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INTRODUCTION

I, the Chairman, Committee on Public Undertakings baving been
authorised by the Committee to present the Report onm their bebalf,
present this 47th Report (Tenth Lok Sabha) on Burn Standard Company
Limited.

2. The Committee's examination of the subject was based on the Report
of the Comptroller & Auditor General of India (No. S of 1993).

3. The subject was examined by the Committee on Public Undertakings
(1994-95). The Committee (1994-95) took oral evidence of the represen-
tatives of Burn Standard Company Limited on 6th and 25th October, 1994.
The Committee also took evidence of representatives of (i) Ministry of
Industry (Dcpartment of Heavy Industry), (ii) Ministry of Railways
(Railway Board), and (iii) ONGC on 11th January, 1995. The Committee
on Public Undertakings (1995-96) examined the subject and took further
evidence of the representatives of BSCL alongwith the representatives of
the Holding Company, Bharat Bhari Udyog Nigam Limited (BBUNL) on
22nd August, 1995.

4, The Committee on Public Undertakings (1995-96) considered anu
adopted the Report at their sitting held on 12th December, 1995.

5. The Committee feel obliged to the Members of the Committee on
Public Undertakings (1994-95) for the useful work done by them in taking
evidence and sifting information. They would also like to place on record
their sense of deep appreciation for the invaluable assistance rendered to
them by the officials of the Lok Sabha Secretariat attached to the
Committee.

6. The Committee wish to cxpress their thanks to the Ministry of
Industry (Department of Heavy Industry), Ministry of Railways (Railway
Board), ONGC, BBUNL and Burn Standard Company Limited for placing
before them the material and information they wanted in connection with
the examination of the Company. They also wish to thank in particular the
representatives of the Ministry of Industry (Department of Heavy Indus-
try), Ministry of Railways (Railway Board), ONGC, BBUNL ana Bum
Standard Company Limited who gave evidence and placed their considered
views before the Committee.

7. The Committee would also like to place on record their appreciation
for the valuable assistance rendered to them by the Comptroller & Auditor
General of India.

New Devsr; KAMAL CHAUDHARY,
. Chairman,
December, 1995 Commintee on Public Undertakings.

Agrahayana, 1917 (Saka)



PART-A

CHAPTER 1
BACKGROUND ANALYSIS

A. Historical Background

1.1 Burn Standard Company Limited (BSCL) was incorporated as a
public sector undertaking on 1.12.1976 after the acquisition of erstwhile
Burn & Company and India Standard Wagon Company. It became a
wholly owned subsidiary of Bharat Bhari Udyog Nigam Limited (BBUNL)
with effect from 11.06.1987. The paid up capital of the company is
Rs. 42.40 crores as on 31.3.1994. The Company has two Enginecring Units
in Howrah Works & Burnpur and five Refractory Units like Raniganj
Works, Gulffarbari Works, Jabalpur Works, Niwar Works and Salem
Works. The Company has set-up facilities at Jellingham in West Bengal for
Fabrication of off-shore platforms.

1.2 When the Committee desired to know the rationale behind the
merger, it was stated by the Managing Director, BSCL during evidence
that during those days, the situation in those companies was very bad.
There was dearth of orders. Actuaily, one company was for wagon
manufacture and the other for the réfractory manufacture. Both of these
were associated with Indian Iron and Steel Company (IISCO). The IISCO
became sick. So, the Government, in December, 1973 decided-to takeover
the Management of these companies and after three years on
1st December, 1976, a new company merging the two companics was
formed and this was named as the Burn Standard Comapny Limited.

1.3 In this regard, the company further stated as under:—

“The objective of this take-over was basically to bring this company to
sound financial position and to protect the employment of the
company.”

1.4 BBUNL has following subsidiaries viz (i) Burn Standard Co. Ltd
and its sybsidiary companies, Bharat Brakes and Valves Ltd. and RBL
Ltd., (ii) Jessop & Co. Ltd., (iii) Braithwait & Co. Ltd., (iv) Bharat
Wagon & Engineering Co. Ltd., (v) Bharat Process & Mechanical
Engincers Ltd., and its subsidiary Company, Weighbird (I) Ltd., (vi)
Lagan Jute Machinery Co. Ltd. and (vii) Braithwaits Burn & Jessop
Construction Co. Ltd.

Six of the subsidiaries of BBUNL out of the total 10 including Burn
Standard Company were stated to have been referred to BIFR. These
subsidiary companies of BBUNL, as has been mentioned in the MOU, are
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having common problems like surplus manpower with high incidence of
cmployment cost, outdated plant and machinery, obsolete technology,
highly competitive markets for their products, low profit profile and
negative net-worth.

B. Role & Objectives

1.5 Some of the major objectives of the Company as incorporated in the
Corporate plan formulated in April, 1984 are: (i) Maximisation of pre-
interest profit to 10 per cent of turnover (ii) Growth of production by 20%
(in valuc) annually (revised to 10 to 12 per cent in April, 1986), (iii)
Repayment of Government loans and achicving debt-equity ratio of 3:1
(iv) Development of Captive Ancillary Units, and (v) Turn-key projects to
the extent of 25 per cent of annual production. But Audit have pointed out
that these objectives are yet to be achieved except for debt-equity ratio.

1.6 When enquired as to what extent the objectives were achieved, the
company stated during evidence:—

“Let us look to the background in which these objectives came. The
companies were taken as sick companies. The immediate attention of
the Management was to revive them. The first objective was to
consolidate and bring back to the health so that they can sustain on
their own without putting any additional burden on the exchequer.
You will find that by and large we have succeeded in that. Since 1983
we stopped taking non-plan support from the Government. The
company then chalked out a plan of action. One plan of action was
the closure of sick units. We tried this, however, because of the
legislative and other pressures this could not be materialised. Then the
second plan of action was addition of certain new product lines and
modernization.”

1.7 Asked about the difficulties experienced by the Company in achiev-
ing these objectives, the Company stated in written reply the following:—

-“The Corporate Plan of 1984 was based on the growth profile of
various sectors i.c. transportation, steel, energy and industry as
visualised in the 7th Plan document. In 1985-86 i.c. the first year of
the 7th Five Year Plan period itself was a bad year as Railway Board
decided to curtail orders. Consequently, Company’s Plan objective
"towards the growth in production and increase in product generation
could ndt be sustained as visualised in the said Corporate Plan and the
Corporate Plan was revised in April’ 86 for the period 1986-87 to
1990-91 with a reduced growth objective of 10-12% annually as against
20% annually. In order to achieve the objectives set up in the
Corporate Plan, the Company tried to expand its business activities in
the areas like Offshore fabrication, Turnkey projects handling and
manufacture supply of Steel Plant Equipment.” ‘



1.8 Asked aBout the Ministry’s assessment in regard to the performance
of BSCL in fulfilling the objectives, the Deptt. of Heavy Industry stated in
a written reply the following:—

“The Management of Burn Company and Indian Standard Wagon
Company were taken over by the Government in 1973 in public
interest with a view to ensure rational and coordinated development
and production of Rolling Stock and other products of Iron and Steel
Industry. Over the years, BSCL continued with its production of
rolling stock and other products vital to the needs of the Indian
Economy by maintaining / utilisation of existing facilitics to the extent
possible. Value of production has gone up from the level of Rs. 29.77
crores in 1977-78 to Rs. 295.96 crore during 1993-94. From 1977-78 to
1993-94, BSCL manufactured and supplied 74262.7S FWUs. In
addition, BSCL has also supplied wagon components as per require-
ments of the Railway Board.”

1.9 In this connection when the Committee enquired whether the
Government have any specific plan for revival of BSCL, the Department
of Heavy Industry stated as under:—

“BSCL is presently beforc BIFR. BIFR will examine the viability of
BSCL. As far as the Government is concerned, Group of Ministers
has been constituted to examine the viability of Companies referred
to BIFR.”

1.10 However, when the Committee enquired as to what extent the
company had achieved its objectives of developing captive ancillary units
and obtaining turn-key projects, the company stated in a written reply the
following:—

“The objective of development of ancillary units was achicved to the
satisfactory level considering the points that the two of our engineer-
ing units at Howrah and Burnpur buy their products mostly from the
small scale industries located nearby. An Ancillary Development Cell
in the units help thesc small units to produce goods of desired
quality. Support in the development of technology was also provided.
However, their fatc has been fluctuating along with the business
opportunities of thesc two engineering units. The Company's other
areas like R&C and Offshore which together constituted abowt
50 percent of turnover, did not have sufficient opportunitics for the
growth of ancillary units because of the nature of their business.”

1.11 In this connection, thc Ministry of Industry stated subsequently in a
written reply as under:—

“BSCL diversificd into the arca of turnkey projects in 1983-84 when
there was lean order book position of Railway wagons. Subsequently
from 1986-87 onward the wagon orders started improving upto
1992-93. The increasc of the volume of turnkey projects was to take
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care of idle capacity created due to reduction in work load in plants.
Therefore, with the rise of wagon orders there was decrease in the
turnkey project.”

C. Corporate Plan

1.12 After the formation of the Holding Company, Bharat Bhari Udyog
Nigam Ltd., the formulation of the corporate plan activities fell in their
purview. The process of preparing the corporate plan was started shortly
after formation of BBUNL and the investment plan was finalised in
August, 1990. During evidence, the Chairman, BBUNL informed the
Committec as follows:—

“The Corporate plan which was prepared by the BBUNL on behalf
of the entire group was submitted to the Government and was
rejected..... It envisaged about Rs. 187.5 crore of plan investment..... -
It was rejected on the ground that by that time the Atkins study had
been commissioned and that they would look into that.”

. The Committee were informed by BBUNL in a post evidence reply that
this plan envisaged an investment of Rs. 111.00 crore for Burn Standard
Co. Ltd.

1.13 Subsequently, BBUNL, as a long term strategy, decided to go in
for financial as well as organisational restructuring of the Group on the
basis of study undertaken by M/s. W.S. Atkins in association with
National Industrial Development Corporation (NIDC) in 1990. This study
was made at the instance of Government of India. After a study, which
spread over two years, W.S. Atkins submitted its report in 1992 to the
Holding Company and the Government, which was still under considera-
tion. The report envisgaged total investment of Rs. 357 crores to
modernise the plants, boost up working capital, rationalise manpower and
to implement industrial conversion. for reported unviable units. A total of
Rs. 6.73 crores was stated to have been paid to M/s Atkins and NIDC
including an amount of Rs. 4.17 crores in foreingh currency and a tax of
Rs. 1.37 crores.

1.14 When the Committec enquired about the main recommendations of
the consultant and the role envisaged for BSCL, the Ministry of Industry
stated in a written reply that the main recommendations were:—

—

@)Jcéhe Consultants inter-alia reccommended that present holding company
be converted into a Unitary company merging all the existing subsidiary
companies including BSCL and convert them into five divisions.

(i) Railway Engincering
(ii) Industrial Equipment
(iii) Projects

(iv) Off-shore

(v) Refractories
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(b) Separation ot all unviable units of BBUNL including afl loss making
R&C Units of BSCL.

(c)RatrmturedBBUNLwillhm:CMDnd&mhnaioml
Directors viz. Finance, Human Resource and Corporate Phnhg besides
three Government Directors. In addition to this, there should be five
Managing Directors for each of the five divisions of the proposed Unitary
Company. In the proposed Unitary Company, Howrah Works of BSCL
will form Railway Engineering Division.

(d) Financial Restructuring of BBUNL.

(¢) Investment of Rs. 357 crores out of which Rs. 160 crores would be
for balancing, modemisation and refurbishment of plant and equipments.

1.15 When enquired about the reasons for not taking any decision in
this regard, the Ministry of Industry, in a written reply, stated as below:—

“The recommendations of Consultants were examined and with the
approval of Prime Minister it has been decided not to implement the
recommendations of Consultants due to:

(a) Six subsidiaFies have been referred to BIFR and one more is
likely to be referred to BIFR. The future of BIFR referred
Companies ‘will depend on BIFR final recommeadations.
Further, Government has also constituted a Group of Ministers
to review individual sick Companies.

(b) 60% prodiiction 'of BBUNL group depends on Railway Wagon
orders. Out of 26000 employees of BBUNL growp, 19,000
employees are engaged in wagon manufacture. BBUNL Group
has an installed capacity of manufacturing 18,940 FWUs per
annum. Unfortunately, tread in production and profitability got
a scrious jolt when Railways started drastically reducing the
wagon off-take from the middle of 1993-94. From 12380 FWUs
in 1992-93, the wagon off-take was reduced to 9250 FWUs in
1993-94. The problems got further compounded in 1994-95 due
to further reduction of wagon off-take by Railways. Against the
budgetary sanction for procurement of 18,000 FWUs, the
Railways have slashed down the wagon orders to omly 7600
FWUs. Out of this, BBUNL's sharc come to only 4560 FWUs.

(c) The basic foundations of restructuring do not remain valid at
this stage. A single Unitary Company will extinguish the age-old
historical Companies. Historically all these famous companics
had gencrated their own loyalties from the empioyees, organiza-
tional fidelities and had different terms of employmeat and
incentives. A Unitary Company would not create homogeacity

or uniformity in these matters.”



D. Role of the Holding Company

1.16 Bharat Bhari Udyog Nigam Limited (BBUNL) was incorporated in
September, 1986 as a holding company. The primary mission of BBUNL is
stated to be to make the group a cohesive and economically viable one
within VIII Plan period and also to establish the group as a supplier of
quality equipment, systems and services for the domestic and export
markets in the ficlds of Railway Engineering Products, material handling,
underground mining, paper machinery, jute machinery, road construction
equipment, refractories for steel plants, offshore platform for oil produc-
tion, steel bridge construction and other oil production activities in the
arca of heavy engineering.

1.17 When asked whether the Holding Company have achieved its
objectives, the Chairman, BBUNL stated during evidence that the objec-
tive has not been achieved yet.

1.18 In this connection, when committee enquired in what way BSCL
has benefited from being a part of BBUNL the Chairman, BBUNL replied
during evidence as follows:

“Today, wagon manufacturing companies in the private sector
represents 50 percent of the building capability in the country and
the public sector, consisting of these four wagon manufacturing
companics represent another fifty percent, may be 52-53 percent.
If a holding company had not been formed, then these public
sector companiecs independently would have been manufacturing
wagons of different varieties. After M/s. BBUNL came into
existence, rationalisation of wagon building in different companies
has taken place. That has been one of the major reasons for the
increase in productivity. Wagons are of different types. Now,
before the hélding company came into existence, cach company
M/s. Burn Standard, M/s. Braithwaite, M/s. Bharat Wagons —
was manufacturing all sorts of wagons. Today the holding company
has introduced specialisation by way of rationally assigning diffe-
rent types of wagon manufacture to each company.”

1.19 Asked whether the holding company has issued any corporate
guidelines to BSCL, the Chairman, BBUNL stated the following during
evidence:—

“We had issued instructions from time to time on differeat works
and projects. But a set of corporate guidelines as such have not
been issued.”

1.20 When enquired about the arcas in which ths Holding company
gives directions to BSCL, the Chairman, BBUNL stased duting evitence
as below:—

e We generally give directions on major works and order
position. Sometimes we give directiom about the industrial and
wage
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scttlcment matters also. But major thrust is on the areas which
pertains to the orders and their execution............... we have given
guidancc for ccntralised marketing for important products like
structurcs, stecl plant cquipments etc., for fixing selling price for
improving markct share for development of human resources.”

In this connecction when the committee desired to Know what

measurcs have been taken by the Chairman, BBUNL to improve upon the
situation in BSCL. thc Chairman, BBUNL placed before the Committee

during cvidence as under:—

“We have taken a number aof mcasures. First we have initiated
divcrsification plans. Messers Braithwaite and BSCL have a
diversification plan which has progressed very concretely. We have
been very successful in getting orders. Secondly, we are initiating
export activitics also. BSCL and Braithwaite have gone abroad to
find cxport opportunitics. In fact, that is our desperate remedy.
We have got the orders also. Thirdly, in the non-wagon sector the
achicvement has becen of very appreciable nature. Fourthly, in the
intcrnal management, in the reduction of redundant labour also we
have achicved a great deal. Other diversification plans which may
not nced very large investment are still under consideration. I
think of the whole the guidclines given to the Burn Standard have
been on the right lines not they will take time to show tangible
results.”.

1.22 Asked as to how thc Holding company rates the performance of

BSCL,

the Chairman BBUNL stated in evidence as follows:—

M my personal view would be that BSCL was doing well upto
1993-94.. ... But aftcr 1993-94, because of external factors our
performance has falicn down. But, BSCL is itself not responsible
for that ..... It is bccause of the business sccnario on which we
have no control.”

1.23 When thc Committec decsired to know the financial results of
BBUNL and BSCL sincc formation of the holding company, the following
information was furnished in a post-evidence reply by BBUNL.

(Rs. crores)
Year Net Profit/Loss Net Profit/Loss

BBUNL BSCL
1986-87 18.44 0.34
1987-88 29.74 11.92
1988-89 21.99 4.30
1989-90 21.39 5.98
1990-91 21.30 3.4
1991-92 20.33 9.02




Year Net Profit/Loss Net ProfitLoss
BBUNL BSCL
1992-93 23.14 3.20
1993-94 353.62 101.07
1994-95 233.60

115.93




CHAPTER II

MODERNISATION
A. Repewals and Replacement

2.1 For essential rcpairs provision of critical machines for removing
bottlenecks and reconditioning equipment, the government released
Rs. 362.30 lakhs to the company during 1976-77 and 1977-78. Down time
of machines was expected to go down considerably. However, the planned
increase of production by 1000 tonnes at Howrah Foundry did not
materialise, nor did the rejections of steel castings come down. The
performance of spring plant also deteriorated despite the investments.

2.2 When enquired as to what extent the Company has achieved its
modernisation goal in Engineering units, BSCL stated in a written reply
the following:

“During 1976-77, the Company (BSCL) was just incorporated by
merging Burn & Co. Limited and the Indian Standard Wagon Co.
Ltd. Its sanctioned expenditure’ of Rs. 362.30 lakhs was made
towards Emecrgency Plant Rehabilitation Programme (EPRP).
These investments were ecssentially required to maintain the
continuity of production by way of essential repairs, removal of
bottlenecks and provision of critical components and materials. It
may be noted that without these minimum investments at that
time, it could have not been possible to keep commercial produc-
tion going. The Company has started functioning since then and to
that extent the objective was achieved. However, it would not be
proper to call it modernisation.”

2.3 The Committee were informed by the Department of Heavy
Industries in a note that in 1984, Burn Standard Company Limited (BSCL)
prepared a corporate plan envisaging an investment of Rs. 30 croré for
renewals, replacement and modernisation. The corporatc plan was subse-
quently revised by the Company indicating total investment of Rs.-62.63
crores. The corporate plan was not submitted to the Government for
approval. The funds indicated in the corporate plan were not meant for
Government sanction. The Government sanctioned projects from time to
time based on the proposals received from the Company within the
resources available in the plan allocation.
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2.4 When asked about the reasons for upward revision, the Director
(Finance) of BSCL stated during evidence the following:—

“Originally, Rs. 30 crore was estimated. As and when indications for
money is made available. there will be change in the corporate plan
also. Ours is a multi-unit company having 9 units. The fund required
over a period of § ycars is Rs. 30 crores, which was a very meagre
amount.”

The Committee were also informed that the revised proposal was not
approved by the Government.

2.5 Subsequently, the Committee were informed by BSCL in a written
reply that the upward revision of outlay on Modernisation was due to the
inclusion of additional itcms/schemes.

2.6 The Renewals and Replacement Scheme (1984-85) included Machine
Shop Rebuilding Project at Howrah Works. This scheme provided for
installation of one Horizontal Boring-cum-Milling machine alongwith other
facilities for manufacturc of on-shore oil rig, high valued sophisticated and
high technology jobs. The machinc was commissioned on 10th May, 1986
and the total expenditurc incurred on the project- was Rs. 201.42 lakhs.
But no high valued sophisticatcd and high technology orders (viz. on-shore
oil rig structures) as contemplated in the project report had been secured
till March 1992. The Managcment informed Audit in September 1990 that
the machine was used for other works i.e. for Stéel Plant equipments of
rolling type sincc the beginning of 1988-89.

2.7 Enquired whether the Machine is still being used for other works or
is being used for purposes for which it was installed, the Company stated
in a written reply as under:

“The Horizontal Boring-cum-Milling Machine is now fully utiliscd
for Machining of hecavy parts for Steel plant cquipment, Slag Dump
cars, slag pot cars ctc.”

2.8 The Renewals and Replacement Scheme for 1985-86 also included
one Plate Bendirlg Machinc which was intended for execution of orders for
steel plant, mining equipment etc. Although the machine was commis-
sioned in February 1987, it could not take full load. Defects noticed were
rectificd at a cost of Rs. 0.74 lakh and the machine was recommissioned in
August, 1988. It is, however. lying idle since then. Total expenditure on
the machine including civil works amounted to Rs. 75.63 lakhs. The
Company had been incurring heavy interest charges on the amount of
Rs. 50,00 lakhs taken under IDBI Bill Rediscounting Scheme for procure-
ment of the machine. The Management stated (September, 1990) that
efforts arc on to procurc orders and utilisc the machine and expected that

Howrah Works will be in a position to procure such orders in the near
futyre.
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2.9 When asked about thc present position of the plate bending
machine, the Managing Dircctor, BSCL stated during evidence:—

“It remain as it is bccause this was meant for plates of 230 mm.
size. Subsequently, order did not come for work of heavy type.
Machine is still lying idle.”

2.10 In this connection, when enquired whether the Company has
explored any possibilitics for the use of the machine, the witness stated as
under :—

“It was thought that there would be orders where heavy plate
fabrication would be involved and this plate-bending machine would
be uscd for rolling of the heavy plates. Subsequently, this could not
be used. This typc of plates were not required. Now, we are having
high tensilc platcs which arc higher in weight.”
B. Refractory Units at Gulfarbari, Niwar and Salem
(i) Gulfarbari and Niwar
2.11 A proposal for modernisation and expansion of refractory units at
Gulfarbari and Niwar was sanctioned by Governmeat in October, 1976 and
cost was revised to Rs. 127.45 lakhs in September, 1978. Expenditure
amounting to Rs. 129.10 lakhs (Rs. 70.87 lakhs for Guifarbari and
Rs. 58.23 lakhs for Niwar) was incurred. The project was scheduled to be
commissioned by, Novembcr, 1978 but some of the machines like Gas
Producer Plant at Gulfarbari and Dust Catcher equipment at Niwar were
commissioned only in 1984-8S.

2.12 In a note submitted by the Company, the main causes for the delay
in completion of the project were stated to be as follows:—

“While the major items of the project were completed without
much delay only itcms like Gas Production Plant at Gulfarbari and
Dust Catching Equipment at Niwar were delayed. This was caused
duc to delay in supply of plant and equipment, occasional labour
trouble and failure on thc part of the contractor to execute the work
in time.”

2.13 When enquired as to what action has been taken by Government in
this regard, the Ministry of Industry revealed the following through a
written reply:—

“The Company has rcported that major items of the project were
completed without much delay. Only two items viz. Gas Production
Plant at Gulfarbari and Dust Catcher Equipment at Niwar were
delayed. This constitutcd a small percentage as compared to the total
cost. The Government is monitoring only major projects. Since it was
a minor project it did not come to the notice of the Government.”

2.14 According to Audit the tunnel kiln at Niwar was not commissioned
for want of sufficient remuncrative orders and the inability of the unit to
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competc with small scalc industries. Capacity in the country was stated to
be in excess of requircment.

2.15 When enquired s to why proper assessment of market was not
made before taking up the project, the Director (Finance) of BSCL stated
during cvidence as below :—

“The tunnel kiln was alrcady in existence. It was actually procured by
thc erstwhile managcment even before the incorporation of the
company. The carlicr management had procured it, but it could not
ultimatcly be installed becausc of the imbalances in the tunnel kiln
itself.”

2.16 In this conncction. BSCL rcvcaled some more facts through a
written reply, which arc as bclow:—

“The Tunncl Kiln at Niwar Works was installed in January 1973 by
the erstwhile privatc management, much before the taking over of
the company. On takc-over, it was found not commissioned. It was
felt that additional facilitics would be required to makc this Tunnel
Kiln opcraticnal. Hence, the Tunnel Kiln was not procured by the
Company rather, it was inheritced. The Company could not commis-
sion subscqucntly duc to stecp rise in prices of furnace oil in 1980
which has madc its opcration economically unviable.”

(ii) Salem Unir

2.17 For modernisation of refractory plants and expansion of magnesite
mincs at Salem. Metallurgical and Engineering Consultants (India) Limited
(MECON). Ranchi prepared a feasibility report. Investment of Rs. 9.16
crorcs was cnvisaged. The project was sanctioned in July, 1981. The
estimates were revised by MECON to Rs. 16 crores in October, 1983 and
to Rs. 18.58 crores in July. 1987. The cost of project was further revised to
Rs. 19.25 crores and sanctioned by Government in March, 1989. Govern-
ment relcased Rs. 16.76 crores during the years 1981-1990. The project,
which was to bc complcted by July, 1990, was completed only in
Dccember, 1991,

2.18 Howcver, it has been brought out by Audit that the Tunnel Kiln
was commissioncd by the Company in August, 1989. 6 years after
placcment of orders duc to delay in Import Licence and delay in erection.
The Rotary Kiln, which was to bc commissioned by January, 1985, was
completed in Junc, 1991. It has been stated that due to various develop-

ments subscquent to 1981-82. the exccution had to be kept in abcyance for
a few ycars.

2.19 When cnquired about the rcasons for cost escalation and delay in

thc complction of the project. the company stated in a written reply the
following points:

1. Salcm works sct up in 1963 a small refractory plant for production of
basic rcfractorics from thc raw magnesite available from their own
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mines. Since its commissioning the plant progressively picked up the
production to thc maximum of about 8000 T of basic bricks and
3000 T of bulk in 1973, even though the plant was experiencing
technical dcficicncics.

2. Hence BSCL commissioncd MECON, Ranchi for preparing project
report for overcoming thc Technical deficiencies.

3. A feasibility report on this project was prepared by MECON and the
samc was submitted to Government for an investment of Rs. 916.00
lakhs. This capital cost and economic appraisal were based on prices
prevailing during Ist Qtr. of 1980. The project was sanctioned by the
Government on 15.7.81.

4. The projcct cost of Rs. 916.00 lakhs was estimated by MECON based
on the cost incurred by M/s. Bhilai Refractory Plant, which was
commissioned during mid-scventies.

5. BSCL complcted placcment of orders on Mining equipment and
commissioned in timc (1982). Orders for the major equipment
requircd for Rcfractory plant viz. Rotary Kiln and other ancillaries
were also placcd. On complction of these activities, it was found that
the project cost had cxcceded the sanctioned amount. Hence it was
decided to procced with commissioning of Hydraulic Press and
Tunnel Kiln. Both were being imported items, and also to restrict the
cost within the sanctioncd amount.

6(a) Company rcceived the import licence of Rotary Kiln only by Jun.
'86 though thc import application was filed in June, "83 based on the
Tenders reccived and finaliscd against the advertisement in Indian
Trade Journal during Fcbruary '82. The first import licence was
issued by DGTD in Dccember ‘84 cxcluding certain items from the
list of imported itcms. Further revised application was submitted to
DGTD for the balance items in April '85. The licence against this
application was issucd in September '85S. The import clearance
process took unduly long time due to claim of supply by certain
domestic partics. It took considerable time and effort to get over this
problem since the quality and rcliability of this most critical item of
the project could not be compromised.

6¢b) Though thc import licence specified financing under the West
German Capital Goods Credit Fund, the Government informed in
November '85 that this import could not be covered under this fund
and subscquently the Government allowed Free Foreign Exchange
vide letter dated 2.1.86. The import of materials were completed in
Septcmber, 86 and the Tunnel Kiln was commissioned by April '88.

7. Even though the total project cost exceeded the sanctioned
BSCL did not takc action for revising the project cost as, dm
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84-85, the Government was considering merger of the Refractory
units of BSCL with M/s. Bharat Refractory Limited, another Govern-
ment of India Undertakaing. As this did not matcrialise, BSCL made
a revised estimate of the cost of the project at Rs. 1600.00 lakhs in
January '87. As per advicc of Government, BSCL commissioned
MECON for updating the project cost. MECON made a revised
estimate of Rs. 1858.00 lakhs and the same was forwarded to Ministry
in April '88. Government in a discussion held during Septcmber 88,
requestcd BSCL to updatc thc cost estimate of Rs. 18.58 crores
submitted during July '87. The updated estimate of Rs. 19.25 crores
was submitted in November '88 and the same was approved by the
Government in March '89 with a completion schedule of July ’90.

8. On reccipt of thc approval, the work of supply, erection and
commissioning of Rotary Kiln was taken up. M/s. Mc Nally Bharat
submittcd their cscalation claim amounting to Rs. 157.58 lakhs vide
their letter No. 50 82175/SKS dated 11.3.89, with a delivery period of
16 months from the datc of BSCL'’s confirmation. As thcir claim was
very much on the higher side, number of meetings were held to see
that the escalation claimed was justified and was reduced to match
the provision made in the Project cost of Rs. 19.25 crores. BSCL
issued a letter confirming acccptance of Rs. 88.00 lakhs in August.
‘Efforts were also madc to reduce the period of 16 months to 12
months to see that the completion time lies within the scheduled time
prescribed by the Government. It was found that the reduction of
time is not possible. The project was finally completed in December
'91 within the total sanctioned cost.”

2.20 To a similar query regarding delay in issuing import licence, the
Ministry of Industry informed in a written reply as under:

*“‘Hydraulic Press’ and Tunnel Kiln were the two items for which
Import Licence was required. There was no delay in getting the
Import Licence for Hydraulic Press. But there was a substantial delay.
in getting thc import licence for the ‘Tunnel Kiln' due to the
following rcasons:

The company applied for import licence in June, 1983 for the
import of 40% of the total components required for Tunnel Kiln. But
the Government of India issued import licence for an amount of only
DM 13,69,840/- against the total applied amount of DM 25,70,000/-.
Thus, in import licence. quite a substantial percentage of components
were excluded and company was asked to procure these from
indigenous sources. However, indigenous suppliers failed in supplying
the required components. So again an import licence for further
amount of DM 698045 was issucd on 12th September, 1985 under the
West German Capital Goods loan. But since the fund was not
available undcr the above heading, the Government of India had to
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change import licence for getting import on full foreign ex on
10th January, 1986. “

Finally the order was placed on West German supplier to get the
matcrial in Scptember, 1986.”

C. Lalkoti Silica Works

_2.21 The project was sanctioned by thc Government in October, 1982 at
a cost of Rs. 138 lakhs to improve the quality of coke oven bricks
manufactured at Lalkoti duc to changes in technology. The actual
investment was Rs. 187 lakhs. The plant and equipment actually ordered
were different from thosc indicated in the Project Report. The main plant
chamber kiln was commissioned in January, 1986 against the scheduled

completion in Scptcmber. 1983.

2.22 To a query whcther sanction of the Government was obtained for
the additional expenditurc for the project, the company in a written reply
stated as follows:

“Raniganj group of Works comprising units at Raniganj, Lalkoti,
Durgapur and Ondal arc one business entity from administrative
point of vicw of thc Company and is headed by one Divisional
Head. There was a total sanctioned amount of Rs. 199 lakhs for this
group as per Government sanction in 1982. Further sub-division of
above outlay was Rs. 138.00 lakhs for Lalkoti Works to improve the
quality of Coke Oven Bricks and Rs. 61.00 lakhs for Durgapur for
improvement of quality of refractory bricks necessitated by change
in technology. An cxpenditure of Rs. 8.85 lakhs was incurred at
Durgapur on reconstruction of chamber kiln (Rs.3.54 lakhs), acquis-
ition of Jack Press (Rs. 3.93 lakhs) and part payment to consultants
(Rs. 1.38 lakhs). Subscquently it was decided to close Durgapur and
Raniganj Units. Duc to the nature of products produced at Ondal,
no investment was proposcd there. After the closure decision, the
Project for modernisation at Durgapur was kept in abeyance and
thus, the entirc balancc fund available was to be utiliscd only at
Lalkoti. Thus, the additional expenditure of Rs. 49 lakhs at Lalkoti
was within the ovcrall sanctioned cost of Rs. 199 lakhs for the
Raniganj Group. As there was additional availability of fund arising
due to closure notice of Durgapur and Raniganj-II, somc additional
facilities were also added at Lalkoti which were not in the original
Project Report.”

2.23 In this connection. the Ministry of Industry stated in a written reply

that the total expenditure within the Raniganj Group was as per sanctioned
amount. However, the utilisation of funds from one unit to another unit
within the group was not brought to the notice of the Government.

2.24 Moreover, Bad soil condition involving more civil work, heavy
rainfall during 1983 & 1984, unprecedented power cut, delay in supply of
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materials, contractors labour trouble etc. were stated by the company to be
the reasons which delayed the commissioning of the Project.

2.25 After modernisation the unit is incurring loss over Rs. 1.5 crores
annually against profit of about Rs. 44 lakhs anticipated in the project
report. The Management further informed Audit in November, 1990 that
loss was due to the reduction in market demand for silica bricks due to
technolqgical changes and competition from small scale manufacturers. The:
facilities added under the modernisation programme were not able to
produce silica bricks of required quality or quantity suitable for coke oven
and glass tank furnaces.

2.26 When enquired as to why the plant could not produce silica bricks
either of required quantity or quality even after the facilities were added,
the company stated in a written reply as under:

“The major investment was made on installation of a chamber kiln
with a new gas producer. Earlier, at Lalkoti, bricks were fired in
coal fired chamber kiln. Had_this conversion from coal fired to the
gas fired not been done, the cost of production at Lalkoti would
have been much higher and the quality worse. The installation of
gas fired chamber kiln has resulted in improving the quality of silica
bricks which are even today, being used for coke oven maintenance
reqyirements of Steel Plants. The Project also envisaged production
of silica roof sets for clectric are furnace. However, due to change
in technology, the use of silica roof sets are no more a common
practice. The plant is capable of producing the quality of bricks
which was intended carlier. However, the requirement has today
shifted to other qualities and this in turn, is also affecting the
quantitative demand of the type of silica bricks being produced by
this unit.”



CHAPTER I

DIVERSIFICATION

A. Engineering Units

3.1 Engineering units depended heavily on orders from Railways (which
constituted 75.81 per cent and 86.21 per cent of its sales as on 31st March,
1975 and 31st March. 1992 respectively). To reduce this dependence, turn-
key orders for Coal Handling Plant and Ash Handling Plants were booked,
but were executcd through outside agencies. However, this did not help
the company in better utilisation of its existing facilities. Burnpur unit
reccived only two major orders upto September, 1984 and no further
orders were reccived. Execution of both the orders were badly delayed.
Turnover from such contracts which was 9.37% of the turnover of the unit
in 1983-84 varicd bctween 0.41% and 4.45% during 1985-86 to 1991-92.
Similarly, the turnover from such contracts at Howrah which varied
between 7% & 25% of its total turnover during 1985-86 to 1991-92, came
down to 2.57% during 1992-93.

3.2 Asked about the rcasons for dclay in execution of orders at Burnpur,
thc Company stated in a written reply. as under:

“The main rcason for the delay in the execution of one of these
orders at Burnpur was delay in finalisation of drawings from the
customer, i.c. IISCO as wcll as delay in supply of free issue
materials. As regards to other project, Dhemo Main, the delay was
mainly because of the improper site selection resulting in constant
oozing of watcr from the ncarby pond. This resulted in a commer-
cial dispute wherein, BSCL demanded heavy de-watering charges
and salvaging cost. As this was not compensated, the matter
remained undcr disputc resulting into delay.”

3.3 When enquired about the Company’s proposed plan for undertaking
turn-key contracts with a view to redacing the dependence of Engineering
Units on Railway orders the Company stated as below:

“‘Conscquent to a dccision taken by the Holding Company, BBNUL
for rationalisation of turnkey project activities within the subsidiary
Companies, no majoi projects was attempted during- the last five
years. However, with the changed scenario and industrial activities
taking up particularly in the power Sector, the company is rearran-
ging to take up the turnkey contracts.in the arcas of Ash Handling
for Power Plants and Petroleum Sector. The Company has also
entered into a strategic alliance with Messrs. Johannes Moller,

17
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Germany for a joint participation in the Ash Handling Projects and
attempts for similar tie-ups in other arcas are continuing. This has
been further necessitated by drastic reduction in offtake of wagons
by Railways. As this type of turnkey activities do not require much
funding, the company feels confident that with the support of its
foreign collaborator and with its ‘in house’ competence, it stands
well placed to face the competition in the current market.”

3.4 In this connection, when asked whether the Ministry has advised the
Company about any alternative plans for diversifying into other lines of
production in order to reduce dependence of Engineering Units on
Railway orders, the Ministry of Industry stated the following through a
written reply:

“As regards diversification of the products of Burn Standard
Company Ltd. (BSCL) the holding company has been requested to
identify arecas for diversification so that dependence on Railway
Wagon could be minimised. In pursuance, Bharat Bhari Udyog
Nigam Ltd. (BBUNL) has set up a committee to identify the areas
for diversification. The recommendations of the committee are still
awaited.”

3.5 During the evidence of the representatives of BBUNL, it was stated
by the Chairman, BBUNL that such a Committee was set up in 14.6.94
and has submitted its report in July, 1994. The areas identified are:

Short Term

Fabricated Steel Structure including Technological and Bridge Struc-
ture.

Water and Effluent Treatment Plant

Oil and Gas Scparation Equipment and Associated Systems

Bulk Material Handling Plants

Fuel Oil Handling Systems

Ash Handling and Disposal Systems

Certain Range of Capital Equipment like Side Discharge Loader,
Load Haul Dumpers etc. for Coal Miging Industry.

Steel Plant Equipment

Long Term
(i) Petrochemical Sector, Material Handling, Pipeline Work, Trans-
portation facilities
(ii) Wind Power Generation: Structural/Towers/Light Weight Tur-
.bine
(iii) Ship Breaking Activity

3.6.When enquired whether BBUNL has finalised on any of these areas,
the Chairman, BBUNL stated in evidence as follows:-

“No, Sir....... In fact on each activity we wanted to prepare the
feasibility study report and we apprcached the Planning Commission
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for getting some funds but the funds were not made available to us.
We arc awaiting for a morc opportune time in financial terms.”

B. Fabrication of Well Head Off-shore Platforms at Jellingham

3.7 In 1984 the company sct up facilities for manufacture of offshore
platform for ONGC at Jcilingham which was originally planned at Hoogly
Dock. The Government sanctioned Rs. 8.44 crores in 1989 for the same.
The scope of the project was revised ten times during the period between
August 1985 and Novembcer, 1989. The actual expenditure incurred on the
Projcct upto 31st March. 1992 was Rs. 23.40 crores. This according to the
company was due to thcir ignorance of difficult subsoil condition, high
watcr table and lack of proper Bridges for carrying heavy equipment. The
excess expenditure was incurred without the approval of Board of
Ditcctors and Government. The revised project cost for Rs. 45.06 crores
was approved by the Government only in January 1991. The estimate for
Rs. 45.06 crores included Rs. 25.70 crores for which there was no
provision in the original cstimates and Rs. 10.92 crores due to inadequate
provision in the original cstimates.

3.8 When enquired as to what were the considerations for allowing the
additional expenditurc, the Ministry of Industry stated in a written reply
that during the implementation stage, BSCL incurred and committed an
expenditurc of Rs. 23.75 crorcs upto June, 1987 which was far in excess of
the approved cost of Rs. 8.44 crores. At that point of time capacity created
was unbalanced and barcly adcquate to fabricate one Deck and Helideck
per annum. Subscqucntly BSCL was allowed to incur additional expendi-
turc of Rs. 90.62 lakhs (over and above the expenditure of Rs. 23.75
crorcs) alrcady incurrcd for load out of Decks and helidecks. The company
was asked to submit a rcviscd cost estimate for this project. The revised
cost estimatcs was cxamined in consultation with the Ministry of Petroleum
& Natural Gas, Ministry of Surfacc Transport and Ministry of Defence
Production. It was found that demand was no longer a constraint to
provide adequatc load to all the three domestic platform manufacturers
including BSCL. The reviscd cost estimates of BSCL for manufacture of
three complcte well head platforms at the cost of Rs. 45.06 crorc :was
approved on 28th January, 1991.

3.9 When asked about the reason for the shift of the project to
Jellingham and the rcason for not making proper assessment of the site
conditions, BSCL stated through a written reply as follows:-

“It is a fact that the original fabrication facility was to be set up at
Hooghly Dock. On a close examination and considering the prospect
of further expansion of the yard, it was felt that the space available at
Hooghly Dock was not sufficient. Hence, on the advice of the
technical collaborator, Messrs. McDermott International Inc., USA
(MII), the site was changed to Jellingham. While selecting the yard at
Jellingham, the technical collaborator had given priority to the
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availability of shipping channel over the site conditions. There being
no other place more suitable for such activity, they recommended
Jellingham for sctting up of a fabrication yard.”

3.10 The Director Finance of BSCL informed the Committee during
cvidence that an amount of Rs. 23 crores has been invested so far and it
has been decided not to spcend further on this division in view of the fact
that the division is not getting orders from ONGC.

3.11 When asked to furnish detailed background of setting up of this
division, BSCL provided the following information in its post-evidence

reply:-

“The Deptt. of Heavy Industry had with the approval of CCEA
(Cabinet Committec for Economic Affairs) sanctioned in April, 1985,
a project of BSCL for fabrication of Offshore well Head Platforms at
Jellingham with an investment of Rs. 844 lakhs and capacity of 7,500
MTPA. During implementation stage, the expenditure committed and
incurred upto March 1986 was Rs. 2375.47 lakhs which led to capital
works suspcnsion. A futher sanction of Rs. 90.62 lakhs was granted
to the Company in 1987 for carrying out work on the bulk head,
primarily for load out of ED & EE Decks and Helidecks, leading to
a total expenditurc/commitment of Rs. 2466.09 lakhs. At that point
of time the capacity crcated was unbalanced and barely adequate to
fabricate onc deck and helideck per annum. This point was also
noted by the Planning Commission and PIB and keeping this in view
they recommendcd a revised cost estimate (RCE) of Rs. 45.06 crores
including thc alrcady spcnt/committed amount of Rs. 24.66 crores
vis-a-vis original sanction cost of Rs. 8.44 crores. The project
expansion was curtailed and the additional Government sanction was
not implemented. Thc project was not set up with concurrence of
ONGC but bascd on ONGC's projected demand. There was no
written agrcement with ONGC for placement of orders on BSCL.”

3.12 When enquired about the rcasons for not placing orders on BSCL
the Chairman & Managing Director, ONGC informed the Committee
during evidcncc as follows:-

“When this company was formed, we gave them first of all orders for
two platforms. We also. subsequently, gave them orders for four
platforms. For the first two platforms, the BSCL had subcontracted
with a foreign company, M/s Mc Dermott as there are no facilitics in
thec BSCL yards for the jackets etc. And this work was completed. As
regards the orders of four platforms they subcontracted with another
company, namely M/s Mc Dermott for Jackets but here they (BSCL)
chose to build thc halipad themselves. This work was completed
almost one year latc.”
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3.13 In this connection, ONGC, through a written reply, pointed out the
following facts:-

(1) In 1984 itself, ONGC placed two orders for well platforms on BSCL

on nomination basis as under:—
i. Two well platforms ED & EE on turnkey basis in May ‘84.

ii. Four well platforms WI-8, 9, 10 & N3 on turnkey basis in August
‘84.

(2) The first order for two well platforms, ED & EE was placed on

18.5.1984 and the contractual completion date was Feb. 1986. BSCL
subcontracted the fabrication of jackets and temporary decks and
also transportation and installation to M/s. MII and same was
complcted by 25.2.1986 which is within the schedule completion
date. The fabrication of permanent decks was undertaken by BSCL
in their own fabrication yard. The fabrication of decks was inordi-
nately delayed by BSCL and the decks were delivered only on
1.2.1989 & 3.2.1989 respectively. Thus there was a delay of
35 months in the dclivery of permanent decks. Regarding the
execution of second order for four well platforms i.c. WI-8, 9, 10 &
N3 which were ordercd on 10.8.1984, the contractual completion
date was May ‘85 for all the four jackets with temporary decks and
December ‘85\ for main Decks and helidecks.”

(3) ONGC placed order (conditional LOI) for two permanent decks viz.
B-57 & E-131 on 25th of January, 1988 on nomination basis subject to
Government approval. The contractual completion date vis-a-vis actual
completion date for these two decks was as under (which shows a time
over-run of 38 and 46 months for B-131 and B-57 decks respectively):-

Platform Structure Contractual Actual Time Over
Completion Completion Run

B-§7 DECKS 15.03.1990 12.01.1994 46 Moaths

B-131 DECKS 15.03.1990 30.05.1993 38 Months

3.14 When enquired as to what were the constraints for proper execution
of orders, BSCL, in a written reply, stated in the following manner:-

“The main constaints in the execution of orders received from ONGC
was ill-equipped Offshore Yard at Jellingham which was not in a
position to do Jackets. Hence, all the Jackets had to be sub-
contracted. Initially, during the period when Jellingham Yard was not
geared up to take up the manufacturing facility for Decks, some of
them had to be off-loaded to the sub-contractors and the same was
done through Messers. McDermott International Inc., USA (MII)
outside the country. Sometimes, lack of infrastructural facilitics at
Jellingham Yard and bad industrial relations had also contributed to
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the delay in execution of these orders. In another instance, there was
~failure on the part of the transportation contractor when the barge
hired by them for transporting the Decks, developed leakage during
‘Ayoading of the Decks. Even the Enginecering Consultant, EIL and
‘'ONGC, the customers changed their specifications frequently leading
to delay in procurement as well as fabrication of various items.”

3.15 When asked whether the Company has taken up the matter
regarding lack of orders with the Ministry, Managing Director of BSCL
replied in the affirmative during evidence.

3.16 However, the main reason for decline in performance of the Unit
has been attributed to non-availability of orders since 1989 and cancellation
of orders for Neelam 10 & 11 Decks & helidecks in 1991.

3.17 When asked about the reasons for cancellation of orders for
Neelam 10 & 11 Decks and helidecks, ONGC provided the following facts
in a ‘written rcply to thc Committee:-

“The matter regarding award of work to Indian yards was further
discussed on 21.11.1990 by Secretary, Ministry of Petroleum &
Chemicals with ONGC, keeping the decision taken in the meecting
with Secretary (Petroleum) in view, a meeting was held with BSCL
on 28.11.1990 to convey ceiling price for NLM-10 & 11 decks based
on ICB price available at that time plus admissible price preference.
This ceiling price was not accepted by BSCL, the conditional LOI for
NLM-10, 11 was, thercfore, cancelled.”

3.18 It came out during evidence that ONGC is floating global tenders.
Asked whether BSCL is compating for that, the representatives of BSCL
stated during cvidence:

* “If it has to be said in onc word, the answer is no. The total package
consists of laying pipeline also for which we have to take people from
outside.”

3.19 In regard to participation of Indian Public Sector Undertakings in
international bidding, a rcpresentative of ONGC stated during evidence as

follows:—

“We have decided that we will consider the Indian Public Sector
Undertakings. Indian companics, by giving a price preference of
15 per cent over the ICB pricc. That decision was taken in 1990 that

it should be donc at a cost and not at cost plus. If there is a delay,
"jff'po'et incrcases. After that decision was takcen that all the Indian Public
“* "ector Undcrtakings were told that they should quotc against the ICB
.~.vtender. In the casc of Ncclam, we had given them the orders on
nomination basis looking into thcir capacity. But we have asked them

.to accept 15 per cent price over the ICB price. Subsequently, we
have been talking to BSCL that they should quote against our ICB
tender. They have to get technically qualified. The proposal should
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be such that it should mecct all the requirements......... As far as the
yacket part is conccrned, they do not have in-house facilities. They
have to go outsidc. for fabrication and installation contractors. While
they are quoting for platforms now, they have to quote for jacket as
well as deck and hclideck. For jacket they can go out to mect our bid
requircment. The rest of the things like decks and equipments are
being produced by the BSCL. Similarly, here also they have to first
of all, get themsclves qualified to the bid requirements.”

3.20 In reply to a query, the Managing Director BSCL informed the
Committce during evidcence that the company has taken up the matter with
the Pectrolecum Ministry and ONGC for bifurcating the orders to enable
BSCL to obtain orders for platforms.

3.21 When asked as to why there has been a sudden shift in the policy of
ONGC regarding placcment of orders, the representatives of ONGC stated
in a writtecn reply thc following:—

“Therc was no shift in policy of ONGC with respect to placement
of orders on turnkcy basis. To ensure utilisation of BSCL's capacity
who could fabricatc only decks & helidecks in their yard, it was
considercd to award thc work of two decks of B-57 & B-131 well
platforms to BSCL. Later on the conditional LOI for two decks of
NLM 10 & 11 well platforms was also placed on BSCL which was

subscqucently cancclled.™
C. Construction of Long Bulk Head and Load out Jetty

3.22 The Company also cntered into a technical collaboration agreement
for construction 609 mctcr long bulk head and load out jetty for the
fabrication yard to diversify its activities in offshore platform. The
Company imported 8004 tonnes of sheet piles between May, 1985 and
October, 1985 out of which 5054 tonnes were transported to Jellingham.
Of thesc the actual utilisation was 928 tonnes only. Due to delay in receipt
of crawler crane required for sheet piling, dredging could not be completed
and the Company incurred cumulative storage charges amounting to
Rs. 78.65 lakhs upto 31.3.1994 on the pilings. It was stated by the
Company in a written rcply that the storage charges were not completely
avoidablec.

3.23 The reason for dclay in the reccipt of the Crawler crane was stated
by the company as undcr:

*The procurcment of Crawler Crane was planned in time but there
was delay in recciving the crane at Jellingham due to rcasons beyond
the control of thc Company. The Letter of Intent for the crane was
placcd on 16.1.85. Duc to various formalitics involved, the Import
Licence was received on 16.4.85 and the Letter of Credit was opened
on 28.5.85. It may bc mcntioncd that the crane was lying ready at the
time of opening of L/C. The party transported the cranc through
Indian Flag Vessel duc to BSCL's insistence, as required by the
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Ministry of Shipping. The nominated Indian Vessel took S months
more than the normal transit time and that too after taking up the
matter with various authorities.”

3.24 When asked about the latest position in regard to disposal of
surplus sheect piles, the Company stated in a written reply as below:

*The Government approval for the disposal of the Sheet Piles has
been obtaincd. The Company has approached the Customs Depart-
ment for the waiver of customs duty and interest there which have
not becen acceded to. Now the Company proposes to appeal before
the Committec of Sccretaries for a special consideration for the
waiver of customs duty and interest.”

3.25 Enquircd about the Company’s request to the Ministry of Industry
regarding waiver of customs duty and interest thereon, the Ministry stated
in a written reply as under:

*“BSCL had directly approached Ministry of Finance for waiver of
Custom duty and intcrest thereon. The Company has reported that
Ministry of Finance did not agree to this request. In order to sort out
commercial disputes rcgarding income-tax and custom duty between
Central PSUs and Govt. Decptt., Government has appointed a
Committee called Committee on Disputes to examine such cases. As
per the instructions, PSUs are allowed to refer such issues directly to
the Committee on Disputes. Accordingly the Company has directly
approachcd the Committec on 23.11.94 which is yet to consider the
request of BSCL.”

3.26 When asked about thc latest position on the disposal of sheet piles,
the Mg. Director, BSCL stated in evidence as follows:

“We decided to go in for reexport and invited tenders through
MSTC.”

3.27 In this conncction, thc Chairman, BBUNL substantiated the above
view in the following manncr:

“Actually these materials were procured on the ground that this off-
shore project is an export-oriented project unit and bacause of this
specification envisaged at that time, they had procured ‘X’ amount of
materials. But with thc change of specification, the materials were
not used and there was a surplus stock of sheet pipes. Since they had
an export unit, they could use only as an export and could not be
sold in the domestic market. If it was sold in the domestic market,
then the cost benefits, which they are charging, would now be
charged by the Customs. This is the unfortunate paragraph in this
matter. A decision has been taken with the approval of the
Government that they should be sold out through MSTC. They had
asked MSTC which is a public sector company to dispese it of
through global tender. So a global tender was called for. Only one
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response was reccived and that party was from Nepal. The price they
have offered was not very, very attractive. So it was decided that
MSTC should go in for a second global tender. It was also decided to
take up this matter with thc Government of india for granting us
exemption in vicw of thc pecculiar circumstances.”

3.28 However, it has also bcen stated that the recommendation of the
collaborator was for bulkhcad of 609 meters length. According to the
estimate of EIL thc length of bulkhead needed was only 200 meters
requiring shect piles at 3121 tonncs.

3.29 Asked about thcir comments in this regard, the Company stated as
follows:

“For asscssment of rcquirement of sheet piles, the Company had to
depend on Technical Collaborator as the Company had no knowledge
of fabrication yard dcvelopment. EIL’s recommendation for 200 MT
bulkhcad was rcccived in August’86 by which time, procurcment of
shect piles was alrcady over.”



CHAPTER 1V

PERFORMANCE
(A) Financial Results

4.1 Thc Company incurrcd losscs since inception which came down after
getting rclicfs from 1st April, 1981 and profits were earned in some years.
But losses were incurrcd again from 1987-88. The accumulated loss of the
Company as on 31.3.1995 stood at Rs. 292.13 crores. The losses incurred
by the Company sincc 1987-88 have been as given below:

Losses (Rs. Lakhs)

1987-88  88-89  89-90 90-91 91-92 9293 9394  94.95

-1.192 -430 -598 -344 902 -320 -10106 -11593

4.2 Enquircd whether the Company stands any chance of going into
profit in future, the Dircctor (Finance) of the Company stated during
evidence as below:—

“The viability of this Company, as a whole is largely depcndent on
thc disposal of the unviablc and chronically sick refractory units at
Jabalpur, Gulfarbari. Niwar and Raniganj. These four units employ
about 3,000 workers. Today, these units together are incurring a loss
of about Rs. 11 crorcs per annum. Practically nothing is going on in
these units. These are the units which are creating all the problems.
But the fact rcmains that we also cannot do anything with them.”

4.3 Asked whether the matter has been taken up with the Ministry, the
representatives of the Company stated during evidence, in the following
manner:—

*Sir, there was a proposal for closure of two of these units. But
because of thc local and other administrative problems, it could not
be implemented...... The Ministry was a party to this.”

The units for which there was a proposal for closure were stated to be
Raniganj (No. 2) and Durgapur works.

26
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4.4 In this conncction. when asked about the reasons for incurring losses
continuously over the ycars. the Company in a writtcn reply stated as
follows:

“Thc Company was formed by taking over and subscquently nationalis-
ing two sick companics cngaged in low production technology and
products. It was saddlcd with huge manpower of about 17,000 sprcad over
ten units located in West Bengal, UP, MP, Bihar and Tamil Nadu. The
Company was nationalized by the Government with a view to protect the
employment of its workers. The fund invested was just sufficicnt to carry
on production activitics but not adequate enough to give a major push to
its products linc for morc profitable arcas, except for Salem works where a
major investment of Rs. 19.25 crores took place which has more than
yiclded after the successful completion of modernisation projects. Seven of
its units producing rcfractory and Ccramic materials in low tcchnology
arcas wcrc continuously losing and their annual loss is about Rs. 10.00
crores. Over these ycars, since takeover, these units have lost above
Rs. 100.00 crores till 31.3.94. Thus, most of the financial rclicf obtaincd
from the Govcrnment has gonc to finance the cash losses sustained by
these units. Over and above, there has been downward revision in the
sanctioncd fabrication man hour for the wagons produced and thereby
reduction in the salc pricc. while the cost has been always going up.
Further, inadcquatce orders for the Offshore Division also has contributed
to incurring of losscs by thc Company. The abrupt increase in loss during
1987-88 is attributcd to 48 davs strike in the engineering units and in 1993-
94 to drastic reduction of wagons coupled with high incidence of interest
on government loans charged in the Accounts with retrospective effect.”

4.5 In this conncction. BBUNL stated in a reply furnished to the
Committee after cvidence that if the old pricing norms based on 493 man
hours per tonne of free issuc steel involved in the manufacture of wagons
had not been rcduced by Railways to 331 man hours per tonne of steel
w.c.f. 1.4.1988, BSCL could have improved the profitability.

4.6 It camc out in cvidcnce that thc accumulated interest on Govern-
ment loans were rcflected in the accounts in a single year i.e. 1993-94 on
the directive of Government which resulted in the Company's net worth
becoming negative necessitating its reference to BIFR.

4.7 When cnquired as to how far depiction of the accumulated interest
in one year is justified, the Ministry of Industry stated in a written reply in
the following manner:—

“After the formation of BBUNL, the holding Company submitted
financial restructuring proposals in respect of its subsidiaries including
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BSCL. The samc was cxamined at various levels. It was decided only
in 1992 not approv: the restructuring proposals. BSCL, however, did
not includc Goverrment interest in its accounts in view of its financial
restructuring proposals. In 1992, Government advised BSCL to
reflect government intcrest in its annual accounts. Accordingly, BSCL
reflectcd Government intcrest in its accounts for the year 1993-94 and
its net worth becainc negative and the Company has been referred to
BIFR.”

4.8 To a query rcgarding corrective steps taken by the Company to
improvc upon the position, thc Company furnished the following informa-
tion through a writter. reply:

“In ordcr to improve thc financial health of the Company, a
financial restructuring was proposed and a scheme submitted in
January’89. Howcver, this has not so far been approved by the
government. The Company has initiated Voluntary Retirement
Scheme (VRS) since 1990 to rcduce the manpower and have
successfully separated 1684 pcople till July, 1994, successfully sepa-
rated 1684 peoplc till July, 1994. In order to improve the business
prospects, the Company has entered into strategic alliance with M/s.
Johannes Mollcr of Germany and M/s. Powell Duffryn of U.K. and
is also participating in a number of export enquiries.”

(B) Financial Restructuring

4.9 Moreover, the Committec have been informed by BSCL that in
order to improve the financial health of the Company, a financial
restructing was proposcd and a scheme submitted in January, 1989 which
has not so far been approved by Government.

4.10 The salicnt fcaturcs of the restructuring proposal are follows:

(i) Write-off of Rs. 35.57 crore non-plan loan.

(ii) Interest holiday upto 1990-91 on the balance non-plan loan.

(iii) Moratorium on thc ‘mon-plan loan upto 1991-92.°

(iv) Conversion of balancc plan loan of Rs. 28.18 crore as on 31.3.1987 to
be converted into cquity.

(v) Repayment of aii loans as on 31.3.1992 to be spread over a period of
ten years etc.

4.11 To a query as to why the scheme has not so far been approved by
Government, the Ministry of Industry stated in a written reply as below:

“Since there was a sizable amount involved, the Government did
not approve the same.”
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4.12 In thc light of the abovc facts, when asked as to what strategies the
company is following for thc survival and speedy growth of units of BSCL.
the Managing Director, BSCL mentioned during evidence as under:

“We have taken certain steps for the revival of the units wherever
it is possible. As a matter of fact, we have made an appeal to the
Railways to give us two ycars' timc before they drastically reduce the
wagon orders. At lcast that will give me some time. The point is, this
Company has now started participating in the activitics outside the
country also. Our samplcs havc been accepted by Refractories in
Germany and Iran.

{C) Production Incentive

4.13 The production incentive payments made in Howrah works and
Burnpur Works to workers during the last three years is given below:

(Rs. in Lakhs)

1991-92 1992-93 1993-94

Howrah Works 198 302 483
Burnpur Works 266 249 18

4.14 Moreover, the Production norms for incentive were only estimated
and there was no workstudy. The savings effected were also estimated.
The incentive at Wagon Assembly shop was allowed on ad-hoc basis. In
Burnpur works, norms fixcd were adhoc or estimated. Norms in the
Ceramic Units (except Salem Works) were adhoc based on negotiations
with workers.

4.15 When enquired about the justification of such payments of incentive
amidst company’s colossal losses, BSCL, in a written reply, stated as
under:—

“The production inccntives are in vogue in this Company since the
days of Private management. However. there has been from time to
time some minor modifications to take care of the new product lines
being added. The incentive is payable after a certain level of physical
production is achieved (performance level). It is not related to the
Company’s loss and profit. It is possible that the commitment of
delivery might require a high level of production activity in one
month nccessitating the payment of incentive while in the other
months, due to lack of orders, the production level would come down
tc a non-incengtive level. During the years, the Company has incurred
losses because of various other reasons like sustenance of heavy
losses by sick R&C Units or strike, sharp reduction in wagon orders
and retrospective price revision for wagons by Railways for which,
the workers have no control. Based upon the mormal rate of
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production achicved. thc incentive scheme was fixed and settled
through ncgotiation with workers representatives.”

D. Performance of Engineering Units

4.16 According to Audit. the Planncd production in Engineering units
was gencerally low and the actual production exceeded the plan. In many
cascs thc plan for thc next year was lower than the actual of the previous
ycar. Howcver, as a result of investment of Rs. 362.30 lakhs at Howrah
and Burnpur Enginccring Works for mdocrnisation of plant and machinery
production went up from 6382 lakhs in 1981-82 to Rs. 27376 lakhs in 1991-
92. During thc ycars 1982-83 to 1991-92 these two units incurred losses on
many of the orders cxccuted both in respect of Railway wagons and non-
Railway wagons. The losscs mainly duc to excess consumption of steel and
cxtra expenditurc on procurcment and cxcess man-hours over the norms
fixcd by thc Railways. Howrah Works completed one order during 1992-93
at a loss of Rs. 371.85 lakhs. The planned production was below the
availablc capacity or orders on hand. The under utilisation of capacity at
Howrah Works was duc to shortage of orders while at Burnpur under
utilisation was duc to low production. The production of wagons for
customcrs other than Railwayvs fluctuated from year to year. The capacity
utilisation in wagon units ranged between 21% and 65% upto 1990-91 and
during 1992-94 it was as follows:—

Year Howrah Burnpur
1992-93 31.79% 36.30%
1993-94 44.84% 67.92%

4.17 The rcasons for cxcess consumption of steel were stated by the
Company as follows:—

“Instances of consumption of stcel in excess of the quantity allowed
by thc Railways is very rarc. Only on one occasion i.e. for BOBs
Wagons Railway Board themselves did not have any norm. In fact,
they had asked BSCL to indicate actual requirement of steel before
formalizing the order of Burnpur Works of BSCL. Though being the
first order of this typc of Wagon, BSCL also estimated slightly on the
lower side. The subscquent orders for the same type of wagon were
placed by Railway Board on BSCL with higher quantity of steel.”

4.18 When enquired about the feasibility of preparing annual prodiction
plan in advance for procurcment of steel material, BSCL stated in a
written reply as. under:—

“In engineering Units, steel required for Railway wagon production
comes as a ‘free-supply’ item from Railways. In other cases, after
receipt of orders from customers procurement action is taken keeping
in view the cstimates for steel for such jobs. Long-term planning vis-
a-vis the quantity required to be ordered for an steel plants to suit
their minimum supply roquircments and/or rolling programme, do
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not match vcry often. Thus. in some cases piecemeal procurement is
unavoidable. Howcver, this is not a regular feature.”

4.19 When cnquircd as to what action has been taken by the Company
to improve upon thc capacity utilisation in wagon units, the company,
through a written reply. informcd as follows:—

“The company has taken a number of steps to improve the capacity
utilisation in wagon units which included mechanised/automatic
welding including submerged arc welding machines, provision of
wclding manipulations. improved handling facilities etc. All these
have resulted into incrcased capacity utilisation. Consequently wagon
manufacturc went up from 3350 FWUS (34.89%) in 77-78 to a peak
of 6252 FWUs (72%) in 90-91.”

4.20 The structural unit at Howrah incurred lossed during all the years
except during 1982-83 and 1990-91. The loss during the years 1991-92 to
1993-94 was as follows; =

Year Loss (Rs. in lakhs)
1991-92 83.21
1992-93 42.88
1993-94 58.00

4.21 Asked about the rcasons for the dismal performance at Howrsh,
the Company stated in a written reply, as below:—

“The main reasons for losses are lack of adequate remunerative
orders to cover the full overhead.”

E. Orders from Railways

4.22 When enquired whether the Engineering Units have the potential to
improve, the Managing Director, BSCL stated during evidence:—

“Engineering units have the potential to function as the profit
making units subject to one or two conditions. There are two
engineering units at Howrah and Burnpur and both of them are
manufacturing wagons and wagons related components. Their main
customers is the Railways. So long as there is demand from the
Railways, these units can perform well and survive on their own.”

4.23 In their post evidence replies, the Burn Standard Co. Ltd. furnished
the following information in respect of the installed/licensed capacity
actual production of these two units and the quantum of order placed by

Railways:
(i) Installed/Licensed capacity of these two units are as follows:—

Hawrah Unit : 4750 FWU
Burnpur Unit : 3911 FWU

8661 FWU.
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(ii) ....Actual production (FWU)

1989-90  1990-91 1991-92 1992-93 1993-94  1994-95

Howrah 3015 3080 1257.5 1510  2130.0 985
Burnpur 3218 3172 38455 3375  2656.5 1285.5
Total 6233 6252 5103 4885 47865 2270.5

(iii) Quantum of orders placed by Railways

6045 6074 5150 5120 4425 2490

4.24 In this connection the company also stated that curtailment in
offtake of Railway Wagons has had a direct impact on the performance of
these units. Provided these Units have adequate orders for wagons from
Railways/other sources, they are capable, notwithstanding the fact that
these units have very old and worn out basic equipments like cranes,
shearing machines, bending & drilling machine. The wagon manufacturing
being a labour intensive unit, the plants need to have a certain level of
uniform load i.e. 80% of its capacity to sustain its Operations at profitable
level.

4.25 The Managing Director, BSCL also revealed during evidence the
following:—

“There was a meeting cven at the Planning Commission level wherein
it was decided that 80% of the orders will be placed on a firm basis
for three years. Two years ago, we were asked to gear up and we
have geared ourselves up for this purposc. But we were placed orders
only to the tune of 10,000 four wheeler units (FWUs). This is a
drastic cut down, making it very difficult for the Industry to survive.”

426 The Secretary, Department of Heavy Industry informed the
Committee in evidence that the Deputy Chairman, Planning Commission
would be taking a meeting shortly where Chairman, Railway Board was
also expected to be present.

4.27 Subsequently, the Chairman, BBUNL informed the Committee that
such a mecting was held on 22nd July, 1995. The Deputy Chairman of the
Planning Commission presided over the meeting......... But there is no
record of this meeting.



33

4.28 Asked about thc rcquircment of wagons indicated by Planning
Commission, the Company stated, in its post-cvidence reply, the fol-
lowing:—

“The Eighth Plan Document (1992-97) had envisaged a target for
wagon procurement of 1,50,000 FWU and the industry (wagon
building) had been asked to gear up to meet the requirement. It thus-
follows that requircment of wagons as per projection is 30,000 per
annum upto 31.3.1997."

4.29 As against the abovc figures, Railway Board's offtake of wagons
according to the Company was as follows:—

From Industry From Rly. Workshop

1989-90 22855.5 721

1990-91 22987.0 798

1991-92 25083.0 1065

1992-93 25261.0 868

1993-94 18500.0 1000
500.0*

* From new entrants like Binny and Southern Structurals.

4.30 When the Committee questioned reason for variation in the figures
of the planning commission and actual offtake of wagons by the Railways,
thc Chairman, Railway Board answered the following during cvidence:—

“Procurement is an intcgral part of the exercise, because it lcads to
generation of total traffic capacity of the system. For 1992-93, we
planned for our investment to develop capacity of transport output of
267 billion tonne Kms. We achieved 258 b.t. Kms. While we planned
for and made investment to the extent of developing this 267 b.t.
Kms. and having achicved 258 b.t. Kms., it does indicate that the
system has that particular capacity. In 1993-94 we provided for
investment to generate a capacity of 277 b.t. Kms., but we achieved
finally average distance to which the traffic could get carried fell very
shortly. This indicates to us that for certain traffic which had the
traditional markct, thcre had been change in the marketing policjes.
There has also bcen production capacity which got generated.” The
traffic went on incrcasing but consumption and production centres
came nearer and the Icad became less. We felt that the system had a
surplus capacity and thcrc was a need to reduce our investment
towards gencration of additional capacity. That is one of the major
factors which lcad to rcduction in our wagon procurement prog-
ramme.”
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4.31 In this connection when asked what BBUNL has done for securing
wagon order from Railways, the holding company stated in its Post
evidence reply the following:—

“Efforts made by BBUNL for securing more wagon orders are
summarized below:

(a) Constant interaction was made by BBUNL with the highest
authorities in Railways for increasing allocation of wagon orders on
BBUNL units. BBUNL also approached Ministry of Industry,
Department of Heavy Industry, to take up with the Railways for
increase in Wagnerians. Several letters were written to Railway
Board, DHI etc. on the matter (Reference: bungles letters No.
BBUNL/Wagon/off-take/93-94 dated 23.9.92 to Executivé Direc-
tor, Railway Board, No. BBUNL/Wagon/93-94 dated 18.9.92 to
Joint Secretary, DHI, Fax Message dated 1.1.93 to Advisor (Stores),
Railway Board, No. SRC/Wagon:Prod: Rly Bd/93 dated 18.3.93).
At the request of BBUNL Secretary, DHI also took up the matter
with Chairman, Railway Board (Reference D.O. Letter No. 14(1)/
92-PE-III(PE) dated 12.10.92).

(b) BBUNL initiated discussion with the Chief Minister’'s Sec-
retariat and Director, Ministry of Industry, Government of West
Bengal to take up the matter regarding shortage of wagon orders
from Railways. BBUNL also represented in the meeting taken by
Hon’ble Chief Minister, Government of West Bengal.

(c) BBUNL Chairman being also Joint Secretary, DHI was
constantly in touch with Railways for release of wagon orders on
BBUNL units. Several letters were written by him (Reference:
Letter No. BBUNL:CMD:MIN/95/87 dated 21.4.95)

(d) Constant cfforts were also made to secure orders for export.

4.32 To a query regarding the suppliers-of wagons in the public and
private sector, BSCL stated, in the post-evidence reply that there are four
other public sectior units besides BSCL viz. (i) BWEL/MFP, (ii) BWEL/
MKA, (iii) BWT/Caicutta and (iv) Jessop/Calcutta. In the private
sector, there are S regular units making wagons such as (i) HGI/Delhi,
(ii) Modern Insdustries/Sahibabad, (iii) Hindustan Development Corpora-
tion/Calcutta (iv) Cimmco Biral/Bharatpur, and (v) Texmaco/Calcutta.

4.33 When asked, for the basis on which procurement of wagons from
Private/Public Sectors is being decided, the representatives of Railway
Board stated in evidence as below:—

“Once we decide on the number of wagons to be procured for a
particular year, then the Wagon India Limited decides about the
apportionment. Wagon India Ltd. is a unit of the' Ministry of
Industry. It apportions the number among the public sector, private
sector and cven the various units of the private sector and the



35

public scctor. It adviscs us.... and then we placc orders on that
basis.”

4.34 In this conncction, a representative of the Ministry of Industry
stated during evidence as under:—

“The Wagon India Limitcd is a Joint Sector Company of the public
scctor and the private scctor wagon manufacturers. It has been taking
up the cause of thc wagon manufacturers before the Ministry of
Railways. Currently. the position is that the division of orders
between the public sector and the private sector has been in the ratio

of 50:50.”

4.35 Asked whether the public sector was being given any preference or
not, the witness informed thc Committee during evidence:—

It was given a pricc preference carlier. Last year, thc Railways have
stoppcd giving pricc preference to the PSUs. When they took up this
casc, the Govt. itsclf had decided not to give any price preference to
the public scctor units. Because of this, the public sector has becn
given 60% orders and the private scctor has been given 40% orders."”

4.36 In this conncction. when asked as to what kind of preference is
given to thc PSUs by the Railways, Ministry of Railways, statcd through

its post-cvidence reply the following:—

“Question of giving any prcference by the Railways to public sector
units in thc mattcer of procurement of wagons does not arise as the
wagons orders arc rclcased on the basis of rccommendations of
Wagon India Limitced within the over-all production programme
finaliscd by Railways.”

4.37 The Committce desircd to know whether the Railway Board have
invitced open tenders for 1800 wagons. The Chairman, Railway Board
replied in evidence as follows:—

“By going for a tcndcr system, we can opt for the most competitive
price in the market. Aftcr all, I am a producer and I should have an
option. I should bc ablc to buy at the cheapest price and the high
quality and everything clse remaining the same. In the tender system
we excrcise that option.”

4.38 When asked to furnish a note indicating the total budgetary support
received by the Railways. the Ministry of Railways supplied through post
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evidence reply the following information:—
“(Rs. in crores)

SL Year Plan Size as apprv. Budgetary Suppon:t as
No. apprv.

1 2 3 4

1. 1990-91 5000 1694

2. 1991-92 5325 1694

3. 1992-93 5710 1925

4. 1993-94 6500 960

5. 1994-95 6515 1150

However, the total allocation set apart for wagons procurement during
thc above years was stated to have been (Rs. in crores) 770.49, 1056.92,
952.91, 781.00 and 655.64 respectively.”

4.39 When cnquired whether any study has been made on the feasibility
of the wagon manufacturing units of BSCL diversifying into some other
arcas of production in the absence of adequate orders from the Railways,
thc company stated in its post: evidence reply the following:—

“No formal study has been madc as yet.”

4.40 In this connection, the Ministry of Industry informed in its post-
cvidence reply as under:—

“BSCL has been referred to BIFR and BIFR has appointed IRBI as
thc Operating Agency of BSCL. BIFR has directed the OA to
cxamine and prepare a viability report of BSCL. At that time, the
scope and feasibility for diversification will also be examined.”

F. Refractory & Ceramic Units

4.41 All the Refractory & Ceramic (R&C) units except Salem unit have
been incurring losses ycar after year. The losses of the R&C unit (except
Salem) during the years 1990-91 to 1993-94 were Rs. 885.57 lakhs,
Rs. 960.79 lakhs, Rs. 1022.23 lakhs and Rs. 915.17 lakhs respectively. The
employees cost was always more than the net value added at Jabalpur,
Raniganj and Gulfarbari and sometime it was more than the value of
production of these units. The excess of employees cost over net value
added during 1994-95 was Rs. 49.15 lakhs at Jabalpur, Rs. 335.02 lakhs at
Raniganj groups and Rs. 229.11 lakhs at Gulfarbari works.

4.42 When enquired about the reason for continuous loss in all the R&C
units except Salem, the company stated before the Committee through a
written reply the following:—

“The main rcason for the continuous loss in sick R&C units are

obsolescence in their products and processes leading to ‘no demand’
situation.”
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4.43 Asked whether the Ministry agrec with the rcasons given by

the Company, the Ministry of Industry stated. in a writtcn reply, the
following:—
“The Refractory Units of erstwhilc Bumn & Company Limitcd served
as a captive plant for the Indian Iron & Stecl Company (IISCO)
Bumpur for their entirc requirement of rcfractorics. Therefore, there
was no problems of eithcr marketing as thcy were assurcd of buyer,
as also pricing as they rcccived transfer price. But this scenario
changed following taking ovcr of thc managcment and subscqucntly
nationalisation of Burn & Company in 1973 and 1976 rcspectively as
IISCO Burnpur ccascd to be the captive buyer of refractory items.
The obsolescence of their products further added to their problcms.
These products are no longer in demand in thc present market. After
the formation of the holding company, MECON was commissioncd
to undertake the viability of thesc loss making rcfractory units.
MECON were of the vicw that the present product mix has become
obsolete and suggestcd for ncw itcms with substantial investment
which was not agrecd to sincc BSCL has been referred to BIFR,
viability of BSCL including R & C works will be cxamined on the
decision of BIFR. Furthcr, GOM will also consider the individual
sick Company.”

4.44 In rcsponsc to a qucry by the Committcce, the Chairman, BBUNL
informed during cvidence that MECON was asked on 13th March, 1989 to
undertake this study and its rcport was submitied in July, 1989. An
amount of Rs. 15.87 lukhs was given towards fcc. They proposed an
investment of Rs. 93 crore towards modcrnisation and introduction of new
products. The new products wcre synthctic blast furnace, mass magnesia,
carbon bricks for diffcrent rcfractory units, sanitury warc and silica bricks.

4.45 Prior to this study undcrtaken by MECON various studics were
stated to have been undertaken by diffcrent consultants cngaged by BSCL
in respect of R&C units, thc company, in its post-cvidence reply, informed
the Committee of the following studics:

a. Emergency Plant Rchabilitation Projcct for Ceramic and Refractory

Units at Gulfarbari and Niwar:

M/s. Belpahar Refractorics Ltd. were appoiated by thc Company in

February, 75 for preparation of a feasibility rcport for modernisa-

tion and cxpansion of Refractory Units at Gulfarbari, Niwar and

Salem at a total fec of Rs. 1.5 lakhs. The capital cxpenditure was

cstimated at Rs. 16.71 crorcs which was subscquently rcduccd to

Rs. 1.27 crores by Government of India.

b. Crash Programmc for Rchabilitation and Limitcd Modcrnisation of
Salem Unit:

M/s Belpahar Rcfractorics conducted the study Rs. 98 lakhs were
sanctioncd by the Government in May '79.
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¢. Modcrnisation and Expansion of Rcfractory Plants and Magnesia
Mines at Salem:
M/s MECON conductcd the study and prepared a feasibility report
in April 79 cnvisaging an investment of Rs. 9.16 crores. Thc
project was sanctioncd by the Government in July '81. The projcct
was finally reviscd to Rs. 19.25 crorcs in March °89. Total fee paid
for consultancy, dctailed cngincering and up-dating was Rs. 25
lakhs (approx.)

d. Modcrnisation of Lalkoti Silica Works and Durgapur Refractory
Plant of Raniganj Group of Works:

M/s Sunder Consultants were appointcd as a Consultant on
17.12.81 to prepare a fcasibility rcport for modcrnisation of these
works in order to make them viable. The report was submitted on
3.3.82 proposing an investment of Rs. 199 lakhs (Durgapur Rs. 61
lakhs and Lalkoti Works Rs. 138 lakhs). Thc Project was sanc-
tioncd by thc Government in October '82.

4.46 During thcir on the spot visit in June 1995 to thc company, it was
brought to the notice of thc Committce in a representation that at present
the technology of the Stccl making has drastically changed resulting in less
consumption of gencral typc of rcfractorics as manufactured by these Units
othcr than Basic & Silica Coke-oven refractorics. So in this condition
modcrnisation is a must for thc survival of these units taking in vicw the
present rcquirement of various rcfractorics for thc Steel Plant with
minimum requircd manpowcr.

4.47 When asked as to how the company proposcs to undertake the task
of modcrnisation of thcse units in futurc, the company statcd in a post-
evidence reply the following:

“For modernisation, an amount of Rs. 93.50 crorcs is requircd.
(Estimate bascd on 1989-90 prices). Fund of this magnitudc is not
available from Govt. Possibilitics of getting fund from Bank and
Financial Institutions arc also remote.”

4.48 In this conncction when the Commitice cnquired to whether
modernisation activitics undcrtaken in the¢ company have helped in
alleviating its obsolcscence, the Chairman, BBUNL stated in cvidepce the
following:

“We have given plan funds to thc companics. I cannot cven say
whether these dozes are cnough becausc for want of sizable funds,
thcy have not undertaken any massive modernisation and diversifica-
tion programmec.”

4.49 The reasons for thc employces cost remaining more than the net
value addcd wcre stated by the company to bc obsolcte products and
processcs, low capacity utilisation, rising cmployment cost ctc.

4.50 It was stated by thc Managing Dircctor, BSCL during cvidence that
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another option available for the sick R & C Units was to merge these units
with the Bharat Refractory Limited, another public sector unit functioning
under the Ministry of Steel. However, this could not fructify.

4.51 When asked as to why the merger proposal did not materialise, the
company provided the following answer in its post-evidence reply:

“An expert committee on Public Enterprises (ECOPE), popularly
known as Fazal Committee, set up in August 1980 by erstwhile
Burcau of Public Enterprises, Ministry of Finance, had recommended
that Refractory & Ceramic Units of BSCL may be merged with
Bharat Refractory Limited, a public sector undertaking under the
purview of Department of Steel. A special team was also set up
under the Chairmanship of Shri N.C. Mukherjee, the then CMD of
BRL. Since the BRL had been incurring losses and since most of the
refractory units of BSCL were also characterised by huge losses and
high labour cost, the Special Team concluded that their merger with
Bharat Refractory Limited will not lead to any solution to the
problem. Rather these problems were going to be compounded and
not simplified. In these circumstances, Department of Steel were not
agreeable to the merger of refractory units of BSCL with Bharat
Refractory Limited.”

4.52 When enquired as to what efforts have been made by the Ministry
in this regard, the Ministry of Industry, in a written reply, furnished the
following information:—

“To consider Fazal Committee recommendations, Department of Steel
constituted a special team. The team concluded that their merger with
BRL will not lead to any solution to the probiems. The matter was
again taken up with Department of Steel in July, 1992 to consider
merger of unviable R & C units with BRL which was not agreed to by
the Department of Steel. This issuc was not taken up in Committee of

Secretaries.”

4.53 In Salem too, there has been a sharp decline in profitability from
Rs. 1240.98 lakhs in 1992-93 to Rs. 571.23 lakhs in 1993-94. The profit
further declined during 1994-95 to Rs. 150 lakhs (before interest on GOI

loans).

4.54 Asked about the reasons for the sudden fall in the profitability at
Salem the Ministry of Industry, in a written reply, stated as below:

“Salem is thc only profit camning R & C Unit of BSCL. Its
performance has taken a sharp beating due to fall in domestic demand
particularly in Steel Sector. As a result the profitability of this Unit
has come down from Rs. 12 crore during 1992-93 to Rs. 5.71 crores in
1993-94. To make up for sudden sharp fall in domestic demand, the
company has decided to embark on an Export drive.”



CHAPTER V

GENERAL
A. Staff Strength

5.1 Category-wise employee-strength of the company in the last 3 years
have been as follows:

Category-wise Manpower

As on As on As on As on
31.3.1992 3131993 31.3.1994  31.3.1995

Officers

Technical 528 541 537 510

Non-Technical 285 2n 257 237

Supervising Staff

Technical ™ ne 676 545

Non-Technical 2 p] 19 26

Clerical 852 83 785 761

Sub-Staff & Security 838 800 741 703

Workers 10,439 9,098 8,896 6317
13,744 13,083 11,911 9099

5.2 However, the company inherited approx. 18,000 employees at the
time of take-over in 1973. Gradually, retirements/V.R. have reduced the
mappower which is now, 3099 as on 31.3.1995.

5.3 When enquired as to what extent over employment has led to
deterioration in financial position, BSCL stated in its post-evidence reply
the following:

“At the time of take-over, alongwith the two privately managea
andertakings, approx. 18,000 employees were also taken-over. This
strength has gradually reduced to 11,911 over the years due to natw.al
depletion by way of retirement/superannuation, resignation and also
voluntary retirement. No formal study has yet been done to identify
shop-wise/department-wise over-employment. However, considering
the fact that four refractory umits are chronically sick without any
chance for its revival, approx. 2500 employees attached to these units
wre burden on the Company at present.”
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5.4 To a query as to when the company envisages to reduce the staff
strength to the required level, the company mentioned in its post-evidence
reply as under:

“Reduction of manpower will be possible gradually by volunury
retirement or closure of sick units. Since the Company is under
reference to BIFR, the subject regarding reduction of staff/workers’
strength would depend on the future revival package/reconstruction

proposed by BIFR.
B. Accounting Policy and Internal Audit

5.5 The Company followed since 1989-90 the accounting policy formu-
lated by its holding company. There was no full time officer in charge of
internal audit. The Managing Director of the Company has started
monitoring of internal audit function from November, 1993.

5.6 Asked about the system of internal audit, the Managing Director,
BSCL stated during cvidence as below:

"“T'his situation was true earlier when the Audit man and the
Accounts Man happened to be the same person. But today the Audit
Department is separate. I also accept that the Audit Department is
not as claborate as it should have been in a company having 11 units
located all over India. Today the situation is such that every month I
am finding people at the official level deserting me. They have
deserted because of the threat of the reference to the BIFR, the
closurc, the talk of privatisation, etc. The vacancy for the post of
Director (F), BBUNL has been advertised three or four times. Two
of the Director(F): Director(F), BBUNL and Director (F), Jessops
sought premature retirement. The financial management has become
difficult. Today, we have a Manager (Internal Audit), who looks
after this. I also admit that in some of the units, we are not having

any audit person.”
C. Board of Directors

5.7 There has veen no regular full-time Chairman and Managing
Director, BBUNL with effect from 21.06.1993. Till a n:gnhr CMD is
appointed, Joint Secretary in the Deptt. of Heavy Industries is acting as
Chairman, BBUNL and Director (Personnel), BBUNL is acting as
Managing Director.
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5.8 When asked about the reasons for the post of the CMD remaining
vacant for such a long time, the Chairman, BBUNL stated during evidence
the following:

..... in 1993 we got the panel from the PESB. That panel was not
accepted by the Govt. for certain contradictions in the panel itself.
Then the second panel, on our request, was submitted by PESB. That
second panel is still under consideration because vigilance clearance in
certain cases is yet to be obtained from the CVC.”

5.9 In this connection, when the Committee wanted to know whether
the Chairman of the Holding Company attends the Board meeting, the
Chairman, BBUNL stated during evidence as helow:

“Sir, I am supposed to preside over the Board meetings. I think,
last year I have attended four Board meetings of BSCL in 1994-95. I
am the Joint Secretary here and have to look after a lot of urgencies
related to Parliamentary works and other matter. Sometimes, it
becomes difficult to accommodate a date and even if a date is given,
I am unable to be there due to pressing unforeseen urgencies here.”

D. Survival Strategies

5.10 The Committee during their on the gpot visit to the BSCL in June,
1995 were given a representation by ‘Burn Bachao Committee’ which
contained in it the synopsis of Revival Strategy for BSCL, which are as
follows:

I. Full capacity utilisation of installed facilities to increasc market
ghares in all work areas and to venture into new allied markes¢
segments.

11. Diversifying to remunerative product lines to offset dependence on
Railways.

1L Replacement of obsolete plant and machinery with the same of
updated technology.

IV.  Suitably training of personnel involved in low technology jobs and
redeploying them to remunerative product lines.

V. Strengthening Project Wing with upgraded technology and Foreign
Collaborations.

VL Laying special emphasis on Railway Machine Shop and Foundry
Division.
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VII. Required modernisation and ISO 9000 certification for the entire
works to derive competitive advantage.

VIII. Provision of functional Autonomy to the unit heads with higher
delegation of power specifically in financial, purchase and
marketing affairs.

IX. Replenishment of workforce, lost duc to natural decay or clse.

X. Formation of strategic planning cell to deal with corporate plan-
ning, project, marketing, diversification strategies, portfolio man-
agement with business and technological planning.

XI. Dismantling of BBUNL.

XII. Thorough restructring of organisational structure and induction of
professionals at key position.

5.11 When asked as to what extend BBUNL agrees with the strategy as
outlined by Burn Bachao Committee, the holding company stated in its
post-evidence reply the following:

“Burn Banchao Committce has given some valuable suggestions. The
suggestions will be examined while submitting revival plan to BIFR
through operating agency.”

5.12 However, subsequently in a post evidence reply submitted to the
Committee, the BBUL expressed disagreement in respect of some of the
points like provision of functional antonomy to the unit heads with higher
delegation of power; replenishment of workforce lost due to natural decay,
dismantling of BBUNL and thorough restructuring of organisational
structure.

5.13 When asked what steps were being taken in this regard, the holding
company stated the following in a post evidence reply:—

“The company being a ‘sick industrial undertaking’ under SICA is
now referred to BIFR. BIFR has appointed Industrial Reconstruction
of Bank of India (IRBI) as the Operating Agency with a task to
cxamine the viability and prepare a revival scheme for BSCL. The
Operating Agency with the assistance of consultants in the relevant
field is expected to submit the revival scheme for BSCL for
consideration of BIFR.”



PART-B

RECOMMENDATIONS/CONCLUSIONS OF THE
COMMITTEE

1. Burn Standard Company Limited (BSCL) was incorporated as a
public sector undertaking on 1.12.1976 after the acquisition of erstwhile
Burn and Company and India Standard Wagon Company. It became a
wholly owned subsidiary of Bharat Bhari Udyog Nigam Limited (BBUNL)
with effect from 11.6.1987. The Committee are constrained to find that even
after about 20 years of its existence, the company has failed to attain a
sound financial position. On the contrary it is facing problems like surplus
manpower, high incidence of employment cost out dated plant and
machinery, obsolete technology, and accumulated losses exceeding the net
worth as a result of which it had to be referred to BIFR. On the basis of
their examination the Committee have made a number of suggestions which
are contained in succedding paragraphs.

2. The Committee note that BSCL was established with the avowed
objectives of maximising pre-interest profit to 10% of turnover, achieving
production growth by 20% (in value) annually (subsequently revised to 10
to 12% in April, 1986), repayment of Government loans and achieving debt-
equity ratio of 3:1 and development of captive ancillary units. They are
however, constrained to observe that the Company has failed to achieve
most of these objectives except debt equity ratio to some extent. What is
worse, even the holding company Bharat Bhari Udyog Nigam Ltd. failed in
achieving its primary mission of making the group a cohesive and
- economically viable one. The losses of the group which were Rs.18.44 crores
during 1986-87 increased to Rs.233.60 crores during 1994-95 while Burn
Standard Co. Ltd. alone which had earned a profit of Rs.0.34 crores during
1986-87 continuously incurred losses during the subsequent years. Its loss
during 1994-95 alone was Rs.115.94 crores and cumulative losses as on
31.3.95 stood at Rs.292.03 crores. The Committee have received an
impression that the holding company has also failed in giving proper
direction to all its subsidiaries including BSCL particularly in regard to
marketing.

3. After the formation of the holding company in 1986, it started
preparing a corporate plan for the group and a plan envisaging an
investment of Rs.111 crores for Burn Standard Co. Ltd. was submitted to
Government in August, 1990. After two years i.e. in 1992, it was rejected
by Government on the ground that by that time a study by M4 W.S. Atkins
had been commissioned. It is pertinent to mention here that before this
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MECON was asked on 13 March, 1989 to undertake the study with regard
to R&C units and the Report was submitted in July, 1969. As elsewhere
commented upon by the Committee in this Report, the recommendations of
MECON for an investment of Rs.93 crores towards modernisation and
introduction of new products in R&C units of BSCL in order to make them
viable were also not implemented for lack of funds. Similar was the fate of
the study undertaken by M4A W.S. Atkins in association with National
Industrial Development Corporation who submitted a report in 1992 to the
holding company and the Government regarding financial and organisa-
tional restructuring of the group. The report envisaged total investment of
Rs.357 crores and recommended inter-alia conversion of the holding
company into a unitary company merging all the existing subsidiary
companies including BSCL, separation of all unviable units of BBUNL
including all loss making R&C units of BSCL and financial restructuring of
BBUNL. The Committee are pained to observe that the Government couid
not take decisions on these recommendations and a number of subsidiaries
including BSCL were gradually referred to BIFR. The net result is that the
expenditure of Rs.6.73 crores incurred on this study inclduing Rs.4.17
crores in foreign exchange proved futile. The argument now put forward by
Government for not implementing the recommendations of the consultants
that a single unitary company would have extinguished the age-old historical
companies is indicative of lack of pragmatic approach basically. The
Committee highly deprecate the failure of Govt. to take positive decision for
revival of this group even after spending crores of ruppes on various
studies. They, therefore, recommend that even at this late stage Govern-
ment should give due and serious consideration to the restructuring
of BBUNL companies and provide sufficient funds with a view to make
them viable and to protect the interests of labour.

Recommendation (Sl. No. 1 Para Nos. 1-3)

4. Another plan envisaging an expenditure of Rs. 30 crore was prepared
by the company in 1984 for renewals, replacement and modernisation. The
investment was subsequently revised to Rs. 62.63 crores. The Committee
are surprised to learn that neither the original nor the revised corporate
proposal for such renewal, replacement and modernisation was submitted to
Government for approval; on the contrary, the Government continued to
sanction projects from time to time based on the piecemeal proposals
received from the company subject to avaflability of plan funds. The
Committee are of the opinion that had a comprehensive view been taken
and required funds made available in time, the end result could have been

different.

5. The Renewals and Replacement scheme (1984-85) included Machine
Shop Rebuilding Project at Howrah works. The machine was commissioned
in May, 1986 after incurring a total expenditure of Rs. 201.42 lakhs. But no
high valued sophisticated and high technology orders (viz on shore oil rig
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structures) could be secured and the machine was used for other works l.e.
for steel plant equipments of rolling type since 1988-89. Though the machine
is reportedly now being fully utilised for machining of heavy parts.for steel
plant equipment, slag Dump cars, slag pot cars etc. the committee
understand that the company has still not been able to secure high value
sophisticated orders for which the machine was commissoned. Similarly a
plate Bending Machine, commissioned in February, 1987, which was
intended for execution of orders for steel plant, mining equipment etc, is
lying idle after incurring expenditure of Rs. 75.63 lakhs including civil
works. The Company had been incurring heavy interest charges on an
amount of Rs. 50 lakhs taken under IDBI Bill Rediscounting scheme for
procurement of the machine. The type of heavy plates which the machine is
capable of producing are not now required. The Committee deprecate the
commissioning of the machine for which proper orders could not be
secured. This only goes to show lack of farsightedness and proper planning
on the part of management. The Committee would suggest that the
feasibility of disposing of at least the Plate Bending Machine which is lying
idle since long should be explored soon.

Recommendation (SI. No. 2, Para Nos. 4-5)

6. The Committee are distressed to note that the modernisation and
expansion of Refractory units at Gulfarbari and Niwar were scheduled to be
completed by November, 1978 but some of the machines like Gas Producer
Plant at Gulfabari and Dust catcher equipment at Niwar were commissioned
only in 1984-85. The reasons advanced by the company for the delay in
supply of plant and equipment such as occasional labour trouble and failure
on the part of the contractor to execute the work in time appear to the
Committee to be too general and not the ones which could not be overcome
by proper planning and management. The Committee are further given to
understand that the tunnel kiln at Niwar was already installed by the
erstwhile management but it was not commissioned. Subsequently it was felt
that additional facilities would be required to make this tunnel kiln
operational. It was not commissioned by the Company due to steep rise in
prices of furnace oil in 1980 which has made its operation economically
unviable. The Committee at this stage can only recommend that the
Company should make a time-bound plan to operationalise its commisioning
under intimation to tF: Committee.

7. The Committee are surprised to learn that although various studies
were undertaken by different consultants in respect of R&C units, no
substantial modernisation activities could result from such studies. For
modernisation an amount of Rs. 93.50 crores is required. Fund of this
magnitude could not be made available by Government. The Committee
deprecate the lackadaisical attitude of the Government in not making the
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funds available to the company. They recommend that in order that the
R&C units of BSCL can survive and become economically viable, Govern-
ment should make the required funds available for their modernisation.

8. The Committee are pained to observe that the modernisation of
Refractory plants at Salem also involved a time over-run of 17 months and
was completed finally in December, 1991. The cost of the project also
increased to Rs. 19.25 crores as agains<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>