime.. I GO DOt say thet a large amoUDt of 
overtime is justified. but what 1 say is that soma elomcot of overtime 
is iDe'·itable." 

In ~is connection. the witlless fUrther stated :-
"Wc arc making efforts to reduoe idle tima and overtime, but 

ir~ the matter of any industry-like our job idlc timo is iDCvitable. We 
have now bocn able to bring idle time within Dine percent. We art 
definitely molting further cfforts to sec that it is brought more, nearer 
to nil." 
7.33 The Committee noted that idlo hours duo to waiting for want 

of jobs had iBOrcascd from (). 42 lakh in 1979 to 1 .91 Iakh in 1985-86 despite 
the various stops taken by CSL. On being asked' about tho .. tter, tho C& 
MD stated : 

"I have no argument. 1 acoopt it. We win definitely try to reduce 
-, it'" 

Tho witness also stated : 
"Thoro are Iarp number of workers. There IL!e people on the 

steel sido who' have no work. They are heiDI diverted to other areas 
lit" ship roplir outfit. etc. But those people ace DOt rauu1iar with the 



69 

work tbAt is bei!ll carried on in that place. To some extent. thcrro is 
idle time for want of job for thom. Thay do not have flexibility as 
normal worker. Thore is some idle time. This is peculiar to 1985-86 
aDd 198+8S," 

1.34 Explaining the reasons for idle timo ,and the IlGtion takeD to 
reduce it, tho Undertaking has statad in a note :-

, 

''The various reasons for idlo time in the shops and ships have 
been analYsed in dotail. 

Tho idle time whic~ can be controllod, i.e. which can be reduced 
by better plalming and effioient organisation internally arotho 
foDo.iDS : 

. (1) WaitiDg for" raw materials. consumablos 'and tools. 
(2) Waitinl for Semi-finished materials within tbe departments, 
(3)' Waiting .for utilities, 
(4) Waiting' for transport and material handlinS facilities, 
(S) WaitinS for other workers, 
(6) Waiting for instNCtions, 

Waiting time on account of the following reasons are largely 
nOD<ODtronablr. 

(1) Waiting due to breakdown of equipment 
(2) Waiting due to illGlomont weath'1r. 
(3) lAbour troulJle. 

Ir addition to the above, waiting timo for want of job is party. 
controllable and patty non-cOl trollable. 

The followillg act1.DD was takeD to reduce U10 idle time :-
(a) A propcrco-ordinating system was introdue;cd and production 

planning vas done on the b..sis of firm availability of mate-
rials and iuputs, 

(b) A Material Planaing Group was set up in the Planning 
dapartment for hilrhli,hting ill advance the likely idlenoss 
for wallt of materids and forchasini up procureme1t of 
materials. 

(e) A etc. liaison is maintained with suppliers to watch the 
~ in the manufacture of the item, required and to 
ennrc J1B't the supplies are not delayed. 

(d) As a reslut of experience gained in the past, orders are now 
pW:ed only on reliable suppliers who can assure quality 
aupplios and timely deliolery. 
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~J A PERT net w~rk for the entire job of building each ship 
. was prepared. and used for indentifying the interfaces· of 

different activities, positioning of raw mate~. consuma-
bles, tools, stmi-fuUshed materi&\s and such other items 
and this was used for detailed scheduling for d~y-today 
work and for periodical review of progress by the Head of 
Departments. With the installation of a new computer during 

·1986-87 this control measure is being computerised to make 
it lI10I'e effective: 

. (0 A Production Engg. Section has ~nestablished (l985-86) 
to study and implement better method of production. This 
section is responsible to establish sequences of operations 
in order to avoid rework and modifications. Planped pre-
ventive . maintenance of plant and machinery is done to 
avoid, to the extent possible, idle time due to breakdown 
of equipment and spares are stocked to minimise the waiting 
time .due to b,eakdown of equipment. 

(8) Quality circles have been introduced witheft'ect from 1986-87 
for improving quality to avoid ~ork.-

(h) Shop Councils and Job Councils and Suggestion sCheme 
have also been introduced for· improvement in prouuctivity, 
safety and ·cost reduction." 

7.35 According to CSL the above steps have resulted in positive im-
provement in the utilisation of labour. The position in respect of the years 
1983-84, 1984-85 and 1985-~ has been explained as under :-

83-84 84-85 85-86 

Man- As % Qf Man- As "of Man- As 'Y,.of 
houn avalla ble hours(m available hours available 
(in lakhs) houn Iakhs) ~ (m Iakhs) boun ----_ ........ _-_ .. _ .. _-------

Total aVanable houn 14.07 26,02· 27.24 
Idle IrtHIrs 

(i) Internal facton 
fOlhertban for 
want to of job). ·o.sa 4.12 0.44 1.69" 0.23 0.85% 

(ii) External facton 1.17 8.31% 0.64 2.46" 0.30 1.10% 
(Iii) For want orio b 1.15 8.17% LSI- 5.10% 1.91 . 7.01% 

Total·idIe hours 2.90 20.60% 2.59 ~ 2.44 8.96% 

. Waitin& ti~e for want of job continues to be the maj~r ~son 
for Idleness. This was due to the tapering oft' or-~I fabrication work 
.ill the Hull shop from 84-85 onwards. 
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We have now received orders for 3 tankers from the Shipping 
Corpotlltion of India. In addition, to the extent possible, labour is 
also shifted from ship building to ship repair and vice-versa, depen-
ding on the quantum of work. CSL is also quoting for other works 
and have been able to secure few small orders." 

7.36 It is seen that the paymeDts on accouat of idle tim3 wages increased 
from Rs. 12.(;0 lakbs in 1979-80 to Rs. 26.361akhs in 1983-84. This figure bas 
boweftl' heea brought dbn to Rs. 14.34 lakhs in 191i4-8s aad Rs. 15.59 laths 
in 1985-86. Here apia the maiD reason for idle time was'''waat of jobs". 
The. Committee ba~ been informed that the perceatage of totaI'idIe bours to 
total .• ,alIable hollis, wbich was 20.60 in 1983-84 bas been brought doll'll to 
8.96 in 1985-86. This Is a healthy sip bat at the same time it proves that idle 
time caa DOt ooIy be reduced further but also even totally eliminated. The 
Committee desire that as assured by the CMD of the Cocbin Shipyard mQl'e 
concerted elrorts shoald be put in to rednce the idle time to the barest minimum 
if oot totally elimiDate it in the shortest possible time. 

(D} Overtime Payment 

7.37 It has been pointed out by Audit that even though actual pro· 
duction was much lower than was envisaged in RPR, the incidence of over-
time wages has been quite substantial and it has been rising from 'year to 
year since 1979-80 except in 1983-84 when the workers declined to work 
overtime . 

. 7.38 The overtime payments made, by CSL during the years 1984-85, 
1985-86 and for the period from 1-4-1986 to 30-9-1986 were as under: 

1984-85 1985-86 

(Fiiures in Jakhs) 

1986-87 
,(1st April, 1988 to 

30-9-86) --- ----- ------_.-
, OT hrs. Amount O-r:hours Amount OT hours Amount 

Rs. Rs. , . Rs. -------------------_._------ --- -.------ _._._._- --.-._---
Shipbuilding staff 5.15' 54.09 4~ 12 49.04 0.57 7.67 
Ship repair staff 2.13 2.31 . 2.72 31.10' 0.71 9.19 
Other techDical and 
Aci.miDis~rative staff. 1.89 19~94 1.51 17.87 0.33 4.42 ----
Total 9.17 95.34 8.35 98.01 1.61 21.28 

7.39 It is Seen ~t the total amount of overtime which was Rs. 95.34 
lakhs in 1984-85 rose to Rs. 98.01 lakhs in 1985-86. 



7.40 According to the Annual Report of the Undertaking for the year 
1985-86, the annual salaries and wages biD of employees for the years 19&4-85 
and 1985-86 was Rs. 7,26,86,842 and Rs. 7,80,25,190 and the oVertim: .pay-
ments during.these years Were Rs. 9S.34lakhs and lb. 98.01 lakhs respec-
tively. The overtime payments constituted more than 13 per cent and 12 
puc:ent of the salaries for the same years. 

7.41 Notwithstanding satisfactory manpower position (compared 
with RPR.) expenditure on payment of overtime was very· high as may be 
seen from .the table below: 

Year 

Shl~i1f6 stll/f 
1979-80 
1980-81 
I Nl-82 
1982-83 
.983-84 
I9i4-lS 
198s-86 

Ship ,qair stai/ 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 

198s-86 

01 ... T ec/uIictll &: AdmiNi.rtrlJliH 
"", 
1979-80 
1980'81 
198t.82 
1982-83 
1983084 . 
1984-15 

. 118S-86 

12.04 
24.7I • 
43.41 
34.78 
14.73 
31.43 
26.56 

4.5S 
20.95 
25.53 
48.60 
28.10 
57.15 
69.58 

IlJ2S 

18.23 
16.81 
22.96 
11.31 
19 . .14 . 
4.60 

7.42 It will be seen from the above that the percentage of overtime 
to salaries and wqes in the case of shipbuildilll stair which was 12.04 in 
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1979-80 increased to 43.41 in 1981-82 and ranged from 26.56 to 34.78 during 
the years ]982-83 to 1985-86, except in 1983-84 when it was 14.73. Simi-
larly in the case of ship repair staff it rose from a mere 4.55 per cent to as 
high as 69.58 percent in 1985-86. ' . , 

7.43 When asked whether any steps have been taken to reduce over-
time the C&;MD'stated during- evidence: 

''The overtime that we are paying is inevitable because there is a 
certain period which is inevitable. We are reducing overtime in a 
drastic manner and we are trying to reduce to a large extent. Un-
fortunately the type of jobs we are doing-shipbuilding and ship repair 
are such that a certain amount of overtime in inescapable." 

7.44 As regert~ the measures taken to check overtime the witness stated 

"From the middle of last year we have started checking the over-
time hours, and allocating the overtime work, dependiBI on the type 
of work and urgency, etc. Before last year the expenditure on overtime 
was 9.1 lakh hours and this year it has come down to 8.3 lakh hours. 
This year, we are trying to drastically reduce it by about 40 percent 
or even upto 50 per cent if that is possible." ' 

He also stated: 

"We feel that today we should able to reduee it by 40 % in 
ship building and we should be able to reduce it by 20 % to 25 % in 
ship repair." 

7-45 The Committee are _wbat pel'plexed to find that eftIl tbougb tile 
aChaI prodactioa ill the Coc:biII Sblpyatcl iD terms of llllips built IUId repaired 
mIlCh was lower tbaa eavisaged ia tile RPR.aad the productinty,of the,flldori of 
pro dactiOD IIIICh as laboar .. macbiDes was far 1_ thaD the optimal, the Iacl-
deace of o,ertime wages bas DOt oaIy beeD quite sabataatial bat also bas beeD 
rIsiag from year to year. Not wJtbllt • ..u .. satisfactory IIIlIIl)IOwer positloa ,is­
a~l1is RPR projectloDs, the perceatage of overtime to salaries aad wapi bas 
beeD .ery Jdib. Ia the cue of sbJpHildiag .taft' the percelltaae cif Oftrtime to 
salaries &: wages was.as high as 43.4J ia the year 1981-82 aad bas raaged behreea 
26.56 aad 34.71 per ceat dlll'iq the yean 1982-83 to 1985-86 exc:ept iD 1983-84, 
w_ it was 14.73. Similarly, ia the cue of ship repiur staII'the perceDtage of 
overtime to salaries &: waaes was as 111gb as 69.58 In 1985-86. TIte total pay-
JDeDts OD accoaat of cmrtIme were of the order of R& 95.34 Iakbs ia 1!)84..85 
aad Rs. 98.01 Iakbs i111!18S86. These paymeats c:GIIItitDted more thaD 13 per 
ceat ... u per ceat respecIiftIy of the total cost dariac these yean. De eom-
mlttee are eoastraIaed to Bay that ia the ClOIItest of low onIer book posltloa, 
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"xCfiSive idle time aDd poor lltillsation of machines and equipment, the paymeat 
of bigh IIIIDS towards overtime wages soands rather paradoldcal. The 
laevitabDity. of neb payments do Dot appe.al to tbe Co:amittee. The Commi-
m1ttee get a dear impression that aD element of idle labour cost bas become 
Ia built in the direct labour cost aDd there is undoubtedly a vested luterest in work 
llejog done oaIy during overtime. Suc:b buge payments of overtime wages are 
not at all justified and smack of poor management capabilities. To say the 
least there is need .for looking into the matter most immediately and taking 
lllIeat remedial steps. The overtime pa)ments have to be brought dowa to a 
reasonable Ienl "ithin a fixed tlm~rrame. The Committee would await a 
report within six mootbs. 



·CHAPTER vm 
MATERIAL MANAGEMENT 

DeficIencies in l"rentoTy COI'Itrol System 
8.1 It"has been stated by Audit that ~fication o( inventory perio-

dically has not been done by the. Controller of Contracts and Stores as Ie-
quUoed UDder the ·Financial and Accounting Manual. 

. 8.2 The table below shows the physical verification of stores ;by inWDal 
audit from 1978-79 to 1985-8.6 (as furnished by the Company): t 
Year Total No. No. of ~lI:CDt .. BaIauH 

of stores items of 3 to 2 (2-3) 
items verified 

1 'III 2 3 4 5 

1978-79 5,5n 3,308 59.91 2,Z14 
1979-80 7,514 2,~3 38.63 4,611 
1980-81 7,159 .886 12.38 11,273 
1981..&2 11.325 1,597 14.10 9,728 
1982-83 13,049 1,450. 11.11 11,599 
1983-84 13,955 650 4.66 13;305 

. 1984-8' 13,347 1,531 11.47 11,816 
1985-86 12,147 2,439 20.07 9,708 

8.3 It will be seen that the percentage of items;subjected to 'physical 
verification by internal audit came down from 59.91 in 1978-79 to .4.66 in 
1983-84. According to Audit, except some test verification conducted by 
Internal Audit, no independent verification of stores has been ~doDeJO far 
(Ma!dl, 1986). 

8.4 The Company Auditors had reported (on the ~accountsfrom 
1976-77 onwards) that they were not satisfied ,with ~'system of physical 
verification. 

8.5 When the Committee enquired. why .such verification was not con-
ducted, the Chairman &: Manaling Director, CSL. stated during 'evidence :-

"It was a .mstake that we kave not dODe it earlier. The quantum 
of checking is what we have done ac:cording to the [manual. There 
was also a problem in that, the Audit that we had was notatron, 
enough or competent enough to do the checkiDg...!.not only the physical 
c::heckinl: but also the checking of the various systemS that were pre-
vailing in the Cochin Shipyard earlier. We had not stren,thened 
that organisation earlier. If you see the figUre for 1985-86, we have 
brought about checking of 20%. We have now dec.ided ·that aU our 

. inveQtory in a period of ~ve yea{s will get checked at least OIlCe." 

75 
7 LSS/87-9. 
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Tho Committee pointed out that the Ministry had, informed Audit 

in January, 1985 that "CSL needs to implement a c;Odified system of mate-
rial accounting on a time bound programme and strengthen the system 
o( periodical review and physical verification of stock." When asked 
about this system, the C&MD stated during evidencc:-

"We have started the codification of the materials. We 'Save it 
to a consultant and it was getting delayed a lot. We have now intro-

duced the codified system. Now we have conCluded it and intro-
duced from 1.4.1986." 

The c&MD admitted during evidence that with the introduction of 
the codified system the Company would have better control on the 
stores. 
In,entory Lever " 

8.8 The table below shows theyear-end inventory levels of the 
last seven years as a percentage of the annual consumption:-

(R.~ lnJakhs) 

Year Raw Sion. Brought Goods in Total 
Materials anet OIlt . transit 

Spares c:om~ anet 
_tl ~lOIl 

IJ79-80 
Average year c:0IIIIlDIpti0u 120.73 67.62 D.L 
CIosiq stock 365.47 229.67 DoL 90.03 dB5.17 
Percentqe 303% 340~ 
1980-81 
Averaac yearly c:~lon 139.01 18B.47 560.58 .. 
00sin8 stock 558.06 338.17 50.60 562.35 1509.72 
Percent. 
1981-a2 

401% 1SO% 9y' 

Averaae yearly c:0IISIIIIIptI0a 524.79 111.18 602.38 .. 
00sIDa stock 772.58 441.08 258.06 420.59 1899.31 
Percent. 
1982-83 

. 147% 400% 43% 

Averaae yearly C:ClllSUDlPtlon 395.49 126.77 577.33 .. 
CIos1na stock ' 802.52 418.12 443.65 442.38' 2126.67 
Pen:entaae 203% "330% 77% 
1983-84 
Averaae yearly c:~tion 467.07 116.12 475.98 .. 
C10sIq stock 747.79 423.04 611.15 423.46 220S.54 
Percentqe 160% 364% U8% 
1984-75 
Averqe yearly C:OaSIIIIIptlon 538.59 SO. 74 823.97 .. 
00II0a stoc:k • .' 513.56 322.57 421.93 60.56 1325.62 
Percent ... 
1985-a6 

!IS.» 399.52 52.011 
Averqe yearly CODSUnJption . 296.95 58.17 761.84 .. 
CIosiq stock Perc:eDt ... 283.60 . 323.96 382.12 177.03 1167.41 
lWcentaae . 95.51· 556.92 50.25 
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8.9 The closing stock of stores items includes bought out items &illS 
other stores which represent over 2- years consumption as on 31-3-1985 
and 5.5 yearS consumption as aD. 31-3-1986. Since the"ship building activity 
is almost standardised and the time frame within which stores items are 
required could be reasonable planned lower inventory level of stores for 
ship· building would be possible. 

8.10 When asked about [the extent to which the stock ohaw mate-
rials, spare parts etc. should be kept and for how many months' consump-
tion, the CMD, CSL stated: 

"The consumption for the raw-m3terial which is mainly steel, 
our norm is bctwecn9 to·12 months. For other things it is between 
6 to 8 months. As· regards the impqrtcd components, we really do 
not have a norm because they are br~ught specifically for a ship and 
we are accounting it separately. 'As far as the spares arc concerned, 
we have certain amount of spares which arc already there along with 
equipment worth about Rs. 1.5 crores to Rs. 1.6 crores. We find 
that most of these spares arc insurance spares. We arc today accept-
ing a principle that whatever they buy in a year should be tried so 
that the balance of inventory docs not appreciably increase on 
Rs. 1.6 crores. We have 110t been able· to go down this for quite 
sometime. Now, since you have asked in terms of months, our inven-
tory in 1980-81 was 13, in 1981-82 was 14, 1982-83 was 18 ...... 

8.11 The Committee'pointed"out that one of the reasons for incurring· 
iosses by C.S.L was that as against. the norm of 9 months consumption 
in respeCt of raw materials the Company had inventory for more than three 
years. When asked about the action taken to improve the position so that 
the raw material was maintained according to the requirement, the CMD 
stated inler alia, as UDder:- -

. ''The n~rm is 9-12 months but we have not been able to imple-
ment it in respect of the year 1984-85 our inventory is 95 per 
cent more which means· it is equivalent to 10-12 months." 

8.12 As regards the action being taken to reduce the stock of stores 
and spares, CSL has stated in a note: 

"A regular vcrification~of stock of stores and spares is carried 
out to ensure that only t~ minimum requirement of various items is 
held in stock. Purchases are carefully scrUtinised so that only items 
which are not in stock are purchased according to the production 
programme. Periodical reports of non-moving items are prepared 
and circulated to the various shops in order to utilise these items. 
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Items which arc foUnd lurpba and 1U'6110 lOJ1JCf ~..ar4 rogalarly 
beUll, disposed of." . 
8.13 When the Committee enquired about tho iDcteaaiDa· closiq 

stock, the witness ·stated: . 
"Our spare parts,stock is worth Rs. 1.5 crores. We haYe m~ a 

detailed analysis.· ,Our maintcnanocpeople have gone into each of 
the spare part availab~n our store and tried to find out what can be 
made use of and also identified· what is surplus. . The . remainins ' 
RI. 1.6 crOIeS stores relate to-electrodes, etc. where We are exercisins 
the control so that they are kept within the Borm. We aredoins a 
·Iot of·exercise and dl&posiq of the surplus stock." 

NOlI JI DYing Stort3 
8.14 Audit has pointed Out that storesbalanoc of Rs. 423.04 lakhs as 

on 31-3-1984 included'stores and'spares valUed at Rs. 189.96 laths which 
had not moved for three years or more. Accordilig to CSL the, value of 
non-movins stores and spares stood atRs. 223.21 laths on 31-3-1985 Il1\d 
Rs:2G2.85 laths on 31-3-1986. The bulk of these (by value) are steel items 
ud pipe items. 

8.IS Audit has pointed outabsencc of systematic review ofeaeh 
Item of non-moving stores whose value amounted to Rs. 223.21 lakhs in 
March, 1985.! . 

8.16 On further enquiry about the matter, the MiniStry 'have stated 
t hat the value of non-moving items was reduced from Rs. 223. 21lakhs 
in 1984-85 tei RI. 202.85 laths in 1985-86 and it has been stated ,by the 

Company that the non-moving items have been reviewed and effected 
steps are beins taken to reduce ~ stock through cOllSllJIlption/ 
disposal. 

Steel Con.flImption fRIll Wa.rIQge 

8. 17 The Ministry of Surface Transport has stated that- the actual 
stee1 used for construction 0' ships 001 to 004 was as under: 
51. Sblp -No. Oty· QtY. Actual au- IOOlY. 
No.·· ordered issued 1IIe for IIild 

1 2 
1. ShIp 001 
2. SblpftI02 , 
S.,Shlpcm 
4.SbipOO4 

3 
14270 
14182 
13888 
13"' 

'from ahips 
tbiB order construct-

lion after 
lIOCOmllina 
lar diYersioa 
to other sbipsf 
ahip repair work/ 
dlwnioDrrom 

, otber IIIU 
materia'!: 

4 
13700 
t3400 
12878 
12767 

.5 
13447 
13550 
12384 
1295~. 

6 7 

6S1 «. 
461 
fi67 

8 
166 
140 
111 
aoo 
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8.18 The Cochin Shipyard informed Audit in February; 1985 that , m had Dot giveD. any norms about steel utihsation; however, the q]lao.tity 
of stetl''tbat coUld' be used according to SLI standards would be about 
10;500 MT'forhull and 1200 MT for out fit. Norms for wastage in each 
stage of production have not been fixed by the Management. In the absence 
of such norms the reasonableness of the wastage could not be asCertained. 

-&.19 The Committee note thai as' against the requirement of 11,700 
, tonnes of steel for the first ship the Company had ~sed 13,700 tonnes. When 

asked to account for this, the CMD, stated during evidence : 
"The total requirement is 11,700 tonnes. Actual steel issued 

is 13,700'to_. In ,this, there is a certain amount of reusable steel 
which ~ have used for certain purposes. The remaining portion 
has gone as scrap. Our collaborators in Scotland have a ratio of 
9 to 9 oS per cent of scrap. In the ,first ship, the serap generated, is 
about 12 per ceot,which is high. In the second ship, the percentage 
is 11 and we hope that over a period of time, we will try ~o bring it 
to 10 per CClJI.t. In the third ship, 'the percentage was 10.'1 and in 
the fourth it was 9.92 per" cent. We expect that in the fifth slfip it will 
be ~ound 9.9 per cent. So it is not as though we do not have any 
norms With repid to scrap." 

8.20 On enqUiry whether the Ministry had taken note ,of it and 
takeD. any corrective step in this regard, the Ministry of Surface Transport 
stated, in a note : 

"n has been ascertained that a detailed list· of surplus steel 
available for dispoSal has been circulated to other public sector 
undertakings with a view to its disposal and that part of the usable 
balance from all the ships will be utilised for construction of tankers, 
small crafts, ship a:pairs and other engineering works. 

The percentage of acrap was 12.4 % for first ship, 11.19 % for 
the second ship,10.70%·for the third ship-and 9.92% for 'the fourth 
ship. ne,extenl of wastage of steel ~epends upon' a number of 
factors-.6ize and shape of plates procured from the market, the degree 
of sophistication of making and cut\ing technology available in the 
yard and acquaintenancO of shop fioor workers due to repetitive 
,nature of tbe work." 

8.21 It had been reported that the Management of 'the Cochin 
Shipyard had constituted a Committee to look inio the 1l1leged irregularities 
and'losses in the surplus procureJllCIlt of steel pipes for the Panamax series 
of ships built in the shipyard and suspended two officials of CSL. The, 
DID aIaolldmittcd that a regular review of the inventory conducted in 
1984 had revoIiIed t:Iu&t :tbcro were somo sUrplus procurement of pipes. 
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8.22 The Commluec desired to know if the Ministry was aware 
of tile enquiry and was there any machinery in the Ministry to watch that 
such irregularities do not occur. In a note the Ministry have stated :-

"'The Ministry is aware of this enquiry. 

The background of the case as reported by C.S.L. is as follows : 
(a) Rcquirement of pipes for a ship are estimated takiDg also 

into account-
(i)' the extra quantities required for re-routing necessitated 

during construction--e.g., modifications to swt the 
individual items of machinery, actual lay-out' conditions 
and alignment, owners' specific requirements, etc. 

(ii) possible rework and wastage. 
(iii) because of the long lead time required for procnring 

the pipes, a provision has to be made to avoid stock-
out situations which would result in hold up of outfit 
work. 

ProcUremcntaction is taken. for the estimated quantity. 
(b) There was a change of main engine as between the first and 
. second ship from B & W engine to Sulzer engine and c~ .. 

sequent change in all the associatetl piping work. 
(c) Because of the long lead time required for procuremcntof 

pipes, indents were raised and procurement action iniSiated 
for pipes required for all the five ships by November, 1981. 

(d) Thc-possiblity oC some quantities of the pipes being rendered 
surplus came to notice oC the company during 1984 when 
the third ship .was nearing completion in the Quay and outfit 
work on the 4th ship had substantially progressed. 

(e) In January 1984, a Committee 'of officers was engaged by 
the company for verification of pipes and to airange for 
proper preserva~on and storage of the pipes. 

(f) The exact quantity of surplus pipes could be' ascertained 
only after the major quantum o~ outfit work on ships 004 
and 005 was completed. The exact quantity of surplus 
pipes was ascertained in April 1986. The value 0( surplus 
pipes so ascertained in 4/86 was about Rs.. SO lakhs. 

(g) Pcndins detailed investigation into the circumstances and 
reasons for the excess procurement of pipes, an officer, 
who was in charge of indenting pipes, was s~ by 
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the CMD. A Committee was also appointed b)t the CMD 
"to investigate uito various transactions concerning tho 
procurement of pipes for the panamax· series bulk carriers 
covering aU aspects from estimation, indenting, procurement, 
storaPl issue, documentation, etc., relating to the abovo 
surplus and· any other matter which" had adverse effect on 
the Company with regard to the subject under reference." 
The Committee was required to examine whether or not 
there have been lapses, acts .of ommission causing lOIS etc., 
at any level lind on the pail of any officer and the detailli 
thereot . 

The Committee .has completed its investigation into 
estimation and indenting and submitted its report to tho 
CMo. Investigation covering other aspects is in progress 
and report thereon is awaited. . 

(h) A detailed report on aU the aspects will be. submiited to 
the Board at its next meeting. . 

(i) Meanwhile, the official placed under suspension, has 
approached the Hon. High. Court of K.erala by way of a 
writ petition, which has been admitted by it. The petition 
has since been disposed off and the suspension of the. 
officer has been withdrawn. Disciplinary action is beipg 
initiated against. officers found responsible for procurement 
of pipes surplus to requirements." 

8.23 In this connection, the Ministry .of Surface Transport has 
further stated in a note dated 27-3-1987 as under: . 

''The Management had separately. informed that the Committee 
has submitted the first part of their report, coveriug estimation and 
indenting pipes for bulk carriers. The report, while highlighting 
the deficiencies in the system followed in' the Design Department 
also mentioned about excess procurement of items. Since this was 
first part of the Report, the Ministry is awaiting a comprehensive 
report Covering all aspects of the enquiry. Management has informed 
that the Committee is expected to submit the report in a fortnight." 

8.24 When asked about the role of the representatives of the 
.Ministry on the Board of Directors of the Shipyard. the Ministry has stated 
in a note: 

"ThC powers and responsibility for day to day' management 
of the Company is vested in the CMD. The function of the Board 
of D~orsis with reference to giving overall dUection, supervision 
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and control in the management of the COIBpIUly, and also to si.tnJ 
• directions on such aspects of day to day management which aro 

referred by the C&MD to the Board for dinlction where he feell the 
necessity for such directions 1)r on matten which otherwise 'como 
to the notice of the Board. 

A detailed report on the issue win be called for from the Company 
and the required follow up action thereon taken:" 

8.2S The Comuiittee note that in thewrit petition flied by Shri 
S. S. Sastry, Chief Manager (Contracts) in the Kerala High Court alainst 
his suspension, the Honourable High Court while quashing the order of 
hit suspension has made the following observations in so far at the 
over-indenting for pipes for Panamax series of bulk carriers far in excess 
'of the actual requirements for ship building puioposes is concerned. . 

"It is unfortunate that the large-scale irregularities in indenting 
purchase, storage and utilisation of materials worth over half a crore 
of rupees .. uld be notieed only about five years after the event by the 
Planning Department of the Company in April, 1986. It is more 
surprising that till the scandal broke by exposures. in newspapers in 
the first week of October, 1986, thelop-executives of the Company 
did not think it necessary to pursue the matter any further . 

• • • • 
On a perusal of the pleadings and the proceedings of the Com-

mittee of investigation, I am distur~ed to find that the business of 
a public-sector undertaking, in which huge amounts of public funds 
have been sunk, is being conducted in a totally and absolutely irres-
ponsible manner. . ' • • • 

A thorough investigation into the WO[kin.g Qf tho Company, 
sin~ its inoeptioD, se~mi to m: to be n=~C$wy, in these circums-
tances, to expose the'termites and rodents in our industrial bureau~' 
cracy, who eat into the vitals of our public sector undertakings. That 
there arc such species is more than evident from the plcaclings in this 
case. It is now for the Government of India to step in and institute 
a thorough investigation into the affairs {)f the Company," 

8.26 The Committee Dote that the .material JIIIIIIPIIHId'" .... 
tory coatrol systenu' Ia die Coclda Shipyard leaft III1ICb to lie desJreIL It 
luarprialn: to fiDd that eYeD tile bIIlc I 'I.!s· .... asperladlcal rm.-I 
ad pltyalcal ·ftrificatloD or stocb me· .... f ... to· lie lactiDI-'Aeeon1IDc 
to Aadlt, except SOIII8 test ~ c IIDducted .,. lIItemai AIIIIt, DO ..... 
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peadeat YUificatioD of stocks bas beeD doae tiD 1986 I11III the codI8catloD of 
the materials was started ooIy &om 1-4-1986, after the Audit bad polDted oat 
the IBCUIIB. '!be levels of IDveatories of dUrereDt kiDd beld by the shipyard 
at the end of each year were very bigh indicating that a lot of capital was 
locked op in iDventories. The norms of c:oosnmption of varioas items of 
iDventory have either Dot been laid down or are DOt being SCI1IpIIIoosIy eoforc:ec1. 
The dosiag stock of store items indodiDg boogbt-out Items represented 5.5 
years consumption as 00 31·3-1986. The Committee find it even more dis-
tressing to Dote that the DOll-moving stores of Rs. 423.04 lakbs on 31·3-1984 
iDdoded stores I11III spares valoed at Rs. 189.96 lakhs wblch had not moved 
for three years or more. The Committee therefore desire that a systematic 
exercise may be oodertaken to properly assess the shipyards reqoirements 
of inventory, identify the surplus stocks and stores, lay down realistic Dorms 
for cODSDDIptioD of dHrerent stores and take steps for the disposal of surplus 
material at the earliest. The Committee would like to be apprised of the 
cODcrete steps taken in tbis direction witbin six months. 

8.27 The weeknesses in the system of inventory management at Cochin 
Sbipyard have been bronght into focus by a recent judgements of the Kerala 
High Coort. While qnashiDg the order of suspension issued by the manageD1l'at 
of CSL against an officer of shipyard for over indenting of pipes far in excetlll 
of the actual requirements, the Conrt had made some very serions obserntioDS 
about the large scale irregolarilie!l io indenting, purchase, storage aDd utDis· 
ation of material worth over half a crore of rupees in the shipyard. The 
Committee hope that as recommended by the Court a thorough investigation 
"'onld be ordered by the Government immediately. if not already dooe so, 
with a view to streamlioe the procedures for acquiring and malntalaiog 
Inventories. 

7 LSS/87-10. 



CHAPTER IX 
FINANCIAL PERFORMANCE-WORKING RESULTS 

9. 1 The Authorised and paid up capital of the Cocbin Shipyard 
as on 31-3-1986 was as. 70 crores and Rs. 63.21 crores respectively. In 
addition the Company hAs also availed loan from Government of India 
amounting to as. 71.03 cfores. 

9.2 Ac:cordiag to the Annual Report for the year 1985-86 the 
Company which commenced production in 1975-76 incurred foHowing 
profit/(loss) since incePtion 

1975-76 
1976-77 
1977-78 
1978-79 
1979-110 
1980-11 
1981-12 
1982 83 
1983-84 
19114-85 
1985-86 

Production Per/ormt1nce 

(B.s. in laIths) 
(6.71) 

(14.02) 
(515.27) 
(275.09) 
(789.40) 

288.45 
1.71 

(968.27) 
• (1030.72) 
• (1324.79) 
· (863.67) 

9.3 The value of production for the last three years is worked out 
below: 

1983-84 1984-85 1985-86 
(B.s. in lakbs) 

IDcomc from Ship buildiq, Ship repain and Enaioecrin& 
works • • 2347.35· 479.96 3026.61 
A~decreatiOD 10 work in proaress . (-)58.53 (+)2853.78 (+)48.67 
Value or. production .' 2288.52· 3333. 7~· 3075.28 

9.4 The percentage of value of production to total net assets varied 
from 14 in 1983-84 to 19 in 1984-85 and 17 in 1985-86. 

The cumulative loss of CSL as on' 31·3·1986 was Rs. 54.98 crores 
after taking into ac:count subsidy of as. 23.52 crores on ship construction 
and reimbursement of interest charges of as. 38.49 crores. The cumulative 
lOllS of Rs. 54.98 crores works out to 86.98 % of the paid up capital of 
as. 63.21 crores as on 31-3-1986. Out ofthe total loss of R s. 54.98 crore&, 
loss on shipbuilding activity was as. 33.08 crores.· 

B'4 
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9. S J.s tllere was no shipwise comparison of estimated and actual 
costs. the causes for loss in particular sliop activities could not be pin poil!.tcd 

by Audit. Audit has also stated that even in ship repair works, CSL did 
not compile and compare jobwise cost and income. Hence losses incurred 
in ship repair jobs were not being ascertained. 

9.6 Aocording to the Ministry of Surface Transport the main reasons 
for the losses in CSL are : 

(i) The unremunerative prices fixed by Government for the ships 
under the pricing policy based on the International Parity Price. 

(ii) HeaVy interest burden due to high cost of CSL project. 
(iii) Low prodnctivity, and 
(iv) High cost of indigenous inpnts and longer delivery time. 

. 9.7- As regards the steps proposed to be taken by the Ministry to 
reduce the losses and overheads, the Ministry have stated in a note : 

"Since the existing pricing formula has been found to be un-
remunerative both by the Shipyards and th~ Shipping Companies 
this Ministry has already mooted a proposal for determining the 
Pricing Formula, based on normative cost of construction with 80~~ 
capacity utilisation and not linking the pricing formula with the 
International Parity 'Price. The Bureau of Industrial Costs " Prices 
(BICP) has already undertaken the study of cost of ships built in 
the indigenous shipyards. It is hoped that once their report is available 
a more reasonable pricing formula will be evolved. 

Since the interest burden on the Shipyard is very high a proposal 
for financial relief to the shipyard is also under consideration of the 
.Government. It is expected that the financial relief in terms of mor-
atorium on repayment pf loan and interest holiday from 1-4-82 to 
31-3-87 will be helpful to· the yard, particularly because they have 
in the past not been able to repay their dues of loan instalment and 
interest thereon. Both the proposals being interlinked, they are 
still under the consideration of Government. 

Stress is being laid by the Ministry that the S~ipyard should 
reduce tlie cycle time of construction of ships as this itself would 
help the yard in reducing their overheads on each vessel. 

In order to reduce the cycle time, the Shipyard has adopted 
changed methodology of construction of ships wiht emphasis on 
advance outfitting at the unit stage of construction. For thiS thay 
have also concluded a production consultancy agreement with IHI 
Japan. CSL have also impleQ\ented various recommendations of 
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the Datta Couunittce except that their propoSj11 for recti&a1on of 
imbe1aJic:ca in their facilities il yet to be approm! by Government, 
which is separately under consideration. 

Various suggestions of the Shipyards-bolli HSL and CSL-
about import of shipbuilding quality steel. liberalisation in the import 
of material and equipmen~ etc. Is separately under the consideration 
of Government. 4 

Stress is also being laid that shipyard should economise in all 
fields of its expenditure viz in payment of over time to the staff, COD-
sumables, travel, etc." . 

9.8 The Chairman " Managing Director of CSL informed the 
Committee during evidence that the company had requested the Ministry 
for restructuring of capital by conversion of loan into equity. CSL is stated 
to have given the fonowing suggestions to the' Ministry for restructuring 
of the capital base. 

"Keeping in view the heavy losses inc:urred by the ~rd so far 
and the uncertain outlook in the shipbuilding field, continuing of' 
the present debt equity ratio (1:1) will be detrimental to the interest 
orCSL. It is feIt that the Company's capital base shoilld be restructured 
by conversion of all the loans into equlity. In ease the entire loan 
cannot be converted into equity, at least 75% of the capital 
. ou~y should. be provided as equity and 25 % as loans. The 
advantage that would Bow from such restructuring would be that 
CSL will be relieved from the annual commitment of having to 
meet a heavy interest burden of around Rs. 4 crores and repayment 

commitment of Rs. 5 crores. From the experience gained so far 
it is clear that the resources of such a massive sac cannot be generated 
by CSL from the ship-building and ship-repair fields. At pr!'8CDl CSL is 
providing for the interest in the accounts and writing of( the same as 
a loss. However, it has not been possible for CSL to meet this com-
mitment on account of inadeqllate financial resources. 
llllerest Holiday and M,:Jra/IJr;uln Oil ro!paymen/ of loans 

CSL has accumulated losses to the tune of Rs. 54.98crores upto 
31-3-1986. Out of this a sum of Rs. 19.42 crores represents intereSt at 
penal rates net of subsidy provided in the accounts on loans given 
by Government of India. CSI was enjoying interest holiday upto 
31-3-1982 as per recommendations of the Finnance Committee 
appointed by the Government. As the prices of ships fixed by 
the Govt. continue to be far below the cost of construction, cash Ilow 
position of the Company continues to be poor. Under the cireumtances 
CSL has requested the Gevt. to extend interest holiday OD al1loans 
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glve.n 0' the Government upto 31·3'·1987. We have also been unable 
to dlscharac the repayment obligation on loans. As such we have 
requested the Government. to provide a moratorium on repayment of 
loans up to 31·3·1987, If these 2 reliefs are granted the accumulated 
losses will come down to the extent of Rs. 19.42· crores. 

Deemed Exprt Status 

The Govt. of India have been, from time to time declaring many 
industries as'''deemed export industrY". Such industries enjoy the fol-
lowing concessions: ' 

I. Cash compensatory support, 
, 2. Duty drawback, 

3. Exemption from Excise duty, 
4. Refund ,between Indian and International price of steel. 

ONGC and certain industries financed through world bank are enjoying 
tbe above concessions. One of tbe reasons for tbe higb cost of construc-
tion of ships in indigenous yards is the high cost of materials inputs 
procured from indigenous sources. CSL is required to buy substantial 
portion of the steel requirement from indigenous Steel Mills. The price 
of indigenous steel is almost double that of imported steel. As such 
around Rs. 4.5 crores additional expenditure is expected to be incurred 
on' account of indigenous procurement of steel. Similarly on a large 
number of items procured from within the country we are required to 
pay excise duty. In case manufacture of ocean-going vessels is given 
the deemed export status many of the cost differences arising due to 
procurement of items from indig~nous sources can be eliminated. 

Alternatively if this can.not be done CSL may be given right to 
import the steel and other items on a decanalised basis. 

Interest on Working Capital 

At present CSL's working capital requirements are being met 
through Cash' Credit arrangements· with Commercial Banks. The ratC 

of interest levied by banks on such overdrlifts is prohibitive i.e. 17.5 % 
, per annum. CSL spends around Rs. 2 crores per annum by way of, 

, interest on overdraft. In order 10 reduce the expenditure on account 
of the above; the following measures should be considered: 

(aJ IncreQle in the qUlUltum of stage payment to be made by Ship Owners 

According to the present policy the Owners are required to pay 
around 50,% of the price at the keel laying stage. However, almost all the 
materials required for the 5hi~ is to be positioned by this stage to. adopt 
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. . advance outfitting methods to reduce, cycle time of construction' of 

ships. Hence by this stage CSL should get around 7S % of the 
price. 

(b) Release of Govt. subsidyal 'he stage of commencement' of Sleel 
fabrication 

Government subsidy on ships is being released at present on 50% 
of steel of ships being erected. This should be changed and the subsidy 
released at commencement of fabrication of steel for the ship. 

(c) Working Capital loans from Govt. 

Govt. have recognised the fact that the shipping Indusires should 
get soft loans from SDFC at conQCSSional interest rate to finance the 
construction of ships. The ship building industries should also be given 
soft loans at the same interest rate to finance the construction of ships. 
Sales Tax 

At present the State Govts. are levying sales tax on ships constructed 
and delivered by indigenous shipyards. When ship o.wners buy ships 
from aborad they arc not paying any sales tax on ships. As such they 
have been disagreeing to pay any sales tax on ships. In case such a 
levy is to be admitted, this will further drain the meagre resources of the 
yard leading to further losses. We have therefore requested the Govern-
ment of India to take up the issue with the State, Governments and to 
get total exemption from payment of Sales Tax atIeast for a period of 
10 years. The State Government of Kerala was initially levying sales 
tax at a basic rate of 15% which has now been reduced to 5%. Even 
so the tax burden on the shipyard as long as the ship owners refuse to 
reimburse the levy can be substantial. Hence either CSL should be 
totally exempted from the levy or alternatively ,the pricing policy should 
be modified and in addition to the price to be fixed by the Government 
specific provision to reimbu\"se actual amount of sales tax by the owners 
should be included therein. If this is not possible a special subsidy to 
cover this expenditure should be provided. to the yard." 

9.9 When asked about the proposals submitted by the Company and the 
action taken by the Ministry so far in the matter, the Ministry stated in a 
note as under: ... 

"The Company had submitted certain proposals for capital res-
tructuring and other financial reliefs. Their proposals were: 

I. Conversion of the present debt: equity ratio of I: I into I :3. 
2. Interest holiday on all loans from 31-3-82 to 31-3-87. 
3. Moratorium on repayment of loans from 31-3-82 to 31-3-87. 
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4. Rescheduling of repayment terms of the remaining . loans afler 
restructuring the capital base. 

The proposal submitted by he Company has bee~ under considera-
tion of Government but because of its linkage with the other iss~s like 
pricing formula, further investment to be made to rectify the imbalances 
in the facilities, etc., a final decision in the matter is yet to be taken." 

9.10 When asked to clarify if the resturucturing of capital has been 
requested to offset the losses only or to restore the financial bealth of the 
.Company, the Ministry stated in a note: 

"Primarily, the proposal for. capital restructuring of the yard has 
been made by the Shipyard with a view to reducing its interest burden 
which will ultimately reduce the overheads to some extent. This will 
also help the shipyard in reducing their losses. As regards restoration· of 
of financial health of the Company what is more important is the 
reasonable pricing formula coupled with increased efficiency." 

9. II The workiog results of the Cochio Shipyard from 1975-76, wben it 
commenced production, to the eod of 1985-86 reveal t'lat the operations 
of the shipyard bave resulted only io losses except io two years i.e. 1980-
81 and 1981-82, wheo some profits were shown in the accouot. As on 31-3-1986, 
tbe cumulative loss of CSL works ont to Rs. 54.98 crores and out of the total loss 
of Rs. 54.98 Crores, the loss on ship-building activity alone was of the order Rs. 
33.08 crores. The value of production as a percentage of the capital employed 
io an iadostrial nndertakiog is aa index of .the capacity utilisation in financial 
terms. In the case of CSL the percentage of value of production to the total net 
assets varied from 14 in 1983-84 to 19 in 1984-85 and 17 in 1~. The 
primary reason for tbis sorry state of dain is undoubtedly v.ery low level of . 
capacity utilisatioo achieved so far in pbysical terms aDd the low produetivity 
of both man and macbiues. The Committee· feel that elrective planning and 
constractioa managemeot in CSL as weD as loag term planning for ship-buIIcIiaa 
iodastry at the national level are imperative for iDereasing· the capacity utilisa-
tion in the tbipyard. A comprehensive loog term plaofor optimal utilisation of 
the infrastructure already created needs to be drawn up aad implemented. For 
the proper implementation of aoy such plan it is necessary that the shipyard 
shoold economise in all fields of its expenditore aad take eoergetic steps for 
maximising its capacity utilisation. 

9. 12 According to the Ministry of Surface Transport tbe main reasons for 
the losSes io CSL are inter alia, unremunerative prices fixed by Govel1llllent for 
the ships, beavy interest barden due to higb cost of CSL project and higb cost' 
of iDdigenous inputs aDd longer delivery time. lnterestiDaJy a solution to an 
these problems can be found oaly by the Govermnent. TIle ColIIDIittee desire 

that since problems have DOW been clearly ideatified, no time should be lost ia 
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resolviaa them. It is seen that tbeproposals for conversion of the present debt 
equity ratio of CSL, interest bollday, moratorium on repaymeat or 1C181111 .... 
rescheduling of repayment terms of the remaIaiDg IOIIIIB bave heen UDder the 
consideration of the Government for quite sometime bat final declsious bave 
yet to be taken. Oue particular matter wbich the Committee would like to be 
highlighted is the fact that the proposals for recti6CatiOD or some imbalaDces in 
tbe facilities or the yard made by the Datta Committee in Mardi, 1984 still 
cODtiDue to be under the consideration of the Government witbout any decisions 
baving been taken so far. The Committee cannot but emphasize that various 
suggestions made -by the management of the CSL for streamlining the working 
of the shipyard should have been examiaed aad considered with a &eIIIIe of ur-
gency and in aay case declsiOBS thereon should not be tielayed any longer so 
tbat the sbipyard is put back on the rails without .further loss of time. 

NEW DaHl; 
April21. 1987 

-
Vaisakha I, 1909 (Saka) 

K. RAMAMURTHY, 
Chairman. 

Committee on Public UnderlakingJ 



·APPENDIX 
Stalen#nt of Conciusions/Recomme1UilJtiolU of the Committee on Publfe 

Undertakings Contained in the Report 

Sl. Reference to 
No. Para No. in 

the Report 

1.8 

" 1.9 

2 

7 LSS/87-11. 

Conclulions/R.ecollllDCDdations 

3 

The Cochin Shipyard Ltd. was incorporated OIl 
29th March, 1972 as a fully owned Central Government 
Company. Unlike other shipyards in the public sector. 
which were all acquired by Government at cortain point 
of time, Cochin shipyard as the only· project of its 
kind created as a result of fresh investment made by 
the Government. with Japanese collaboration. The 
project was commenced in 1972· with an estimated 
cost of RsAO crores and was to be completed within 
5 years. The project was delayed and finally completed 
in 1980-81 at total cost of RI. 130 crores. The ship-
building commenced in 197' and the first ship was 
completed and handed over in 1981. 

Even after more than a decade of its existence, it 
has not been possible for the Government to formulate 
the linancial and,cconomic objectives of the undertaking. 
A corporate plan drafted by the undertaking sometime 
in 1978 has yet to be reappraised and finalised even 
though the shipyard had been fully commissioned by 
1981-82. In these circumstances no wonder the ship-
yard had been drafting without any long term plans or 
objectives. The level of production in t.e shipyard has 
been far too loW. It has been struggling to make one 
ship a year apinst the projected capacity of two ships 
of 75,000 DWT per annum. The total annual value of 
its production has been stagnating around Rs. 30 
crores during the past 3 years whereas the <:afital 
investment was of the order of RI. 130 ecores. AS OIl 
31st March. 1986. the shipyard has aa:umulated aJOlif 
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of Rs. S4. 98 crofc:s according to its lateR annual 
report. The (uture is equally, UIlCCl1ain as uofortuDatdy 
there is no IODg term planning for ship-building industry 
at the national level. The Committee feel that "in the 
peculiar situation in which the Shipyard was placed 
right from the beginning, it was all the more necessary 
that the objectives and aims of the undertaking should 
have been clearly defined and approved by the Ministry 
for proper direction and growth of the Shipyard. 

It has been tstated that in the context of the shipping 
scenario existiq in the world, a reassessment of the 
role of the Shipyards in the country was being made at 
the level of Scc!"Ctaries Committee and the Cabinet. 
The Committee desire that this exercise should be 
completed without any further loss of time and the 
micro' objectives of the Cochin Shipyard may be set 
out in unambiguous and clear terms as envisaged in the 
guidelines issued by BPE in November, 1970 and agin 
in May. 1979. The Committee would like to be apprised 
of the action taken in this behalf at an early date. 

The Committee find that a draft Corporate Plan 
of the Shipyard submitted to Government in August. 
1978 has not yet been approved. The main reason 
given for the delay in reappraising of the Corporate 
Plan is that the ship-building capacity of the Shipyard 
has to be reassessed and refixed on a realistic basis, 
without_ which long term projections may not serve 
any useful purpose. 'Steps are reportedly heing taken 
to assess the position in detail to enable formulation 
of the Corporate Plan. The Committee cannot but 
emphasise that in the larger interest of the Shipyard, 
where uncertainties regarding orders IICCID to have 
totally disrupted the planning process, the finalisation of 
the Corporate Plan Ihould not be delayed any further. 
The Committee feel that specific approval of the Cor-
porate Plan of the Shipyard by the Oovemmeot was 
necessary having reprd to the need to ~ate it 
with the national Five Year Plans and to indicate tho 
direction that the Shipyard should take. 
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2 

2.45 

.' 

3 

The installed capacity of the Cochin Shipyard 
according to the Revised Project Report is two ships 
a year in temis of Panamax t»u1kcarriers of 75,000 
DWT. The 4ctuaI production in the Shipyard was much 
less than the RPR targets. The Shipyard constructed and 
delivered 'only one ship during the five years from 
1976-77 to 1981-82 against the RPR target of 3 ships of 
75,000 DWT by 1981-82. The average capacity utilisation 
of CLS vis-a-vis installed capacity for the 9 years period 
i.e. from 1976, when the production started and upto 
1984-85, was only about 30 percent. Not only was the 
capacity utilisation much below the targets, there were 
heavy delays in the construction of ships and the cycle 
time involved was much longer than originally envisaged. 
According to the Ministry 4etailed analysis of the reasons 
for the reduced capacity utilisation and larger construc-
tion cycle times in the yard had revealed that there was 
need to rectify some imbalances in the facilities available 
in the yard for which substantial investment in terms of 
infrastructure and equipment was required. However, a 
Working Group on the Ship-buQding and Ship-repair 
Industry for the 7th Plan held the view that while all 

:; ;necessary measures may "be taken by the yard to improve 
.,,' the over-all productivity of the yard, it. was necessary to 

have a smaller expert group to go into the various reasons 
of shortfall and, if necessary, reassess the installed capacity 
as well as production target of the yard in the light of the 
present day situation. The Committee desire that a small 
taSk force consisting of technical experts. may be set up 
without any further loss of time for making a reassessment 
of the capabilities ~d weaknesses of the Yllrd. 

5. 2.46/82.47 Since Ship-building:is predominantly an assembl-
ing industry wherein shipyards have to depend substantially 
on the bought-out items and raw materials from the open 
market, a great deal of advance planniog for design and 
production of each ship is called f~. The optimum utilisa-
tion of ship-building capacity, therefore. pre-supposes a 
reasonable amount of order book position covering at 
least 4 to 5 years total production capacity. In Cochin 
Shipyard, however, the uncertainties regarding orders 
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have diSrupted the working of the shipyard from time to 
time. Upto May, 1981, the shipyard had secured orders 
for construetion of 6 ships of 75000 OWT. The sixth 
ship was to be delivered in 1985 but because of the longer 
cycle time involved in the construction of ships, the yard 
could build five ships' and before the construction of the 
sixth ship could be taken up, the order for the ship 
placed by a private shipping company was cancelled. 
The Shipping Corporation' of India had also placed 
orders for three 67000' OWT bulk carriers in 1984 
through a letter of intent.' This order was also subsc-
qucntlycancclled in October. 1984. This left the shipyard 
without any work beyond the 5th ship which was expected 
to be complcited in February, 1987. It was only on 30 
March, 1986 that a new contract for the construction of 
three 86000 OWT oil tankers for Shipping Corporation 
of India was signed. This order for 3 tankers is likely to 
kccp the ship yard busy till 1988-89, when again the 
shipyard will he forced with a situation of no work unless 
~me further orders arc received. In such an atmosphere of 
uncertainty regarding orders. cancellation of orders already 
received and total dependence on imported inputs such as 
ship designs and raw materials. it is no doubt impossible 
for the shipyard to function normally in a planned manner. 

In this context the role played by the Ministry of Surface Transport 
assumes greater importance. The Committee find that even though the 
Government had an extremely liberal policy for financing the purchase of 
ships in the form of SOFC loans, there was no long term integrated plan for 
the acquisition and building 'of ships in' the country. The Committee have 
been informed that a provision of Rs. 673 crorcs has been made during the 
7th Plan period but this provision is barely sufficient to meet the committed 
requirement for ships already lUXluircd during the 6th Plan period. There 
is thus no financial allocation available for the purchase of any new ships 
during 7th Plan. In regard to long term integrated plan for acquisition of 
ships and their construction in the indigenous shipyards the Committee 
have been informed that apart from maintaining the ratio of tonnaae of 6S: 
35 between public and private sector. there was no other 10Dg term integrated 
Plan for acquisition of ships. The Committee find it difficult to appreciate 
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bow in the absence of any long term plan and without any fillaneial provi9ion 
baving been made for the shipping industry during the 7th Plan, the Ministry 
can render any assistance to the shipyards in the form of orders for cons-
struction of now ships. 

6. 2.48 

7. 2.49 

What is aU the more disquieting is the fact that there 
is no meaningful coordination between different wings 
of the Government in regard to planning for acquisition 
of ships or development of maritime facilities in tbe 
country. At preseat there are at least three Ministries who 
are involved in the devftopment of maritime facilities. 
These are the Ministries of Surface Transport, Defence 
and Asricu\ture. While much bas been said about the 
recessionary situation in the shipping world and its impact 
on the indigenous shipyards, there is no evidence of any 
coordinated efforts baving been made to secure orders 
for the Shipyards who were suffering from acute underu-
tilisation of capacities due to paucity of orders. The 
Committee are of the view that whatev~r be the conditi~s 
in the international market, the indigenous shipyards 
in which huge investments have been m·ade, should not 
be allowed to suffer because of lack of orders. They 
have to be kept busy and to that end it will be helpful 
to have a central authority to register the capacities an d 
categories the shipyards and then distribute the constru-
ction of vessels according to their respective· capacities 
keeping in view the orders already in hand. Such ail 
authority could be the first step towards a coordinated 
development of maritime facilities, including the anci-
llaries. In addition the proposed central authority 
should be entrusted with the task of processing steel 
requirements of yards and arranging for other necessary 
inputs. 

So far as Cochin shipyard is concerned; it has .:urr-
ently orders for the construction of j tankers of 86,000 
DWT for Shipping CorpOl'ation of India, This is likely 
to keep the shipyard busy tiIJ 1988-89. The Committee 
recommend tbat In order to ensure continuity of work 
beyond 1988-89, the possiblilities ofsccuring further orders 
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fTom Shipping Corporation of India for their further' 
requirements of ships during 8th Plan may be explored 
on a priority basis. 

Originally the Cochin Shipyard was intended t~ manu-
facture large sized ships. However, with the changed 
in the international scenario, nobody is willing go iu 
for large sized ships. Inevitably, therefore, the Shipyard 
kas to look around for alternatives. Its has been brought 
to the notice of the Committee that ONGC. have got 
nearly Rs. 3Sf crores worth of equipment to buy. These 
equipments cannot be manufactured by Indian shipyards 
without going in for foreign collaborations, which may 
ask for very high prices. Under the circumstances the 
best that can be done is that ONGC can retain their pre-
rogative to place orders on foreign collaborato'rs, who 
can be made to take Iadia Shipyards as partners through 
a stipulation in the collaboration agreement to that effect. 
This will ensure some work for the Indian shipyards in 
the form of su~ontracts and help the shipyards in avoi-
ding idleness. Similarly, the Ministry of Agriculture 
has plans for the acquisition of 500 trawlers' for fishing 
industry during the 7th Plan. These trawlers can very 
well be manufactured' in the indigenous shipyards who 
are suffering for dearth of orders. Another area in which 
the Cochin Shipyard can venture on competitive basis is 
the requirement of vessels by Navy and Coast Guards. 
The Committee desire that a systematic study may be 
undertaken. to find out the areas in which Cochin Shipyard 
can diversify. After theSe areas have been indentified, 
the Ministry of Surface Transport should coordinate 
witla the other concerned Ministries and secke firm 
orders for execution by the Cochin Shipyard. 

It is disconcerting to note that at present there is not 
specific proposal for diversification of activities of Cochin 
Shipyard and it is apprehended that an amount of Rs. 
2 CroTCS'Provided for diversification schemes during 
the 7th Plan may Dot be utilised. This is indicative of 
the absenc.! of any long term and perspective planning 
for the optimal utilisation of the facilities created at hugo 
cost. . 
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The Committee find that a Shipping Development 
Fund Committee was set up in 1959 for administering 
a loan scheme, under which shipping companies both 
·in public and private sector could get loans on very easy 
terms for purchase of ships. The SDFC extended credi t 
upto 95 % of the cost of acquiring a ship repayable in 
16 years at a low interest rate of 41/2 percent. Later on 
from 1971 the interest rate was raised to 6.75% for Indian 
built ships and 7.5 % in case of foreign ships. Although 
the terms of the SDFC loans stipulate that every second 
ship acquired by a recipient of SDFC assistance should 
be from Indian shipyard, this Pari Passu obligation has 
not been honoured scrupulously in the past by the ship 
owners. Nor has SDFC insisted on the ship owners for 
the fulfilment of their Pari Passu obligation. From the 
information made available to the Committee it is seen 
that against 42 ships of 13, 79.686 DWT acquired by the 
Shipping Corporation of India from foreign countries, 
it placed orders for only IO sl;lips of 4,77,fXXJ DWT on 
Indian Yards under Pari Passu obligations. Similary 
there is a large Pari Passu obligation outstanding against 
private sectors shipping companies. If only the Pari Passu 
obligation clause had been enforced on all shipowners, 
there would have been on dearth on orders for all the 
shipyards in the country, who have only a limited capa-
bility. Further the failure to enforce Pari Passu obligation 
has resulted in indirect subsidisation of the foreign ship-
yards at the costof the indigenous shipyards. The 
Committee cannot but express their displeasure at the 
failure of the authorities to safeguard their own interest. 
The Coinmittee recommend that fGovernment should 
review the entire situation and taken appropriate measures 
urgently under intimation to the Committee. 

The Committee find that in accordance with the oxist-
ing pricing formula announced by the Government in 
February, 1981, the prices of Indian built ships are deter. 
mined on the basis of a notional figure known as Int~r­
national Parity Price. As per the pricing formula the 
shipyards are paid a direct subsidy of 20% of the Inter-
national Parity Price by the Government and the ship-
owners ·also pay to the shipyards 16% over and above 
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the IPP towards partial coat of import substitution. Such 
a Pricing policy, even tho1J8h it gives a 30 per cent price 
advantage to the Indian built ships, has DO rational reaI-
tionship with the COlt of construction in a shipyard. It is 
seen that as a result of the existing priciDg policy Cochin 
Shipyard has incurred huge losses on ships 001 to 003 
which have actually been delivered; For these three 
ships the total loss i.e. the difference between the actual 
cost and the selling price including subsidy and escalation 
charges works out to a staggering amount of RI. 28.84 
crores. It is also relevant to note that according to the 
estimates prepared by the Cochin Shipyard, the cost of a 
tanker to be fabricated for the Shipping Corporation of 
India works out to about RI. 69 crores. However, the 
Shipping Corporation of India has projected an anticipated 
price of only Rs. 37 crores per'tanker on the basis of the 
existing IPP formula. Obviously; therefore, the pricing 
policy being adopted at present is in the opinion of the 
Committee unrealistic vis-a-vis the cost of construction 
and needs to be modified urgently. 

The Committee are not happy to note that even though 
the experience of the working of the pricing formula had 
clearly shown tbat the formula was causing bardship to 
botb the shipyards as wen as shipping companies, a review 
of the formula with a view to evolving measures for reduc-
ing the genuine hardships of the shipyards has .not Men 
completed with any sense of urgency. Even though the 
matter has been debated at different forums yet to decision 
has been arrived at so far. In fact instead of taking any 
decision a reference has reportedly been made to Bureau 
of Industrial C;:osts and Prices in May, 1985 for determining 
the normative cost of construction of ships. BICP has 
yet to complete its study and give its report and even after 
the report of BICP is received, the Ministries concerned 
will take their own time to come to some conclusion. 
The Committee cannot but express their displeasure at the 
unduly Ions time taken in revisiq the pricin8 formula, 
wbich was clearly unjust and unrealistic. The Committee 
desire that no further time should be lost in arrivins at a 
decision on the subject, under intimation to the Committee. 
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The Committee are in agreement with the view that in 
order to make the shipyards viable it is necessary that the 
pricing policy of shipyards should be _based on t_he actual 
cost of construction of the vessel plus a reasopable margin. 
Furthermore in the light" of prolonged -shipping recession 
and fhe falling prices of ships in foreign yards, when tfte 
shippillg companies are keen to place orders on foreign 
yards, it is absolutely essential that indigenuous shipyard 
are afforded enhanced subsidies and other suitable 
assistance to make them commercially viable. 

Another question related to the pricing policy is the 
delay in stage payments being received by the Cochin 
Shipyard: As on 31-3-1985 the stage payments due but 
outstanding amounted to -Rs. 2157.30 lakhs. The iotal -
amount due on this account -in -respect of ships 004 and 005 
as at the close of the year· 198"5-86 was Rs. 20.52 crores. 
The Committee desi1'e that unseemly disputes regarding 
the price fixed for the ships according to IPP formula 
and delays in stage payments by the private ship owners 
shQuid be dealt with firmly by Government. It needs to 

. be pointed out that even though the private ship owners 
have to make paymen'ts only out of the loans given by 
SDFC, they have a vested interest in delayirtg as much as -
possible the availing of loans because in the process tl)ey 
are abl;: to transfer a -good part of the interest burden on 
the shipyard. The Committee desire that this aspect 
should be carefully taken-nole and to dealt with appropriate-
ly. 

The Committee find that a contract was cDncluded in 
August, 1970 with Mis. Mitsubishi Heavy Industries 
(MHI) of Japan for technical assistance in' construction of 
the shipyard at Cochin. The question- of technical assis-
tance in the buildi~g of ships was to be a subject of sepa-
rate negotiations with MHI as that firm preferred to 
settle the terms of consultancy on a -stage to stage basis. 
Consequently in August, 1970 a memorandum was 
exchanged with MHI for technical cooperation in ship 
design, shipbuilding and ship repairs _ but not contract 
Could be finalised as the Japanese offer of Rs. 3.41 crores 
for the teChnical collaboration was not comparable with 
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the offer of Rs. 1.97 crores made by the U.K. firm MIs. 
Scott Lithgow Limited for .' similar works. Ultimately 
an· agreement was entered into with Mis. Scott Lithgow 
Limited under which the latter was to give technical assis-
tance in shipbuilding. This agreement was· originally 
for a period of five years i.e. upto 15 August, 1978. This 
ponsultancy agreement was later. on extented upto 30th 
June, 1981 and the total payment made to Mis: SLL 'was 
Rs. 2.04 crores as against Rs. 3.4~ crores asked for by 
MIs. MHI of Japan. 

Ostens'ibly the comparative economics of the two 
olTers seems to have weighed 'with the authorities while 
accepting the offer of MIs. SLL. However, in Committee:s 
view while considering the two offers some important 
aspects were obviously overlooked. It was well known 
.tilat tile shipbuilding technology of U.K. was diffetent 
from tile Japanese technology and since the shipyard had 
been built with Japanese technical collaboration, the 
infrastructure created was more suitable for the production 
technology and techniques of Japanese industry. It 
shou.1d have been anticipated that when the consultancy 
for !ihipbuilding was being obtained from U.K. rather 
.than from Japan, there was the likelihood of a mismatch 
between the facilities already. created and the new tech-
nology being obtained.' This is precisely what happened 
when the shipbuilding consultancy was assigned to the 
U.K. firm. The Committee are sorry to find that lack of 
interface between Japanese layout of the shipyard and the 
methods of production of MIs. SLL not only resulted in 
poor performance. and delay in construction of the ships 
bilt also involved lot of extra expenditure on substantial 
modificatiQns made in the production design to suit the. 
shipyard facilities. . . 

. The productivity level achieved with the help of U.K,. 
consultancy s~rvices was much below ~e target envisaged 
in the RPR and it was then alone realised that the rated 
output of 2 ships per annum could be achieved only 
when total potential of the facilities established in CSL 
was fully exploited by adopting latest advance outfitting 
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techniques and related production· design/engineering. 
practices. . With this end in view the Japanese firm of 
M/s. MHI was brought back again after· a great deal of 
persuasion soon after the collaboration agreement with 
the U.K. firm Mis. SLL ,came to an end in 1981. The 
expenditure, on the new consultancy agreement entered 
into with M/s. ~HI has been estimated at l\s. 1.42 lakbs. 
From the facts placed before them, the Committee get an 
impression thai the initial selection of the U.K. firm M/s; 
SLL as consultants for sAipbuilding in preference to the 
Japanese firm of M/s MHI; who had collaborated in the 
construction of the shipyard and then again bringing back 
the same Japanese firm for consultallCY were npt dictated 
by financial considerations alone. The Committee 
apprehend that there. must be something mon: than meets 
the eye~ The Committee, therefore, recommend that the 
matter needs to be probed more thoroughly by an ·inde-
pendent person or. body and the Committee apprised of 
the oqtcome thereof. 

One of the main activities of CSL is ship repairs. As 
per RPR ship repair dock jn CSL was expected to achieve 
a yearly volume of 10,00,000 GRT within 9 years from 
commencement of production. Since 1981 when the 
repair dock was commissioned,. the shipyard has reached 
a level of4,3O,525 GRT by the end ofI985-86. In financial 
terms the turnover in 1985-86 was of the order of RI. 7.41 
crores. However, since the project cost of the ship repair 
complex is very high the fixed overheads can be fully 

'absorbed only when CSL reaches a very high level of per-
formance. The Committee cannot bat emphasise. that 
all out efforts should be made to put the facilities already 
created to the maximum use and to achieve a level of per-
formance where the shipyard is not only able to break even 
but also to earn profits. It is no doubt J;lecessary that the 
deficiencies, if any, in the existing faciIiti.!s are 'removed 
by taking appropriate and adequate measures. 

It has been brought out by' Audit that .there was no 
arrangement for regular job-wise ~ysis of costs and 
incomes and h.nce it was difficult to pinpoint reasons 
for losses incurred by the shipyard in many of the repairs 
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jobs undertaken: The Committee· desiie that this lacuna 
should be removed forthwith. There is also need for having 
a costing system for apportioning the direct costs and 
overheads. 

The Coinmi\tce note that till: shipyard earned some 
foreign exchange by carrying out. repairs' of the foreign 
ships. The foreign exchange earnings had. gone up ~to 
Rs. 24.66 lakhs in 198~85 but came down to just Rs. 0.48 
lakh in t985~8fj. The decline in the foreign exchange has 
to be analysed to ascertain as to what were the reasons for 
very few foreign ships coming to the ~ipyard for repairs. 
Based on such a study the. facilities' i~ the repair dock 
sliould be augmented and the services rendered made 
more competitive with a view to .attract more of foreign 
shipS. 

The Committee feel that in the'context of the uncertain 
order book position of the shipyard in the matter of' ship 
construction. it is necessary to pay greater attention to the 
better utilisation of the- ship repair facilities in the yard. 
AdQliftedly there is large scope for ship repairing work 
in ,the country because at present most of the repairing 

. is being dOAl: outside the country. The total repairing 
work being done outside has been estimated to be Worth 
Rs. 70 crores and presently the Cochin. Shipyards repair 
work is only of the order of about Rs: 7 crores. With 
sustained efforts it should be possible to secure and under-
take sucCessfully more rep;lir jobs. The Committee are 
sure that now that the total ship repair work is being sys-
tematically managed by the DC (Shipping) it should not 
be difficult for the Cochin, Shipyar<t to get adequate orders 
for repair jobs. The only thing needed is that the yard 
should gear up its activities in the ship repair department. 
devise a .suitable strategy for improving its performance 
and deploy, more 'manpower by diverting excess staff from 

-ship production side with a view to enhance its capacity 
in ship repair work. 

The Committee find that neither Cochin Shipyard 
had .developed their own research and development orga-
nisation nor is there any Central designs centre wl}ere 
the design and technological capabilities he.ve been ade-
quately developed for ship-building. CSL is, therefore, 
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obliged to go in for foreign collaboration for obtailiinl 
ship designs whenever orders for a new ship or series of 
ships are received. This not only involves high cost in 
terms of financial outgo, but also hampers the indigenous 
R&D efforts. As a result there are no plans worth the 
name for achieving self-reliance in design and technological 
capabilities. The Committee have been informed that a 
study for having a de.sign centre at the national level was 
carried out and a project costing Rs. 6 crores was thought 
of during 6th plan. But due to constraint of resourCes 
this was shelved. The Ministry of Surface Transport 
has now a proposal to set up a National Ship Design and 

. Research Centre in Central sector for caterinl to the 
needs of the Indian shipyards. This scheme has yet to be 
approved by the Government. The Committee cannot 
but emphasise that the proposal, for the Design Centre 
should be vigorously pursued. finalised and implemented 
without any further delay. 

The Committee need hardly point out that research 
and design development relatod t,o ship design and cons-
truction has to be tackled at the national level and as a 
joint effort of all the Indian shipyards. llnless indigenous 
designs are developed to match the national requirements 
of advanced technology forship-buildinl based on lonl 
term plans it will not be feasible to construct ships by using 
indigenously manufactured components & materials. The 
Committee desire that the policy of haphazard and ad hoc 
imports of technology & designs and foreign collaboration 
by individual shipyards should be immediately done away 
with. To this end there is urgent need for drawing up 
and implementing a long term plan for strengthening the 
design and development capabilities. The Committee 
recommend that positive steps should be taken by the 
Government in this direction on priority basis and Com-
mittee informed of the action taken in this direction within 
next six months. 

The Revised Projects Report of the C!lChin Shipyard 
envisaled employment of 1996 persOns for attaining the 
target production of two ships a year and an annual ship 
repair capacity of upto lO,OO,OOOGRT. The requirement3 
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of man power were reassessed in 1971 in consultation with 
MfJo.,MHI at 2032 persons and again in 1974, considering 
larger size of vessels of 75,000 DWT proposed to be cons-
tructed as against ships of 66,000 DWT envisaged in the 
1lPR, the requirements of manpower were reassessed at 
2166 persons. The actual number of men-in-position ~ 
however, been higher than th.is level since 1980-81, even 
though the level of production was much less than that 
assumed at the time of assessing man power needs. In 
fact, the total nJlmber of men-in-position has gone up from. 
2286 in 1980-81 to 2540 at the end of the year 1985-86. 
In between two studies had been undertaken for assessing 
the man power needs and also for_ initiating a man power 
development programme. The first of the ~tudies was 
done by the Administrative Staff College of India, who were 
paid a remuneration of Rs. 70,000. The assignment to 
ASCI covered not only .an assessment of the man power 
needs but also included services for management'develop-
ment and' personnel management strategy. ASCI sub-
mitted part one of their report in July, 1980, which was 
placed before the Board in March, 1983. The other study 
wu done by a Committee of officers constituted in October 
1981 to look into the manpower problems; The report 
of this Committee was received inJunc, 1982. However, 
no worthwhile action seems to have been taken by the 
undertaking in pursuance of these reports and the process 
of ratiooalising the manpower planning is still continuing. 
The Committee feel that in the context of the very low level 

. of capacity utili~tion and large number of idle machine 
and man hours in the undertaking, there is urgent need for 
having a scientific assessment of the -manpower lequire-
ments in the shipyard. The Committee desire that such a 
study may be entrusted to a recognised management 
consultancy agency, who may be required to complete the 
work within a given time frame. The Committee would 
like to be apprised of the action taken in this behalf. 

The Committee find that CSL had about 350 machines 
valued at Rs. 36.41 crores as at the beginning of 1983·84. 
With a view to watch utilisation of machinery,log books are 
required to be maintained for each machine and reviewed 
periodically to find OUt whether there was avoidable idle 
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time. Out of the 350 machines in CSL,Iog books in respect 
of about 86 machines only are reportedly being maintained. 
How in the absence of the log books the utilisation of 
the machines is being watched in the shipyard is difficul 
to understand. One of ihe reasons given for non-main-
tenance of log books is that some of tile machines are very 
scarcely operated· and hence no log book was being main-
tained. . 

The Committee note that another conspicuous feature 
relating to machine utilisation was the large number of 
idle hours vis-a-via total available hours. The Committee 
find that the percentage of utilisation of the machines as 
compared to the total hours available ranged between 52 
and 57 per cent during the last 5 years. This would indicate 
that the percentage of idle hours during the same ·period 
ranged between 43 and 41 per cent. This position is not 
at all a ·happy one. The situatiori needs to .be reviewed 
systematically with a view to id~ntify such of the costly 
machines which are not being used at all or which are very 
~rcely used and which of them could be dispensesd with. 
The Committee desire that such an exercise should be under- . 

, t~ken i~medlately and the action taken in the matter should 
be intimated to them .. 

It has been pointed out by Audit that the causewise 
break-up of the idle time reveals that most of the idleness 
was due to "want of job", The Committee are clearly 
of the opinion that this underscores the need for improving 
the performance of the undertaking as also for finding 
adequate work load for men and· machinery deployed. 
It goes· without saying that only fuller utilisation of the 
installed capacity can lead to optimum utilisation of the 
factors of production and urgent steps should be taken in 
this direction. 

It is seen that the paym~nts Oil account of idle time 
wages increased from Rs. 12.60 lakhs in 1979-80 to 
Rs.26.36 lakhs in 1983-84. This figure has however been 
brought down to Rs.'14.34Iakhs in 198~85 and Rs. 15.59 
lakhs in 1985-86. Here apin the main reasons for idle 
tiD)e was "want ~f jobs". The Committee haue been 
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. informed that the percentage of toial idle hours to total 
aV\lilable hours, which was 20.60 in 1983-84 has been 
brought down to 8.96 in 1985-86. This is a healthy sign 
but at the same time it proves that idle time can not only 
be reduced further but also even totally eliminated. The 
Committee desire that as assured by the CMD of the Cochin 
Shipyard more eoncerted efforts should be put in to reduce 
the idle time to the barest minimum if not totally eliminate 
it in the shortest possible time. . 

The Committee are somewhat perplexed to find that even 
though the' actual production in the Cochin Shipyard in 
terms of ships built and repaired was much lower than 
envisaged in the RPR and the productivity of the factors 
of production sueh as labour and machines was far less than 
the optimal, the incidence of overtime wages has not only 
been. quite substantial but also has been rising from year to 
year. Not-withstanding satisfactory man power position 
vis-a-vis RPR projections, the percentage of overtime to 
salaries and wages has been very high. In the case of 
shipbuilding staff the percentage of overtime to salaries & 
wages was as high as 43,41 in the year 1981-82 and has 
ranged between ~6.56 and 34.78 per cent during the years 
1982·83 to 1985·86 except in 1983·84, when it was 14.73. 
Similarly, in the case of ship repair staff the percentage of 
overtime to salaries & wages was as high as 69.58 in 1985·86. 
The total payments on account of overtime. were of the 
order of Rs.95.34Iakhs in 1984-85 and Rs. 98.011akbs in 
1985·86. These payments constituted more than 13 per 
cent and 12 per cent respectively of the total cost during 
these years. The Committee are constrained tc say that 
in the coqtext of low order book position. excessive idle 
time and poor utilisation of machines and equipment. the 
payment of high sums towards overtime wages sounlls 
rather paradoxical. The inevitability of such payments 
do not appeal to the Committee. The Committee get a 
clear imprenion that an element of idle labour cost has 
become in·built in the direct labour cost and there is un· 
doubtedly a vested interest in work being done only during 
overtime. Such huge payments of overtime wages are 
1Iot at all justified' and smack of poor management capabili-
ties. To say the least there is need for looking into the 
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matter most immediately and taking urgent remedial steps. 
The overtime payments have to be brought down to a 
reasonable level within a fixed time-frame. The Committee 
would await a report within six months. 

rhe Committee note that the material management 
and inventory control systems in the Cocpin Shipyard 

. leave much to be desired. It is surprising to find that even 
the basic essentials such at periodical reviews and physical 
verification of stocks have been found to be lacking. Ac-
cording to Audit, except some test verification conducted 
by Internal Audit, no independent verification of stocks has 
been done till 1986 and the codification oCthe materials 
was started only from 1-4-1986, after the Audit had pointed 
out the lacuna. The levels of inventories of different kind 
held by the shipyard at the end of each year were very . high 
indicating that a lot of capital was locked up in inventories. 
The norms of consumption of various items of inventory 
have either not been laid down or are not being scrupulously 
enforced. The closing stock of store items including bought-
out item, represented 5.5 years consumption as on 31-3-1986 . 
The Committee find it even more distressing to note thato 

the non-moving stores orRs. 423.04lakhs on 31-3-1984 in-
cluded stores and spares valued at Ri. 189.96 lakhs which 
had not moved for three years or more. The Committee 
therefore desire that a systematic exercise may be under-
taken to properly assess the shipyard's requirements of 
inventory, identify the surplus stocks & stores, lay down 
realistic norms for consumption of different stores and take 
steps for the disposal of surplus material at the earliest. 
The Committee would like to be apprised of the concrete. 
steps taken in tbis direction within six months. . 

The weaknesses in the system of inventory management 
at Cochin Shipyard have been brought into focus by a 
recent judgement of the Kerala High Court. While quash-
ing the order of suspension issued by the management of 
CSL against an officer of shipyard for over indenting of pipes 
far in excess of the actual requirements, the Court had made 
some very serious observations about the large scale irre-
gularities in indentina. purchase. storage and utiii-
sation of material worth over half a crore of rupees in the 
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shipyard. The Committee hope that as recommended by 
the Court a thorough investigation would be ordered by the 
Government 'immediately, if not already done so, with a 
view to streamline the procedures for acquiring· & main-
taining inventories. 

The working results of the Cochin Shipyard from 
1975-76, when it commenced. production, to the end of 
1985-86 reveal that the operations of the shipyard have 
resulted only in losses except in two years i.e'. 1980-81 and 
1981-82 when some profits were shown in the account. 
AI on 31-3-1986, the cumulative loss of CSL works out 
to Rs. 54.98- crores and out of the total loss of Rs. 54.98 
crores, the . loss in shipbuilding activity alone was of the 
order of Rs. 33.08 crores. The value of production as a 
percentage of the capital employed in.an industrial under-
taking is an index of the capacity utilisation in financial 
terms. Iii the case of CSL the percentage of value of 
production to the total net assets varied from 14 in 1983-84 
to 19 in 1984-85 and 17 in 1985-86. The primary reason 
for this sorry state of affairs is undoubtedly very low level 
of capaeity utilisation achieved so far in physical terms and 
the low productivity of both man and machines. The 
Committee feel that effective planning and construction 
management in CSL as well as long term planning for 
shipbuilding industry at the national level are imperative 
for increasing the capacity utilisation in the shipyard. A 
comprehensive long term plan for optimal utilisation'ofthe 
illfrastructure already created needs to be drawn up and 
implemented: For the proper implementation of any such 
plan it is necessary tbat tbe shipyard should economise in 
ail fields of its expenditure and take energetic steps for 
maximising its capacity utilisation. 

According to tbe Millistry of Surface Transport the 
main reas04Sfor the losses in CSL are inter alia, unremune-
rative prices fixed by Government for the ships, heavy 
interest burden due to high cost of CSL project and high-
cost of iDdiamous inputs ana longer delivery time. Interest-
inpy a solution to all these problems can be found only 
by tbe GoVernment. The Committee desire that since 
prOblems have now beeD clearly identified, no time IiheuJd 
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be lost in resolving them. It is seen that the proposals for 
conversion of tho present. debt equity ratio of CSL, interest 
holiday, moratorium on repayment ofloaDs and resheduling 
of repayment terms of tbe relllaining loans bav~ been \lJlder 
the consideration of the Government for quite sometime 
but final decisions have yet to be taken. One particular 
matter which tbe Committee would like to be highlighted 
is the fact tbat the proposals for rectification of some im-
balances in the facilities of the yard made by the Datta 
Committee in March, 1984 still continue to be under the 
consideration of the Government without any decisions 
having been taken so far. The Committee cannot but 
emphasize that various suggestions made by the manage-
ment of the CSL for streamlining the working of the sbipyard 
should have been examined and conSidered with a sense of 
urgency and in any case decisions thereon should not be 
delayed any longer so that the shipyard is put beck on tho 
rails without further loss of time. 
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