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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having been
authorised by the Committee to present the Report on their behalf, present
this Sixty-Seventh Report on Hindustan Antibiotics Ltd.

2. The Committec also examined Paragraph VIII of the Report of the
Comptroller and Auditor General of India, Union Government (Commer-
cial) 1981, Part XII—Miscellaneous Topics of Interest.

3. The Committee took evidence of the representatives of National
Fertilizers Ltd. on 12, 13 and 14 October, 1982 and of the Ministry of
Chemicals and Fertilizers on 27 and 28 January, 1983.

4. The Committee considered and adopted the Report at their sitting
held on 7 April, 1983,

5. The Committee wish to express their thanks to the Ministry of
Chemicals and Fertilizers and Hindustan Antibiotics Ltd, 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 Chemicals and Fertilizers and of the
Hindustan Antibiotics Ltd. who gave evidence and placed their considered
views before the Committee, .

6. The committee also place on record their appreciation of the assist-
ance rendered to them by the Comptroller and Auditor General of India.

MADHUSUDAN VAIRALE
New DEL@I ¢ '

April 16, 1983 “ Chairman,
Chaitra 26, 1905(S)

s

Committee on Public Undertakings.

(vii)
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ROLE OF HAL

A. Objects and Obligations

Hindustan Antibiotics Ltd. (HAL ) established in March 1954 ts mainly
engaged in production of penicillin, streptomycin, Vitamin C, ampicillin and
various formulations. One of the objectives of the Company is to add new
lines to products and sub-products around the strength of expertise both
vertically and horizontally and thereby attain ‘commanding heights’ in the
drugs field and especially in the antibiotics field,

1.2 The Government had in November, 1970 accepted the recommen-
dations of the Administrative Reforms Commission that they should, in
consultation with the public'undertakings, make a comprechensive and clear
statement on the objectives and obligations of public undertakings laying
down the broad principles for determining their precise financial and eco-
nomic obligations in matters such a creation of various reserves, the extent
to which the enterpriscs should undertake the responsibilities of self-financ-
ing, the anticipated returns on the capital employed etc, The Ministry
furnished to the Committee a statement of objectives and obligations drawn
up by HAL and approved by the Company’s Board of Dircctors,

1.3 During the cxamination of the representatives of HAL the Com-
mittee enquired as to what was the share of HAL in the total production
of bulk antibiotics drugs in the country, the Managing Director HAL in-
formed as follows :—

“The total share of antibictics production is 22.1% in 1980-81 and
223% i 1981-82. Although there are about 16 antibiotics
only 4 are being manufactured by HAL and in respect of that
our share is quite substantial. There are 12 major antibiotics
manufacturers. So taking the number as well as the total anti-
biotics, our share is quite substantial as far as antibiotics
wanufacture is concerned.”

1.4 In regard to share in formulations, the Company furnished the
following data :

Year Output of Anti- HAL's output of -HAL's share of
biotics formulations  Antibiotic formula- formulation produc
in India tions tion asa perccntage

of total production
in India (%)
(Rs./crores) | (Rs./crofes)
- —
1980-81 .. 240 1320 5:5%

198182 . | 260 1872 72%




)
~

1.5 The Committee were informed that according to the Government's
Drug Policy at least 40% should be made available to other formulators.
HAL sold 40% of the bulk in the market and the rest was formulated by
the Company itsclf. The Managing Director stated that there were “as
many as 5,000 formulators. Barring about 100 and odd, who were the
major formulators, the rest were in small scale or in medium scale sector.
The bulk drugs were sold dircct from Pimpri and for formulations HAL
had their own distribution network”™.

1.6 During evidence the Committec drew attention of the Managing
Director to the objective of attaining ‘commanding heights’ in the drug ficld
and asked how far the Company had been able to achieve that, the Managing
Director replied :

“It is the objective of the public sector to have the commanding
heights in the various fields. There are four such companies,
One more is to be nationalised very soon. ‘Totally this comes
to 5 companies, one under Government management, to be
nationalised very soon., The share in 1978-79 of the public
sector in drug manufacture was 24.5% and in formulations
5.7%. In the 6th Plan, in the year 1984-85, share of bulk
drug-is to be 32.3% and formulations 13.5%. That is, it
goes up from 24.5 to 32.3 in .bulk drugs and from 5.7 to
13.5 in regard to formulations. Hindustan Antibiotics is the
first public sector undertaking in the drug field. We have played
a pioneering role and we were the first to make Penicillin, It
was in 1954-55. We made streptomycin for the first time in
the country in 1962. We were the first to make Ampicillin
way back in 1973, This ycar we started manufacture of
Gentamycin for the first time. We will be with it one among
the half a dozen manufacturers of this antibioti¢ in the world.
We are the only company to have discovered and introduced
original antibiotics viz., Hamycin and Aurogungin. One for
agricultural usc and the other for human use. We are pioneers
also in ancillary development e.g. manufacture of vials. Other
units came later on, Thus pioneering work was done by us
and we are the leaders in bringing new products which would
not have come into the market otherwise, had we not taken
the lead. .. ... Multindtionals did not come forward to manu-
facture the bulk drugs because the bluk drugs are highly capital
intensive and involves high technology. We are having com-
manding heights in the sense that our public sector units have
made a base with which thc country could progress further.
The UNIDO classified all thc drug manufacturers into 5 cate-
gories. According to them, India, Brazil and Mexico are
put under the category 5. The drug development in India is
of the highest order. About 400 and odd drugs are manu-
factured in this country. Basically almost, all bulk drugs are

' .made in this country except that therc arc some shortages in

a few cases. ' The manufzcture of these drugs has been possible

- because of the commanding role that the public sector has
played in initiating manufacture of bulk drugs. There are

meny countries ‘like Indonesia where there is hardly any bulk

drug manufacturing industry at all. They only buy the bulk
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from outside the country and then they formulate so India is
in a unique position to make the bulk ~ drugs and there the
companies like Hindustan Antibiotics and 1DPL have an im-
portant 1ole to play.”

1.7 He further added-—

“We had started the manufacture of bulk drugs, where others were
not stepping in. Along with it we started formulation activity
in a small way but it was realised that if we have to be profit-
able, the profit is in formulations. Therefore, in the Sth Plan,
we had come with an-expansion and diversification programme
with emphasis on the formulations. Most of these programmes
have been completed. The formulation plant at Pimpri has
been expanded. We are setting up three joint sector units
with a majority share holding at Nagpur, Bangalore and Goa.
With this additional formulation capacity, the Public Sector
share in the formulations is expected to go upto 13.5%.”

1.8 He also informed the Committce that through UNIDO, the Com-
pany had received some enquiries regarding collaboration in regard to setting
up antibiotic industry in Iran and there were also enquiries about produc-
tion of individual drugs from South Korca, Singapore and WHO.

1.9 The Committee pointed out that in 1980-81 while the total produc-
tion was worth Rs, 240 crores, the import was worth Rs. 150 crores. In
view of the large amount spent on import of drugs the Committee enquired
how the Company could claim commanding height. The Managing Director
stated that the figure of imports included all types of drugs, out of which
only HAL was producing guntamycin, On their part their endeavour was
restricted to making their plants run to rated capacity and to that extent
help stop imports. He cited the following examples.

“For example, ycar after year, streptomycin imports were taking
place. But we have decided this year that no more import of
it should be allowed. CPC (State Chemicals & Pharmaceutical
Corporation of India Ltd.) has accepted this. For example, in
penicillin products, hardly any import is taking place, because
of our capacity. Of course, others are also manufacturing
them. Similarly in regard to Ampicillin anhydrous for the last
few years, we have been meeting the entire requirements of the
country; and to that extent, there are no imports of ampicillin
anhydrous. We also developed a process to manufacture
ampicillin trihydrate; and we modified the plant to manufacture
it. We have told CPC this year that we will make it. In the
same plant we are making it. So, no import should take
place.”

1.10 The Committee during evidence enquired from the Secretary,
Ministry of Chemicals and Fertilizers, whether the statement of objectives,
drawn up by thc HAL and approved by its Board of Directors,
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had been approved by the Ministry in pursuance of the guidelines issued by
the Burecau of Public Enterprises. He stated :
“So far as objectives are concerned, the BPE in its circular dated
May 1979 required the public enterprises to spell out their miero
objectives consistznt with the broad objectives spelt out in the
Industrial Policy Statement of 1977. The HAL sent the micro
objcctives of the Company as approved by the Board of Direc-
tors in December 1979. The statement of micro objectives
was-seen in the Ministry and forwarded to the BPE.”

1.11 The Committee pointed out that the share of the Company in
country’s total production of antibiotics was only 22.3% in bulk drugs and
7.2% in formulations. The Committec enquircd whether in view of this
small share it could be said that the progress of HAL in the last 28 years
in achieving its objectives of attaining ‘commanding beights’ in the antibio-
tics field had been satisfactory. The Secretary of the Ministry explained :

“So far as HAL is concerned, it has been a pioneer in the manufac-
ture of bulk drugs in this country. It commenced production
of penicillin in 1955 and over these ycars it is also undertaking
the manufacture of essential antibiotics such as streptomycin,
ampicillin and eentamycin. At present it is one of the pro-
ducers of antibiotics in the country. Initially its role was
viewed essentially as a bulk manufacturer. Heavy investmerits
were made as most of these bulk drugs werc not made in the
country and it was essentially required to produce these bulk
drugs to sugcpg to other formulators in the country who werc
importing ¢ bulk drugs. To an extent it has helped in
import substitution. In the later years HAL hus also decided
to establish formulations market though of course it was a late
cntrant in the field. Now it takes a little time for it, to stabilisc
itself so far as formulations production and marketing is con-
cerned.” *

1.12 On the Committce pointing out that there was difference between
‘the terms ‘pioneering role’ and ‘achieving commanding hcights’, the Secre-
tary stated :

“This word ‘commanding heights’ in the public sector is used in a
general sense, particularly (in the context of the Governments’
total infrastructural development. (In case of HAL) it is more
in terins of leadership role one plays. Even today IDPL and
HAL are the two leaders in the antibiotics field in the public
scctor. They cover near about 55 to 60%. I would say,
lcadership role should be established. In the Hathi Commit-
tee Report it is mentioned as providing leading role in the pub-

" lic sector.”

1.13 In reply to a suggestion of the Committec whether Government
‘would like to substitute the term ‘commanding heights’ by the term ‘lcading
aole’, the Secretary stated :

“When we review all these things, definitely this will also come up
for review. ‘Commanding heights’ is used in public scctor in
the light of developing infrastructural facilities. There are
infrastructures whi,cg are essential in fields like Defence, Steel,
Railways and others. It has to be ‘commanding heights’ in the
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very pature of things there. In our field there is lot of com-
petition. They do provide leadership role. There is no doubt.
That may be the appropriate word to be used than command-
ing heights.”

1.14 The Committee enquired from the Secretary, Ministry of Chemi-
cals & Fertilizers as to what was the production growth of the drugs indus-
try in the Fifth Five Year Plan (1974-79) and how did it compare with
thc growth of HAL during the period. In reply he stated as follows :

“As against an increase in the value of production during the Fifth
Plan by about 122%, for bulk drugs and 163% for formul:
tions, HAL’s value of production increase was 123% during
the same period. With the completion of the projects for ex-
pansion of the capacity of bulk drugs and formulations, its
growth is expected to accelerate during the coming years. Its
sales also grew at a raic of 37.5% during 1981-82 and is ex-
pected to increasc further at a rate of 36% during the current
year. Briefly I can give you an idea of what exactly the
position has been particularly in the Sixth Plan period and what
is its share because that is the major thrust of this question.
So far as monitored antibiotics are concerned, apart from IDPL
and HAL, we have two bulk drug manufacturers also in India,
namely Alembic as well as Standard Pharma. So far as peni-
cillin is concerncd, HAL has been producing and its share of
the total is about 30-36% both during 1980-81 and 1981-82.
Regarding Streptomycin, its share in the total production of the
drug was 40% in 1980-81 and 42.25% in 1981-82. Regard-
ing Ampicillin Anhydrous this is 100% of the total production
in the country in the organised sector. There arc number of
producers, 7 or 8 producers, in the country for Trihydratc. Re-
garding Ampicillin  formulations as a whole, HAL’s share is
only 9% or so of the total production. Competing firms are
there and they are also giving to others. Gentamycin is another
major antibiotic. Here it is 100%. Nobody else is producing.”

~ 1.15 In regard to the proposals to accelerate the growth of HAL, the
Secretary stated : —

“The growth of HAL in the next few years will depend upon some

very important factors. One is, the full utilisation of the ex-

Pandcd capacitérr in the manufacture of bulk drugs and formu-

ations. The first thing has to be to consolidate the pusition.

to have the necessary infrastructure¢ in this important field so

that it is able to reach the expanded capacity in the matter of

manufacture of Bulk drugs and Formulations and to utilisc them

fully. This will. quite natutally, depend upon HAL's own

success in the matter of obtaining greater share of the market.

The proper strategy has to be followed. Efforts have to be

made in the field of marketing. Both production and market-

ing steps have to go together. These two have to be very well-

developed now. The other arca where HAL’s success will

depend upon is in obtaining technologies for the manufacture

of new drugs, Vitamin B.12 etc. Refampicin is an important

drug. It is anti-TB and anti-leprosy drug. Nobody else is

-
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producing it in the country. There is a greater demand. It
1 imported totally. HAL has approvals for this purpose. 1f
they are able to get suitable technology, it would be a worth-

while investment and it can progress. is would depend upon
the availability of resources of the plan period, particularly in
the coming years, in the 7th Plan also, should move for-

ward and they have been asked to give some attention to it to
see in what way &arﬁcularly in the short term any improvement
can be made, e are considering these proposals particularly
for the bulk drugs, in case they are able to get suitable tech-
nology. But marketing is a very very important area. IDPL
and HAL have agreed to do it. This is the area which require
to be stepped up.”

1.16 On an cnquiry about the provision made in the Sixth Five Year
Plan for future development of HAL, the Secretary stated :

“Provisions have been made. About two months ago, a new invest-
ment proposal was approved for HAL and that is a down _thas—
ing kind of investment. For that money is being given. ere
is no problem for that. Most of the production of formula-
tions went to the State Governments. Apart from that, they
sell bulk drugs to other formulators in the country with overall
result that they have not been able to develop the trade market
at all. They have got intoa vicious circle. They have got
the capacity. They ought to produce more. They do not have
the proper organisation to interact with the members of the
medical profession, with the people who prescribe these medi-
cines. Now this point is being looked into by the manage-
ment.”

1.17 When enquired whether there was any corporate plan for HAL
providing targets for (i) production in physical terms (ii) value added (iii)
capital investment and (iv) generation of internal resources, the Sccretary
of the Ministry replied :

“So far as corporate plan is concerned, the HAL has not prepared
once. Actually this concept of corporate plan 15 com-
ing up significantly only now. We have now been
insisting on the public undertakings to have corporate
plans and not only to go on the basis of the Sixth Plan or the
Annual Plan where basically production, investment ctc. are
broadly indicated. Corporate plan is a more detailed document
covering various aspects of the overall functioning of the
Company; apart from production and investment, it has also
Chapters on personnel management, management development
financial performance, industrial relations etc. These arc mat-
ters which we arc now examining, and we have asked the HAL
alsp to prepare a corporate plan, Onc problem which T want
to mention and which has relevance to this question is about
laying down in the micro objcctives any references to the ques-
tion of return on investment or financial returns, etc. as were
mentioned, for cxample, in the earlier statement that was once
forwarded-anticipated returns on capital employed and wage
and pricing policy, ctc. There is a little problem here so far



7

as the drug industry is concerned. While we can certainly
indicate broadly, based on the undertaking range of production,
what exactly are the basic bulk drugs and formulations to be
produced. So far as returns are concerned much depends on a
number of factors. It may be that changes take place in tech-
nologies, and unless the investment decisions are taken on a
new scheme or on modifications or renovations to the existing
ones, it becomes very difficult to establish with reliability the
returns on the capital employed.”

1.18 In regard to generation of intcrnal resources, the Secretary informed
that since the Company was incurring losses, there was no generation of
internal resources for the last 3-4 years,

1.19 On a further enquiry as to what was the diﬂicultgein finalising
the objectives very precisely, the Secretary, stated “it should be possible to
do a little more examination of this. I accept somc measure of rethinking
is possible.”

1:20 According to the staiement of objectives and obligations drawn
up by HAL, the Compaay was expacted to ‘‘attain the Commanding heights
in the drags field and specially in the antibiotics field’’. It was clarified in
evidence before the Committee that what was envisaged was only a pioneering
and leadership role. The Committee desire that the basic role should be
defined in concrete terms.

1-21 The Committee note that in 1980-81 and 1981-82 HAL’s share
in the production of antibiotics was 22:1 per cent and 22 ‘3 per cent in bulk
products and S-S5 per cent and 72 per cent in formulations, respectively.
It is expected that Company’s growth will be accelerated with the completion
of expansion projects. 1t is nevertheless disappointing to the Committee that
the Company’s contribuation te the drug field was insignificant even 28 years
after its setting up. They hope, as stated by the representatives of the Ministry,
the Company will be able to consolidate its resources in the coming years and
thus achieve a significant place in the country’s drug production.

1:22 The Committee are surprised that the Company has not yet for-
mulated its corporate plan. Tt is only recently that the Company has been
advised by the Ministry to formulate such a Plan. The Committee desire
that the Corporate Plan should be formulated soon. In the absence of a Cor-
porate Plan it is difficult to have a clear dircction for the Company’s growth
consistent with its objectives and obligations and the national plans.

B. IDPL Vis-a-Vis HAL

123  The Indian Drugs & Pharmaceuticals Ltd.’s plant at Rishikesh is
engaged in manufacture of the following bulk antibiotics—
1. Penicillin including Potassium Penicillin G, Sodium Benzyl Peni-
cillin and Procaine Penicillin.
2. Tetracycline including Tetracycline Hydrachloride and Oxytetra-
cycline Hydrochloride.



3. Streptomycin Sulphate.
4. Semi-Synthetic Penicillin including Ampicillin and Amoxycillin.
5. Erythromycin.

1.24 The Hindustan Antibiotics Ltd. are also manufacturing items men-
tioned at S. Nos. 1, 3 and Ampicillin of item 4 above. Both the plants are
basically manufacturing antibiotics, though in somec cascs with different
technologics.

125 The Committee drew the attention of the Sccretary, Ministry of
Chemicals & Fertilizers to the recommendations of the Hathi Committee
that the production of narrow spectrum antibiotics should be assigned to
HAL in prefercnce to IDPL and desired to know whether the expansion of
HAL was sanctioned keeping in view this recommendation. The Secretary
explained as follows :—

“Taking into account the following facts, it was decided to approve
the expansion for both HAL and IDPL. 1In IDPL the pro-
posed expansion was more related to the maximum utilisation
of the existing plant capacity with investment on certain plants
and equipments. .In HAL it was the introduction of high-yield-
ing Japanese strains and the technology required certain invest-
ments in plant and machinery to overcome limitations, Re-
garding Ampicillin there was no significant saving in building
one large plant of 70 tonncs capacity as compared to two plants
of 35 tonnes capacity each at Pimpri and Rishikesh. In the
data on which the final economic appraisal was made, all these
were gone into, all the normal processes of scrutiny of projects.
In consultation with the Planning Commission and PIB it was
found that no significant saving could be achicved by having
onc large plant of 70, rather than two of 35, That is why
the Project Appraisal Division agreed that this was a viable
investment for which both HAL “and [DPL tould go in for.
Basically, these are two different strains. A very careful ana-
lysis was made of the question whether it should be only with
HAL or IDPL.. Earler, the production of streptomycin  and
Pelli’iﬁillin had started in 1960s and the 1959s in both HAL and
ID .”

126 He went on to say—

“Even before the Hathi Committee, both HAL and IDPL were
making narrow spectrum antibiotics,. The Hathi Committee
recommended that the two should be brought into HAL. This
expansion was for better utilisation of facilities. In IDPL
certain facilitiecs were rendered surplus. To utilise the exist-
ing facilities thesc expansions were considercd. Having regard
to the availability of existing facilities in both the places, how
to utilise them in an optimum manner was the question before
the Government. The Project Appraisal Division of the Plan-
ning Commission, our own Financial Adviser and the PIB took
the view that thcre is not much of saving in creating a large
plant in one place, rather than two smaller plants utilising the
existing facilities in the two places,”



1.27 In reply to a query of the Committee whether the question of
merger of Rishikesh Unit of IDPL with - HAL had been considered, the

Secretary stated :

“This question of the merger of the two units has not been consi-
dered so far, as there are two technologies and the units are
at two different locations and there are two different types of
equipment. The investments are madc under both these con-
cerns separately. Also production is necded from both thesc
concerns to mect the requirements. The question of bringing
IDPL Rishikesh under the ownership of HAL has not been
considered at all. The strains and processes for the manufac-
ture of Pencillin in HAL appear to be fairly morc efficient
than those in IDPL.”

1.28 When the Committee pointed out that when the two units come

under any Public Undertaking, it could prove beneficial and economical in
the field of marketing, the Secretary obscrved, “The point is  well taken

note of.”
1+29 There is considerable force in the argument that two public
sector units mgnufacturing same type of product should be brought under
the control of one management even though the techuology adopted by them
may be different. The Committee hope that the question of merger of
Rishikesh Unit of the Indian Drugs and Pharmaceutical Ltd. with the Hin-
dustan Aantibiotics Ltd. will be considered by Government in depth and if it is
found economical and beneficial necessary steps will be taken in this direction.

2—28LSS/83
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PRODUCTION PERFORMANCE

A. Delays in creating additional capacities

One of thc reasons for slow growth of HAL has been delay in creat-
ing additional capacities for manufacture of various drugs. The Com-
mittee on Public Undertakings were informed in September 1976 that
HAL had submitted proposal to Government of India for a total annual
pencillin expansion project raising the capacity only upto 200 m.m.u. was
expected that the plant would be completed by 31-3-1981. - However, the
production of 500 m.m.u first crystals of Penicillin and if approved it was
commissioned on 1-7-81. Similarly for streptomycin, it was stated in
January, 1978 that additional production capacity had been approved and
expansion had commenced. But the expanded capacity has not yet been
commissioned. There have been heavy delays in construction and com-
missioning of semi-synthetic Fenicillin expansion project, formulations II
project and the Gentamycin Plant, which are yet to be commissioned.

2.2 The reasons assigned for the delay by the Company are mainly
strike/agitation by workers during January—May 1980, re-scheduling of
the visit of the representatives of the collaborators (in case of penicillin
expansion plant), delay in supply of ccment and steel, delay of dcliveries
due to labour unrest and power cuts at suppliers works, delay in supply of
power by the Maharashtra State Electricity Board.

2.3 The major reasons for cost overrun are stated to be cost escalations
due to inflation, variation in custom-duties, change in scope of the projects
after entering into collaboration agreements and inadequate provision for
instrumentation in original feasibility report. The time and cost overrun
in commissioning of various plants is stated to be as follows :—

Cost overrun %age increase
Name Time overrun (Rs. in lakhs) with reference
to original
cstimate
Penicillin Expansion . o 22 months 9203 45-4%;
Streptomycin Expansion . « 22 months 33596 115-4%;
Semi-synthetic Expansion « 19 months 146 ‘44 87-9%
Formulations II . . . « 20 months 5594 18:1%
Gentamycin . . . « 21 months 79 -02 311%

2.4 During evidence the Committee enquired from the Managing

Director HAL reasons for time and cost overrun in respect of above five

jects, the expansion of which was undertaken by the HAL. The

mmging Director informed that this expansion was sanctioned by the

Board in January 1974 (November 197‘;1 in respect of Formulations II),
1
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and Government sanction was given in February 1977 (June 1978 in
respect of Formulations 11). He further stated that the work regarding
Penicillin, Streptomycin and Ampicillin was given to the consultng engineer-
ing firm in March 1978 and for Gentamycin and Formulations 11 in October
1&78. He went on to say :—

“Then we had a 61 days agitation in the year 1980 followed by a
strike for 46 days. This strikec ended just before the monsoon.
Unfortunately, that year, the monsoon was slightly heavy.
During the strike period, the civil contractor had to wind up
the site. He had to organise the site again. Before that could
be done, the monsoon was on. As a result of that, most of
these projects got affected very badly. In addition, we had
certain problems in getting cement and steel.

Inflation was also taking place in the country. Delay also
meant that interest charges were building up. The price went
up high during this period.”

The Managing Dircctor further added that :—

“the mechanical completions were delayed from 1 to 16 months,
but we werec not able to commission them for long time,
because power was not avagilable. We required 8 MW - of extra
power, the Maharashtra State Electricity Board had to expand
a sub station.”

2.5 The Committec were also informed that the delay in deliverics of
equipment by the suppliers on an average delayed construction of expan-
sion of some of the plants by 8 to 14 months. On an enquiry thc Mana-
ging Director stated that wherever there were delays, according to the
order placed, HAL levied penalties on the suppliers to the extent stipulated
under terms of the purchase order.

2.6 In reply to an enquiry of the Committce whether assistance of the
Ministry of Chemicals & Fertilizers was sought to resolve the problems of
supply of cement, iron and power, the Managing Director stated :

“Energy Ministry, Electricity Board, even the Chief Minister, all
went into this problem. He also tried to intervene. Ultimately
it was found that was not due to any lack of will on the part of
the Government of Maharashtra. Regarding steel, as is well
known, there was non-availability of certain sections or certain
categories of steel. Civil-designs were made which specified
steel of certain specifications, of certain sizes, etc. But the
actual availability was something else. So, we had to request
the architects to change the design according to what exactly
was available. We asked them to re-design the whole thing.
In deliveries there were delays. The steel and cement delays
in some cases, from time to time, were rather marginal. It
may be delay for a few weeks and so on.

Labour agitation persisted and delayed many things. That
was also one of the reasons. Subsequently there was the mon-
soon. The cumulative effect of all these—cement s s
agitation of staff, and arrival of monsoon—was a delay of 8
months or 9 months or 12 months in various projects.”
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2.7 In regard to the actual commissioning of the plants, the Managing

“From January (1982) we have started commissioning all the plants,

except the penicillin plant, which was ready in 1979 itself.

Then there was some delay on the part of the collaborators to

send the commissioning engineers. Then the strike took place.
After the strike, it has beéen commissioned in May 1981.”

2.8 Thereupon, the Committee pointed out that the investment so far
made in the expansion projects was lying idle. The Managing Director
agreed by saying “You are right that any increase in the cost of equip-~
ment etc. will ultimately get reflected in the cost of production.”

2.9 Another reason for increase in cost is that collaborators suggested
certain modifications which were accepted by HAL. It was explained that
those modifications were made as a result of further developments that the
collaborators had made after signing the agreement,

2.10 On an enquiry, the Managing Director stated that collaboration
agreements in respect of expansion of Penicillin was to expire in 1986 and
that of gentamycin in 1983.

2.11 In a note furnished after the evidence, the Company informed that
the current status about commissioning of all the Expansion Plants/new
Projects was as follows :—

Scheduled Dates Actual/
Item (As Approved by PIB) Anticipated
s Dates
Original Revised

1. Penicillin Expansion

Start of project . . . 26-04-78 —_— 26-04-78

Mech. completion . . 30-05-79 -— 14-06-79

‘Successful commissioning . 30-09-79 R . 31.07-81

(completed)

II. Streptomycin .

Start of Project . . . 07-06-78 —_— 07-06-78

Mech. completion . . 28-12-79 28-02-80 28-02-81

Commissioning@ . . 28-03-80 28-05-80 30-11-82¢:
I11. Semi-Synthetic(Pencillin Expansion) Plant v

Start of Project . . . 16-08-78 —_— 13-09-78

Mech. completion . . 28-02-80 30-06-80 31-07-81

’ (comopleted)

Commissioning@ . . 30-05-80 31-08-80 31-03-83+
IV. Gentamycin

Start of Project . . . -22-01-79 - 22-01-79

Mech. completion . . 18-03-80 18-03-80 31-07-81

Commissioning@ . . 28-06-80 28-06-80 31-12-82¢
V. Formulations Plant-Il o

Start of Project . . - 30-10-78 - . 30-10-78

Mech. completion . . 31-03-80 31.05-80 15-04-81

Commissioning@ . e 02-06-80 02-08-80 31-12-82

a—

@ The dates shown against commissioning are datcs the production started from the
Plant after trial runs.

s  Since revised to 31-3-1983 due to _certain problems faced in fermentation and
teething troubles with a few equipments.

4 Since revised to 30-6-1983 as internal technology andlpr(';oess are beingistabililsed.

i i 30-6-1983 ‘because of dispute with collaborators re; ng release
£ (S);n?:s‘;w:ns:giglent :fgsknow—how fee I-)clne‘ to which “their visit for solving.
process probicms and proving guarantees not determined. - :
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2.12 Details of Formulation Plant 11 are as follows :—

Anticipated/ General Remarks
Project actual completion
of guarante® runs

Airconditioning system of For.
. mulations-11 under modification.
1. Vialling (Power filling) 30-6-1983 Overseas suppliers'' representa-
tive visiting in February, 1983
to solve certain problems faced.
1I. Capsulation . . 31-12-1982 1. The capsulation machines
procured from indigenous
source did not work and hence
being returned.
2. Two semi-automatic _capuslin
machines procured & installe
1I. Liquid injections . . . 31-3-1983 —_—
IV. Tablets (Veterinary) . . 30-4-1983 —_—

2.13 The delays in creating additional capacities have been both in
sanctioning of the project as well as in their execution. The Conmunmittee
enquired from the Secretary of the Ministry of Chemicals & Fertilizers
reasons for delay in sanctioning the expansion schemes. In regard to the
penicillin expassion project, the Secretary explained :

“The proposal for expansion projects in HAL were rcceived in
February 1974, and as per the normal procedure they were
circulated to the various Ministrics. The. proposal for capacity
expansion of ‘penicillin manufacture was considered at the
inter-ministerial meeting in October, 1974. HAL was asked
to recast the feasibility report. The capacity build up assumed
was_ unrealistic and some essential provisions had been
omitted.

To give you briefly, the build-up assumed was 100% capa-
city in the first year. This assumption on the part of HAL
was unrealistic. This was one point which was brought to
our notice. Certain essential provisions had been omitted—
payment for technology was not provided for. HAL was asked
to revise it taking into consideration these factors.

The report was received in March 1975. It was considered
by PIB in July 1975. PIB took a view that demand for peni-
cillin should be re-assessed taking into account the requirement
of ampicillin also. A Committée under thc Drug Controller
was asked to assess the demand for penicillin. Based
on its recommendation, a revised note was also submit-
ted to PIB in December 1975. PIB in January 1976 decided
that it would be necessary to consider proposals of both HAL
and IDPL so that there is no lack of co-ordination Series
of discussions took place. A combined note was submitted
in October 1976. PIB considered these proposals in November
and Dccember 1976 and granted its approval for expansion
of production of penicillin, streptomycin, ampicillin and gen-
tamycin in December, 1976. Soon after in February 1977

the Cabinet also approved it. Sanction was issued the same
month.”

2.14 When the Committee pointed out that the delay took place be-
cause of the initial proposal of HAL: being sent back—the proposal should



14

have been within the framework of limitations—both financial and resources
and that it was the responsibility of Government to coordinate and guide at
the initial stage, the Secretary replied “the point is well taken.”

2.15 HAL had submitted proposal to Governments for a total annual
production of 5C0 mmu first crystal of penicillin, but the expansion of the
plant upto 200 mmu only was sanctioned by Government. The Committee
enquired the rcasons therefor. The Secretary replied :

“This Group under the Chairmanship of Dr. Gothoskar, Drug Con-
troller of India, worked out the demand estimate of 320 mil-
lion mega units of bulk penicillin. It is equivalent to 400
million mega units of Potassium, Pcnicillin first crystals. In
addition, 180 million mega units of Penicillin of first crystal for
semi synthetic penicillin thus making a total of 580 million
MU c:>ty1.l potassium penicillin G first crystal.
It is considered that for production of 580 mmu, a capa-
city of 640 mmu estimating a capacity utilisation of about
90% is required.

With the capacities of 230 mmu and 200 mmu sanctioned
f06r IDPL and HAL, the total capacity in the country came to
660 mmu.

In the circumstances, the total capacity sanctioned was only
200 mmu, with existing capacity of 105 mmu of first crystals
plus 95 mmu of the first crystals under the expansion scheme.
This was based on an 'assessment of actual requirements as
estimated by the Drug Controller of India and, therefore, the
annual production of 500 mmu was not approved and it was
restricted to a total capacity of 200 mmu.”

2.16 On an enquiry whether 200 mmu would meet the requirements of
the contrary, a representative of the Ministry stated that it would.

2.17 On the question of lowering down the proposed capacity, the
Committee pointed out that there seemed to be some lack of coordination
entailing expenditure in preparing feasibility reports more than once, the
representative observed that “some expenditure of this type is unavoidable.
The preliminary work in this direction is donc by the public undertaking
itself.”

2.18 On this the Committee enquired as to what was the system of
monitoring of the execution of the project in the Ministry. The Secretary,
informed the Committee as follows :—

“The system of monitoring of ¢xccution of projects in the
Ministry is through the quartcrly review meetings which are
conducted by the Secretary with the representatives of the
public undertakings, the concerned Ministries, the Planning
Commission, the Bureau of Public Enterprises, the DGTD etc.
of course, the problems are also gone into to find out reasons
for the dclay.

Actually this review more or less started more cffectively
somewherc in 1979 and when a new system of monitoring of
projects was evolved, we had so many andertakings under our
Ministry and the investments are so large that it was necessary
to give up the old normal system of monitoring based on
whatever information was given by the public undertakings.
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So we evolved a new system which was scientifically done
in the sense that a scparate proforma was developed for get-
ting the information in time so that a review could be done as
quickly as possible after the quarter is over, rather than pro-
long it so long that the monitoring becomes meaningless or the
Ministry is not able to undertake any rcmedial measures.
Possibly ours is onc of the Ministries where the system of
monitoring is fairly well developed. It has been there right
from 1979 onwards. Every quartcr, apart from a review of the
normal operations of the company in terms of its yearly pro-
gramme, ycarly production and all that, there is a separate
review along with it of all the projects under execution. The
interaction between Government and the public undertakings is
much closer now, and many problems which the public sector
faces or even we face sometimes in dealing with other Ministrics
are sorted out so'that to the extent possible all avoidable delays
are cut out and the projects can go forward in time. This is
the procedure that we are now following and we find that it has
been of use and it has yielded definitely beneficial results.”

2.19 Thereupon the Committee pointed out that in spite of the moni-
toring, there werc delays in execution of projects. The Secretary explained
that there were problems in the plant itself and outside also. There were
problems in getting assistance of State Governments for certain matters.
There was strike in the plant on two occasions, there was difficulty in
acquiring land for the electric sub-station, there was difficulty of power supply.
He assured that their monitoring fully helped the undertaking in solving some
of these problems, although it did not eliminate all the delays.

2.20 In January, 1974 HAL submitted proposals to Government for
expansion of its Penicillin, Streptomycin, Semi-synthetic penicillin and Genta-
mycin Plants. Government sanction however, given in February,
1977. Thus there has been inordinate delay in clearance of the project pro-
posal. It has been stated that delay in sanctioning Penicillin Plant took place
as the initial proposal submitted by HAL was returned by the Ministry, as in
that proposal capacity build up assumed was thought to be unrealistic and it
also did not contain some of the essential provisions. The Company was there-
fore asked to recast its proposal within the framework of physical limitations
and financial constraints. This shows that the machinery for reliable project
formulation in the HAL is weak. This deficiency should be remedied soon.
The Committee would also like to draw attention of the Ministry of Chemicals
and Fertilizers to the Finance Ministry (Plan Finance Division) instructions
issued in March, 1982 in pursuance to the recommendation of the Committee
on Public Undertakings made in their 47th Report (1981-82) wherein all Minis-
tries have been asked to ensure that clearance of a project does not normally
take more than six months.

2.21 The Committee note that there have been heavy slippages ranging
from 19 to 22 months in the construction and commissioning of expansion
plants. These delays have led to buge cost over-runs. Total cost over-runs
due to Iate commissioning of various projects have been stated to be Rs. 709 -39
lakhs and the percentage of increase in cost with reference to original estimate
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was 115 ‘4 in the case of Streptomyc