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INTRODUCTION

I, the Chairman, Committcc on Public Undertakings having been
authorised by the Committec to submit the Report on their behalf, present
this 15th Report on Action Taken by Government on the recommenda-
tions contained in the 6th Report of' Committec on Public Undertakings
(Tenth Lok Sabha) on National Mincral Development Corporation Ltd.

2. The 6th Report of the Committee on Public Undertakings was prescnted
to Lok Sabha on 27th April, 1992. Rcplics of Government to all the
recommendations contained in thc Report duly vetted by Audit were
received by 26th March, 1993. Thec Committcec on Public Undertakings
considercd and adopted this report at their sitting held on 23rd April,
1993.

3. An analysis of the action taken by Government on the recommendations
contained in thc 6th Report (1991-92) of thc Committce is given in
Appendix II.

New DEeLui; A.R. ANTULAY,
April 27, 1993 Chairman,
Vaisakha 7, 1915 (Saka) Committee on Public Undertakings.

)



CHAPTER 1
REPORT

The Report of the Committee deals with the action taken by Gov-
ernment on the recommendations containcd in the Sixth Report (Tenth
Lok Sabha) of the Committee on Public Undertakings on National
Mineral Development Corporation Limitcd which was presented to Lok
Sabha on 27th April, 1992.

2. Action Taken notes have bcen reccived from Government in respect
of all the 37 recommendations containcd in the Report. These have
been categorised as follows:

(i) Recommendations/obscrvations “that have been accepted
by Government

SI. Nos. 2-5, 7, 10, 12-16, 18-24, 26-29 and 31-34.

(ii) Recommendations/observations which the Committee do
not desire to pursuc in view of Govcrnment’s replics

Sl. No. 11, 17, 30, 35 and 36.

(iii) Recommendations/obscrvations in respect of which replies
of Government have not bcen .accepted by the Com-
mittee

Sl. Nos. 1, 6, 8, 9 and 37.

(iv) Recommecndations/observations in respect of which final
replies of Government are still awaited

Sl. No. 25.

3. The Committee desire that the final replies in respect of recommen-
dations for which only interim replies have been given by the Govern-
ment, should be furnished to the Committee expeditiously.

The Committee will now dcal with the action taken by Government
on some of their recommendations.

A. Delay in finalisation of Long-Term Objectives
Recommendation Sl. No. 1 (Paragraph 1.15)

4. The Committce had observed that thcrc was a declay of 11 ycars
on the part of NMDC in submission of thc objcctives after they were
returned by Government in 1979 for revision. Ncither the Ministry scnt
any reminder to NMDC nor the NMDC pursucd the matter with
Ministry for 11 long years. While wondcring how in the abscnce of
Long Term Objectives the performance of thc company was being
evaluated by the Government, the Committcc had strongly deprccated
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the lackadaisical manner in which this matter had been handicd both by
NMDC and the Ministry.

5. In their reply, the Government have stated that NMDC preparcd five
year plans for its activities for the periods 1980-81 to 1984-85 and for the
periods 1985-86 to 1990-91 and these were approved by the Board of
Directors in which the Ministry’s Represcntative is also a Member
Director. In the context of these plans, the Corporation had been
preparing its Annual Corporate Plans from 1978 onwards and these took
into account the necessary reviews of the long term objectives prepared in
1977. Thus, there were objectives and action plans for the company which
were reflected in the Annual Corporate Plans prepared for each year
during the above periods based on which the performance of the company
was being evaluated by the Government in the Quarterly and Half Yearly
Review Meetings held in each year. The long term corporate objectives of
the Company werc also formally enumerated and approved by thc Ministry
in April, 1991.

6. The Committee are not convinced with the justification now given by
the Government for non-finalisation of Long Term Objectives of NMDC till
April, 1991. The Committee are still of the strong opinion that the Annual
Plans being prepared by NMDC from 1978 onwards, on the basis of which
the company’s performance was being evaluated by the Government in the
Quarterly and Half yearly Review Meetings, cannot be a substitute for the
Long Term Objectives envisaged by the BPE’s guidelines issued in 1979 and
1984. Now that the long term corporate objectives of the company have
been enumerated, the Committee hope that there would be more meaningful
evaluation of its performance.

B. Penalties on account of delays
Recommendation Sl. No. 6 (Paragraphs 2.84 & 2.85)

7. The Committee had noticed that the Bailadila project-5 scheduled to
be completed in 1974 was completed and commissioned in 1977-78 at a
much higher cost due to delays in supply of equipments by indigenous
suppliers like HEC and MAMC and also because of the technological
problems faced by National Projects and Construction Corporation in
construction of a tunnel. It was also pointed out that the structural works
entrusted to Triveni Structural Limited (TSL) and Hindustan Steel Works
Construction Ltd. which were scheduled to be completed as per contract in
September, 1973 and July, 1974 respectively were actually completed in
December, 1976. The Committee had expressed their surprise that despite
such huge delays and increase in the project cost by Rs. 8.08 crores on
account of overall increase in the period of constrution, the company did
not levy any penalty/liquidated damages.



8. In their reply, the Government have statcd as follows:—

“The Company has alrcady informed thc Committee that both
NMDC as well as the contractors (who werc Public Sector Under-
takings) raised claims on account of delays and penalties against
each other on various accounts. Finally a negotiated scttlement was
reached between these contractors and NMDC taking into consider-
ation their claims and NMDC's claims.”

9. The Committee are surprised to note that the Government have
almost repeated what had been stated by them earlier. It is strange that
no justification has been given for the company having not been able to
quantify the delays and penalties while negotiating claims and counter
claims with the contractors. The Committee would emphasise that in
future NMDC should invariably claim penalty/liquidated damages from
the contractors in case of delay in execution of the contract.

C. Increase in foreign exchange component on Bailadila-5
Recommendations Sl. Nos. 8&9 (Paragraphs 2.88 & 2.89)

10. The Committec had noticed that Government had issued instruc-
tions to NMDC to place orders on Hcavy Engincering Corporation
(HEC) and the Mining and Allicd Machinery Corpn. for supply of
machinery and equipment required for the Bailadila-5 Project with a
view to developing indigenous sources of supply, although NMDC had
cautioned the Government against it. The main rcason for the Govern-
ment's directions for placing orders on indigenous manufacturers was thc
necessity to kecep the forcign exchange componcnt to the minimum.
However,the Committeec found that the Government miserably failcd in
achieving their objective of encouraging thc indigenous firms and in
minimising outflow of forcign exchange. For, HEC and Tata Robins
Frasers, Jamshedpur on whom thc orders for supply of cquipments were
placed themselves went into collaboration with foreign countrics. This
resulted in incrcase by about 76.5% over the original sanction towards
the cost of plant and machinery. The forcign exchange component
increased by 255 percent and thc total forcign cxchange incurred
amounted to 46.84% of the total cost of plant and machinery against
23.25 percent envisaged in the original cstimate. It was also noticed that
not only the indigenous firms failed to executec the jobs entrusted to
them in time resulting thereby in abnormal time and cost overruns, but
also there were inherent deficiencies/defects in equipments supplicd by
them. As the defects in the equipments could not be. rectified by HEC,
NMDC had to call the German experts and paid them Rs. 2.85 lakhs
for their visits. Similarly there wcre frequent breakdowns in the apron
feeders procured from MAMC being of inferior quality and MAMC
failed to supply spares of superior quality for replacement. The Commit-

“tee had, therefore, concluded that thc Government purcly out of their
zeal to save foreign exchange directed NMDC to place orders on
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indigenous firms without assessing thcir capability and tcchnical compe-
tence to do the jobs entrusted to them.

11. The Government have stated in their reply that the general policy of
Government at that timc was that imports should be resorted to only when
indigenous availability is ruled out. Indigenous capabilities were to be
encouraged to attain self-sufficiency. In the process of developing indigen-
ous capability, some slippages may occur as indigcnous firms may require
technology transfer, collaboration, expert advice etc. for carrying out
certain areas of sophisticated work. However, this should not deter from
the larger objectives of improving local tcchnologies, developing indigen-
ous capability and conserving foreign cxchange. It has also been statcd that
in the present casc, the Cabinet Committcc on Production, Process &
Exports had directed that NMDC should place orders on HEC while the
Expenditure Finance Committce had stipulatcd that NMDC should
straightaway settle with HEC and MAMC for all other items that could be
fabricated by them.

12. The Committee do not disagree with the overall Government policy to
promote indigenisation and conserve foreign exchange and resort to imports
only when indigenous availability is ruled out. However, as pointed out
earlier by the Committee, in the present case the placement of orders for
supply of equipment and machinery on Heavy Engineering Corporation and
Mining and Allied Machinery Corporation did not result in keeping the
foreign exchange component to the minimum. The foreign exchange
component in fact increased by 255 percent. Not only that, there were
abnormal time and cost overruns accompanied by inherent deficiencies/
defects in equipments supplied by the indigenous firms. The Committee,
therefore, recommend that in future, before placing orders for a particular
job, capability and technical competence of indigenous firms should be
realistically assessed so that it does not eventually result in heavy outflow of
the very foreign exchange which is intended to be saved.

D. Scientific Study of Manpower planning
Recommendation Sl. No. 16 (Paragraph 4.21)

13. The Committee had desired thc NMDC to make a scicntific study of
the manpower planning and assess the actual requirement in various fields
in order to enable them to identify surplus manpower which could be
gainfully utiliscd where they are most necded.

14. It has been stated by the Government in their reply that NMDC is
engaging an outside Consultant for conducting a scientific study on
manpower planning. The Company also has an Industrial Engincering
Department which conducts studies on a continuous basis. .

15. The Committee regret to note that even after about a year since the
recommendation was made by them, no sclenfific study on manpower
planning in the company seems to have been initiated. They would
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recommend that such scientific study should be made without any further
delay.

E. Direct Exports by NMDC
Recommendation Sl. No. 37 (Paragraph 8.33)

16. The Committce had noticed that on pcrmission being granted by
Government, NMDC exported 0.56 and 0.38 lakh tonnes of calibrated ore,
on trial basis, to Carribcan Ispat and Malaysia respectivcly in 1989-90 and
madc sizcable profits. The Secrctary of the Ministry also informed the
Committec during cvidence that hc was confident that if NMDC was
allowed to export directly, it would do well. The Committec had thercfore,
desired the Government to examine the feasibility of entrusting NMDC
with the responsibility of exporting its products directly instead of through
MMTC so that it may improve its financial position and also earn valuable
foreign exchange for the country.

17. In their reply, it has becn stated by Government that “the Ministry
of Stcel had written to the Commercc Ministry at the Highest level
strongly recommending that NMDC be allowed to make direct exports
without the necd of canalisation through MMTC. This has not been so far
accepted by the Commerce Ministry for various rcasons.”

18. The Committee are constrained to observe that their recommendation
for allowing direct export of iron ore by NMDC has not been taken by the
Government in right earnest. No specific reasons have been furnished to the
Committee for the Commerce Ministry not agreeing to direct exports by
NMDC. It is also not clear whether the matter is still being pursued with
the Commerce Ministry. The Committee therefore, strongly urge that the
issue should be taken up by the Ministry of Steel for decision at a higher
level in the Government and they be apprised of the decision taken at the
earliest.



CHAPTER 11

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED
BY GOVERNMENT

Recommendation S. No. 2 (Paragraph 1.16)

The Committec have now been informed that the long term objectives of
the company have becn approved by Government in April, 1991. The
Committce desire the Government to now strengthen its monitoring
machinery with a vicw to keeping constant rapport with NMDC to cnsure
that concerted efforts arc made by thc Company to achicve the objcctives
laid down after such a long timec and arc not allowed to remain tall claims
on paper only.

Reply of Government

NMDC is now onc of the MOU signing PSUs and accordingly MOUs
for the year 1991-92 and 1992-93 have been signed between NMDC and
Ministry of Stecl/Government. These MOUs specifically incorporate the
main agrced short term and long term objectives of the Company. The
performance indicators capture thc requirc performance targets to meet
the objcctives. The performance of NMDC in tcrms of the MOU targets is
monitored through (a) quarterly performance reviews against MOU
indicators by the Ministry of Steel; and (b) half ycarly joint review
mectings in the Ministry of Steel. Any shortfalls in perforntance during
these review meetings are brought to the notice of the Company for taking
remedial action.

[Ministry of Stecl O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992.]
Recommendation S. No. 3 (Paragraphs 2.76, 2.77 & 2.78)

The Committee on Public Undertakings (1972-73) while cxamining the
performance of Bailadila Iron Ore Projcct—14 had noticed that there were
two lines of crushcrs while a single line was sufficicnt to treat enough ore
to producc 4 million tonnes of sized orc per annum. The Committee were
informed during evidence by the then Chairman of thc Company that there
was over-designing in the crusher capacity and that the second line of
crusher was a standby. After examining the wholc matter, the Committee
on Public Undertakings had in their 60th Report (1974-75) reiterated their
carlicr rccommendation made in their 37th Report (1972-73) that a single
line of crusher could have handled the entirc production of the mine and
that the matter should be probed into and the responsibility for the lapse
fixed. Even now the company has admitted that onc crusher could handle
5.5 to 6 million tonnes of iron ore per annum. The Government is stated

6
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to have asked the Steel Authority of India Limited (the then Holding
Company) in March, 1976 to probe into the matter and submit a report to
the Government. According to Audit no such probe seemed to have been
conducted by SAIL except for a decision taken in 1978 that one line of
crusher should be shifted from BIOP-14 to Bailadila-11-C.

According to the Company’s own admission the standby crusher was
utilised 38% and the main crusher 58% of thc available time. But going by
the information made availablc to the Committec for the ycars 1984-85 to
1989-90 it is seen that each crusher was utiliscd on an average only 27% of
the available time which implies that cach crusher remained un-utilised for
over 70% of the available time. Intcrestingly even one crusher was not
utilised to its full capacity. It is rather surprising that despite such poor
utilisation of the crushers no effort was made during the last 18 years by
the Ministry to conduct the probe rccommended by the Committec. On
the contrary the Ministry has all along tried to justify the need for a second
line of crusher on the ground that in Indian conditions a standby crusher
linc is essential and BIOP-14 being an export-oriented project an invest-
ment of Rs. 1.70 crores on the spare crusher was insignificant compared to
the loss of foreign exchange in case spare line crusher had not been
installed. During evidence also the Secrctary, Deptt. of Steel stated “Based
on facts available, the Government felt that this was really necessary........
In that light it appears a formal probe was not initiated.” He also stated
that “If the Committee still feels that there was need for an enquiry, we
will do that.” It was only after NMDC was examined by this Committec
that an ¢nqpiry Committee was constitutcd by the Government in March,
1991. In fact the purpose of recommending enquiry was to establish
conclusively whether the second linc of crusher was essential or not but the
Government chose the extreme step of not conducting any enquiry which
was a scffous lapse on the part of thc Government. It was really
/astomshmg that without conducting any enquiry into the matter during all
these 18 years the Ministry came to the conclusion that the second line of
crusher was essential.

The Committec regret and take strong cxception to the lapse on the part
of the Government in not implementing their rccommendation in time.
The Committee are constrained to convey their feeling of anguish the way
their repeated recommendations were treated by the Government.

Reply of Government

The, observations of the Committee have becen noted. Government
wuld like to assure the Committee that there was no wilful intention on
the part of Government not to implement the recommendations of COPU
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in time. Although there was dclay in instituting a formal probe as desircd
by the Committec, Government all along was convinced about the nced
for the sccond crusher and this conclusion has also becn supported by the
findings of thc Enquiry Committec which submitted its Report in July
1991.

Government would also like to point out that the Company, while
mentioning that one crusher could handle only 5.5 to 6 million tognes per
annum, had also mentioned that in casc this crusher is down cither on
account of a brcakdown or on account of rcgular maintcnance, the
production will comc to a standstill rcsulting in idling of all other
equipment and consequent loss to the country. Thus, while therc was sparc
capacity in the single crushcr, it did not obviate the need for a sccond
crusher.

[Ministry of Stcel O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]
Recommendation S. No. 4 (Pnrqgraphs 2.79 & 2.80)

The Committce notc that Bailadila-S was sanctioned by Government in
1968 inspitc of the full knowledge that it would remain a losing ventuge for
all times to come. The principal aim to sct up this project was stated to be
to cxport its entirc producc of iron orc to carn the vital foreign exchange
for thc country. Kceping this in vicw thc Committcc on Public Undecrtak-
ings (1972-73) in thecir 37th Report had recommcnded that Government
should carcfully analysc the various componcnts of cost and takc concerted
mcasurcs to cnsurc that the cost of production and transport charges do
not cxcecd the sale price. Unfortunatcly, thc Company continued to incur
losscs upto 1980-81. After carning profits during 1981-82 to 1985-86 the
Company again camc in the red during the ycars 1986-87 to 1988-89 mainly
due to the unrcmuncrative prices paid to the Company by MMTC, their
canalising agents. As thc domestic dcmand of iron ore picked up and the
Company entered into a commercial agrccment with MMTC for 4 ycars it
carned a profit of Rs. 15.60 crorcs in 1989-90. The Company hopes to carn
profit from now onwards.

The Committce feel that since such commercial agrecments arc in the
best interest of the company, NMDNC should, in futurc, cnter into such
agrcemcnts. They also recommend that with thc reduction in cost of
production claimed to have been achicved by monitoring the budgeted
targcts/norms the NMDC should aim at maximising production in order to
incrcase its profits.

Reply of Government

The obscrvations of the Committcc have been noted. For the informa-
tion of thc Committce, through commercial agrcements NMDC carned a
profit of Rs. 38.84 crores (before tax) in 1989-90 (and not Rs. 15.60 crores
as mentioned in the COPU Report), Rs. 48.10 crores (bcfore tax) in
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1990-91 and Rs. 145.21 crores (before tax) in 1991-92. It is expected that
profits will continue in future years as well.

In view of the increasing demand for high quality ore from the Bailadila
mines of NMDC and also the good quality orc from Donimalai mincs,
NMDC is continuing its cfforts to enter into commercial agreements for
supply of iron ore to sponge iron/pig iron manufacturers as well as public
sector units like VSP. Simultaneously, NMDC is implementing plans to
maximisc the production of iron orc in the cxisting mines by suitable
motivation plans, better co-ordination, propcr inventory control mcthods,
etc. This has already yielded results and a record production of 121.42 lakh
tonnes of iron ore and 17,740 carats of diamonds was achicved in 1991-92.

[Ministry of Steel O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]
Recommendation S. No. 5 (Paragraphs 2.81, 2.82 & 2.83)

The Committec are concerned to note that the cost cstimates of
Bailadila-5 originally asscssed at Rs. 36.53 crores in April, 1970 were
revised to Rs. 67.49 crores in February, 1978. Thus therc was an increasc
of Rs. 30.96 crores which represents an increase of 85 percent over the
original estimatcd cost. The project scheduled to be completed in January,
1974 was actually commissioned in January, 1977, after a dclay of 3 ycars.
According to Audit thc main rcasons for incrcase in the cost over the
original cstimates have been attributed to escalation in prices of plant and
equipment (Rs. 15.53 crores), increase in costs consequent on increase in
scope of work (Rs. 3.84 crores), increasc in quantities (Rs. 3.32 crores)
ctc. According to the Company thc principal reasons for time and cost
overrun were Government’s policy of maximum utilisation of indigenous
manufacturing capacity and to entrust works to Public Sector organisations.
The delays have largely been due to dclays in exccution of works by
concerncd Government agencies and supply of equipment by indigcnous
suppliers likc HEC and MAMC.

The Bureau of Public Enterprises had observed in November, 1982 that
“NMDC submittcd the DPR much too early before the final concept of the
Project had been evolved after detailed investigations had becn complcted.
NMDC had ncither cnough ficld data nor conccptual plan to cstimate
correctly the cost of the Project and time of complction of various
activitics”. The CMD had’ also admitted during cvidence that their DPR

was not upto the mark.

The above facts do not depict a plcasant picturc about the formulation
of the Project. It is really amazing that with the expcricnce already gained
by the Company in devcloping mines likc Kiriburu and Bailadila-14, the
Company could not preparc a realistic DPR taking into consideration all
the pitfalls which are gencrally associated with such projects. The Commit-
tec are inclined to agrec with thc obscrvation of thc BPE made in
November, 1982 that if the project had been completed by the scheduled
datc of January, 1974 half of the total cost overrun of Rs. 31 crores could
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have bcen avoided. Thc Committcc have no doubt that thc forcmost
reason for revision of cost cstimates was nothing elsc but inadequatc
project formulation. The Committec arc of the firm view that in the
interest of expediting project implementation and kceping down the cost,
the Ministry should have ensurcd prcparation of realistic project cstimatcs
and cffective monitoring through monthly or quarterly reports.

Reply of Government

The DPR was prepared on the basis of maximum available data and
with the help of consultants both in India and abroad. The DPR was also
subjected to critical scrutiny at various lcvcls in the Government as per the
prescribed procedure before an investment decision was taken.

Monitoring of the project is normally done at thc Ministry lcvel through
%eriodic performance review mcetings in addition to rcgular status reports
on the projcct. Howcver, therc were two main rcasons for delay in the
cxecution of the project. i.e. there was delay in supply of main equipment
by the suppliers and serious tcchnical problems duc to flowing geological
strata cncountercd during tunnelling, which could not have becn forescen.

However, the obscrvations of thc Committec have been taken note of.
All projects of PSUs are now being monitored periodically in review
mceetings.

[Ministry of Steel O.M. No. 10(22)90-RMI, Vol VI dated 9.12.1992]
Recommendation S. No. 7 (Paragraphs 2.86 & 2.87)

The Committee further notc that the construction of a tunncl of 2.135
kms. length for the conveyor belt was entrusted to National Projects
Construction Corporation (NPCC) in December, 1969 cven though NMDC
was stated to have recservations initially about the capability of the
company to undertake thc work. As it was later on discovered that NPCC
was not having the tcchnical capability required for chcmical grouting, the
work had to be split up among NPCC and MA. R.J. Shah Limited. The
tunnel was completed in Scptember, 1976 as against the scheduled date of
April, 1973, after a delay of 312 years and the cost also incrcased from
Rs. 85.10 lakhs to Rs. 165.60 lakhs. i.c. an increasc of 95% over the
original estimated cost.

The Committce were apprised by the NMDC during cvidencc that the
delay in construction of a tunnel and the conscquent increase in the project
cost was due to the inadequate ecxpertise available with NPCC to
undertake the job. According to them thc construction work had to be
cntrusted to NPCC in accordance with the policy and directions of the
Government to encourage indigenous .u... scctor undertakings. From the
facts placed beforc them, the Committee find that Government had
approved the award of the contract to NPCC in December, 1969 only
when NMDC informed them that the Board of Directors had on
12 November, 1969 takcn the view that NPCC were tcchnically competent
to undertake the work and that thcy also had the equipment, machincry to
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cnable them to complete the work in accordance with the schedule. Going
by the evidence given by the Ministry, the Committce has comc to the
inescapablc conclusion that NMDC itsclf is solcly responsible for awarding
the contract to NPCC and is now trying to find alibis with the Government
to cover up their own lapse. The Committce have no doubt that much of
the delay of 312 yecars in completion of thc work and the hcavy incrcasc of
Rs. 80.50 lakh on the cost of construction of the tunncl could havc been
avoided if NMDC had fully satisfied itsclf about the competence of NPCC
to complcte the job in time.

Reply‘ of Government

The obscrvations of the Committce have been noted. Since serious
tcchnical problems were encountered in the tunncl work which could not
bc forecscen at the time of award of work, proper appraisal of the
capabilitics of NPCC by thc NMDC would have reduced the long dclay.

[Ministry of Stccl O.M. No. 10(22)90-RMI,Vol. VI dated 9.12.1992]
Recommendation S. No. 10 (Paragraphs 2.90 & 2.91)

Donimalai is anothcr project of NMDC wherc project planning and
exccution machinery did not sccm to cxist. Thc Committee notc with
serious concern that the cost cstimatcs of the project sanctioned in 1971 at
Rs. 1945.56 lakhs were revised to Rs. 4118.47 lakhs in 1978. There was an
alarming incrcase of Rs. 2172.91 lakhs which represented 112 per cent over
the original cstimated cost. Thc main rcasons which contributed to increase
in cost arc statcd to be change in scopc of work (Rs. 339.15 lakhs),
increasc in quantitics and prices (Rs. 679.20 lakhs), incrcase in cstablish-
ment cxpenses and intercst on capital conscquent upon cxtension of the
Schedule (Rs. 531.63 lakhs), items not provided in DPR including fine orc
Handling Plant (Rs 603.44 lakhs) ctc. All thcse reasons have bcen
rcpeated again and again. The Committce find that duc to delay in
complction of the project the increasc in respect of cstablishment charges,
Hcad Officc cxpenscs and interest on capital alonc accounted for 288 per
cent which by no standards is justifiable.

The Committec werc informed that thc Company had a system of
monitoring thc progress of construction of the project through PERT/
CPM/BAR Chart tcchniques, review mectings at site, review and monitor-
ing at the level of Dircctor (Planning), review at the level of Chairman and
Board of Directors and also periodic performance review mcetings at the
Ministry level to obscrve the time and cost schedules. In view of the
cxorbitant cost overruns and inordinate dclays in the cxecution of projects,
thc Committec arc not hcsitant to conclude that all thesc claborate
procedures remained on paper only and were followed morc in breach
than jn observance in the instant case. They arc of the firm view that there
was complcte breakdown in thc monitoring machinery of the Company.
They are also of the view that if the progress of implcmentation of the
project had been closcly followed much of thc delay and cost
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overrun could be avoided. The Ministry also cannot absolve themsclves of
their responsibility because incrcasc in the project cost was in the
knowledge of thc Government during its implementation but nothing was
done to control thc cost and check dclay in completion of the project.
The Committee desirc that the Ministry should strengthen their monitor-
ing machincry and watch implemcntation of projects closely through
Board and performance rcview mcetings with a view to cnsuring that
such heavy time and cost ovcrruns are not allowed to occur in futurc.

Reply of Government
The obscrvations of the Committce have been noted.

As already cxplained, in spitc of thc continuous monitoring of the
projects of Bailadila-5 and Donimalai at various levels, delays could not
be avoided due to the delay in the supplics of equipment by indigenous
supplicrs, problem of flowing strata in the tunnel of Bailadila-5, change in
thc scopc of work, finc ore handling schecme, ctc. in Donimalai.

Government and NMDC arc continuously upgrading and strengthening
the monitoring machinery for keeping a closc watch on thc implementa-
tion of projccts.

From 1991-92, a ncw instrument of control and monitoring of pcrform-
ance of Public Scctor Undcrtakings has becn introduced by the Govern-
ment i.c. the MOU System. This system incorporates specific indicators
in regard to implcmentation of Projccts. Pcrformance against the specificd
criteria is monitored on a quarterly basis as well as a joint rexiew meeting
every six months of the ycar. This instrument along with existing control
mechanisms are expected to htlp in avoiding timc and cost overruns in
projects in the future.

[Ministry of Steel, O.M. No. 10(22)90-RMI. Vol. VI dated 9.12.1992]
Recommendation S. No. 12 (Paragraph 3.28)

Similarly Bailadila-5 which was designed to yicld annually 4 million
tonnes of lump ore at 66.7% rate of rccovery had actually produced lump
" ore betwcen 48 to 64 per cent since inception except in 1981-82 when the
recovery was 70 per cent. The low recovery of lump ore has been
attributcd by the Company due to increase in gencration of fincs which
ranged between 26 to 38 percent. It is rcally very distressing that the
project designed to produce 40 lakh tonncs of lump orc at a total
estimated cost of Rs. 67.49 crores has failed to achicve its designed
capacity due to design deficiencies in mine, plant and cquipments and
inferior quality of plant cquipments <unnlicd by indigenous manufactur- -
crs/supplicrs. The Committee have no doubt in concluding that the
project could not rcach its designed capacity because thc DPR was not
bascd on adequatc and rcliablc data. The Committce desire the NMDC
to make concerted cfforts to improve the performance of the cquipment
by removing the dcficiencics. They also desire that action be taken to
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replacc inferior machines by machines with better designs in order to
enhance production.

Reply of Government

The DPR was based on the availablc geological data which at that point
of time was considered to be sufficicnt for designing a mining project. It is
not possible to achicve 100% confidence in gcological rescarch studics as
the cost of drilling/investigation will bc prohibitive in casc onc trics to
achicve a very high degree of confidence. However, within the above
constraints, NMDC tried to check and cross-chcck all the data available
and project the required details in thc DPR.

In the case of equipments supplicd by indigenous manufacturers/
supplicrs, this was the first time that such large itcms of machincry mcant
for a large mechaniscd mine were being manufactured indigcnously. Thus
there were design deficiencies; howcver, every effort was made by NMDC
to rectify these defccts. NMDC continucs to makc concerted efforts to
improvc the performance of this cquipment by removing the dcfects,
deficiencies etc. wherever needed. Action is being progressively taken to
replace inferior machines by machines with better designs so as to enhance
production. For cxample, in the casc of Bailadila-5, world rcnowncd
consultants like Mct-Chem Consultants were engaged to help NMDC for
improving the performance of the cquipment in thc mines of Bailadila-5
and as per their advice, action was taken to improve the performance of
the cquipment.

The production of Bailadila-5 in 1991-92 was 4.65 million tonnes (highest
cver achicved) which shows considerable improvement in performance.
This improvement has been possible through the continuous efforts made
in removing the deficicncics in the plant and equipment supplied by HEC,
MAMC & others.

[Ministry of Steel, O.M. No. 10(22)/90-RMI, Vol. VI, dated 9.12.1992]
Recommendation S. No. 13 (Paragraphs 3.29 & 3.30)

In the casc of Donimalai Iron Ore Project, the Committee find that in
order to improve the economic viability of thc project thc DPR which
envisaged a production of 17.5 lakh tonnes each of lump orc and fines in
Septcmber 1968 was changed to 16 lakh tonnes of lump ore and 20 lakh
tonnes of fines in 1975. But thc project was never operatcd at the rated
capacity. According to Audit onc of the reasons for not achicving the rated
capacity, was that no firm long tcrm contracts for sale of iron ore were
cntered into before commissioning the mines. NMDC has stated that the
project could not be opcrated at rated capacity duc to lack of cxport
orders, world wide recession in stecl industry and consequently MMTC
having not becn able to arrangc salc tic-up. In fact the project was
conceived and sanctioned without asscssing thc marketability of the iron
ore to be produced. The Secrctary, Department of Steel had very candidly
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admitted in his cvidence that “the projcct was approved. at a timec when
there was no firm marketing tic up.” He also stated “the project was
sanctioncd for exports without prior commitment admittedly.” The Com-
mittce cannot but comc to a dcfinitc conclusion that NMDC had no
reasonablc basis for assessing the demand for iron ore in the intcrnational
markct at thc timc when the project was commissioned. The Committce
nced hardly point out that proper assessment of demand of the product
and its salc tic-up in thc market, beforc commissioning of the project, is
onc of the esscntial pre-requisites for running any commercial cntcrprisc
prudently and by not having donc so thc Govcrnment has failed in
safcguarding thc commercial interest of NMDC.

The Committee notc that now with the increasc in demand of iron ore in
the world markct NMDC has improved its exports of iron ore from the
Donimalai Project which at the cnd of 1989-90 was 27.33 lakh tonnes and
the project could carn a profit of Rs. 7 crores during the samc ycar. The
Committce desirc NMDC to take advantage of the changed world scenario
and make concerted cfforts to achicve the capacity cnvisaged in the DPR
in order to further improve its financial position. .

Reply of Government

While as a matter of principle, thc Government is committed to
safcguarding the commercial intcrest of its Public Scctor Undertakings, in
the present casc, the Cabinet took a conscious dccision to approve the
Project becausc of important cxpected bencefits which have alrcady been
given carlier. In retrospect, this decision of opening the minc at Donimalai
has been justificd by the increased demand for iron ore by the Indigenous
iron and stcel industry including VSP. Exports havc also increased in the
mcantime. As a result total despatch of iron orc from Donimalai was 29.03
lakh tonncs during 1991-92 with a profit before tax of Rs. 28.19 crorcs.

[Ministry of Steel, O.M. No. 10(22)/90-RMI, Vol. VI, dated 9.12.1992]
Recommendation S. No. 14 (Paragraph 3.38)

The Committece find that in order to mcct the requircments of domestic
steel industry and to fulfil export commitments on a long term basis, the
Company is formulating an cxpansion scheme to increcasc production of
iron orc from 10 million tonncs in 1989-90 to 18 million tonncs by the cnd
of the Eighth Five Year Plan. According to NMDC the total cxpenditure
involved in implementing the scheme would be Rs. 600 crores. The
Company proposes to finance the scheme through budgetary support from
the Government, gencration of intcrnal resources and also by raising funds
from the financial institutions. The Committee also find that Government
arc making cfforts to get nccessary funds for NMDC from the Planning
Commission to financc thc scheme but the Planning Commission with the
resources at their command arc finding it difficult to mect their require-
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ment to the desired cxtent. The Committee desire NMDC to make
concerted efforts in order to achicve a target of 18 million tonnes of iron
orc by thc cnd of 8th Five Ycar Plan so that they arc able to cater fully to
thc domestic dcmand. In view of the fact that Company has carncd
sizeable profit during 1989-90 and has bright prospects in the future it must
try to gencrate maximum financial resourccs of its own with minimum
dcpendence on the Planning Commission to finance the schemc. The
Committec nccd hardly cmphasise that the cxpansion scheme should be
implemented within thc monctary limit of Rs. 600 crorcs so that the cost
and timc over-runs are avoided.

Reply of Government

NMDC plans to increasc the production of iron orc to 18 million tonnes
by the cnd of 8th Five Year Plan and concerted cfforts arc being made to
achicve this objective. Now that there is likely to be no budgctary support
from thc Government to financc the cxpansion schemes of NMDC, the
company is trying to gencratc the rcquircd funds from its own intcrnal
sourccs and meet the balance through raising funds from financial
institutions/Public ctc. The Government also assures the Committce that
these schemes will be cffectively monitored to reduce time and cost
ovcrruns.

[Ministry of Stcel, O.M. No. 10(22)/90-RMI, Vol. VI, dated 9.12.1992]
Recommendation S. No. 15 (Paragraphs 4.19 & 4.20)

The Committce arc concerned to note that the manpower strength in all
the iron ore projccts of the company was far in cxcess of the strength
cnvisaged in the DPRs. In Bailadila-14 against 1000 persons provided for
in thc DPR for 40 lakh tonncs of production the actual number was 1918
in 1987-88 for about 20 lakh tonncs. During thc samc ycar in Bailadila-5
against 1400 cnvisaged in DPR for 40 lakh tonnes therc were actually as
many as 1950 persons for about 31 lakh tonncs and likewise in Donimalai
as against 1200 thc actual staff in position was 1511 men. In other words
against 3600 men envisaged in thc DPRs the actual strength in the three
projects put together was 5379 in 1987-88. In 1988-89 the number rose to
5414 but therc was a small decreasc in 1989-90 when the actual strength
stood at 5392. Though thc company claims that its Industrial Engincering
Dcpartment always studied and asscssed thc manpower requircment of the
Company yct it sccms that the systcm of study of this unit was not realistic
as otherwisc thc manpower strength would not have increased so much
beyond the DPRs prepared by the company itsclf.

Justifying the incrcasc of manpower, the Sccretary, Department of Stecl
informed thc Committee during evidence that all the Projccts — Bailadila-
14, Bailadila-5 and Donimalai—had undcrgone somc change in thc scope
during implementation of the projects nccessitating morc men than
originally cstimated. Thc incrcasc was also attributed to the facilities
provided like Hospitals, Schools, cantccns ctc. which were not provided
for in thc DPRs. But the Secrctary admitted during cvidence that “DPR
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should mention all this. The Committcc have no doubt that the Dctailed
Project Reports prepared by the company wcre not realistic and lcft much
to be desired as the ficlds of increasc in staff mentioned by NMDC were
not such which could not have been forescen by the company, except of
coursc Fine Orc Handling System which was a latcr addition. Since the
company has alrcady gaincd sufficient cxpcricnce in the development of
iron ore projects during the last 30 ycars. thc Committee desire that in
sctting up all future projects, such like dcficiencies in the preparation of
DPRs be taken due care of.

Reply of Government
Recommendations of thc Committcc arc notcd.

At the timc of preparation of DPR. manpowcr cnvisaged in the DPR is
taken as indicative. When the projcct gocs into production stream, the
manpowcr requircment for thc project for production stage is always
reviewed which takes carc of the variations etc. which have occurred
during the cxecution of the project with respect to equipment, plant,
machincry, infrastructure facilitics crcated, additional scrvices, para pro-
duction facilitics crcated ctc. The rcview of manpower requircment is
generally placed for the approval of the Board of Dircctors before it is
sanctioned to the production project.

Thc Board has been monitoring the staff strength position from time to
time from the point of view of productivity, output per man year ctc.
Government is also observing the productivity trends to “fake suitablc
mcasures to cffect improvement.

NMDC states that they will bc making continuous efforts to improve
futurc DPRs, and takc carc of the dcficicncics noticed in the past in the
preparation of DPRs with specific reference to infrastructure facilities and
the rclated manpower requirements.

[Ministry of Stecl, O.M. No. 10(27) /90-RMI, Vol. VI, dated 9.12.1992)
Recommendations. No. 16 (Paragraph 4.21)

The Committec take a scrious notc of thc fact that there is no
manpowcr planning in the company. During evidence they were informed
that “utilisation of manpower on the planncd basis can be helpful.” The
Committee desirc thc company to makc a scicntific study of the manpower
planning and assess thc actual requirement in various ficlds in order to
cnable them to identify surplus manpower which could be gainfully utilised
where they arc most nceded.
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Reply of Government

As desired by the Committec, the Corporation is cngaging an outside
Consultant for conducting a scientific study on manpower planning. At the
samc time, as alrcady intimated, the Company has an Industrial Engineer-
ing Department which conducts studics on a continuous basis.

[Ministry of Stecl, O.M. No. 10(22)90-RMI.Vol. VI, dated 9.12.1992]
Comments of the Committee
(Pleasc see paragraph 15 of Chapter I of the Report)
Recommendation S. No. 18 (Paragraph 4.23)

The Committee feel concerned to notc that though the overall annual
output per cmployee had increased from 1598 tonnes in 1987-88 to 1826
tonnes in 1989-90 the productivity of iron ore pcr man ycar had decreased
from 2598 tonncs in 1987-88 to 1746 tonnes in 1989-90 in Bailadila-5 and
from 1903 tonnes in 1987-88 to 1631 tonncs in 1989-90 in Donimalai,
cxcept in Bailadila-14 where it had increased from 1616 tonnes in 1987-88
to 2106 tonnes in 1989-90. Thc Committec desirc that all out cfforts be
madc to improvc productivity of iron orc per man yecar in order to
maximisc production.

Reply of Government

" The output per man year for thc ycars 1990-91 and 1991-92 as compared
to 87-88 for the iron orc projects are given bclow:

Projcct 1987-88 1990-91 1991-92
Bailadila-14 1616 1711 2323
Bailadila-5 2598 1767 2437
Donimalai 1903 1941 1938

From thc above, it may be observed that the productivity per man ycar
has gencrally improved especially in 1991-92. NMDC states that they will
make sustaincd cfforts to further improve productivity and maximisc
production.

[Ministry of Stcel, O.M. No. 10(22)90-RMI. Vol. VI, dated 9.12.1992]
Recommendation S. No. 19 (Paragraphs 5.34 & 5.35)

Panna Diamond Mining Project comprised of two main mines, viz
Ramkhcria and Majhgawan. The scheme envisaging revival of diamond
deposits at Ramkheria and Majhgawan for cxploitation with production
capacity at 11,250 carats and 12,000 carats, at a capital invcstment of Rs.
68 lakhs and Rs. 105 lakhs respectively was approved by Government in
Dccember, 1967. The mines werc commissioned in 1968-69 at a total
capital cost of Rs. 183.28 lakhs. In para 7.12 of thcir 37th Report (1972-73)
the Committcc on Public Undertakings took notc of the unduc haste with
which the Ramkheria mine was taken up for exploitation without a
thorough and carcful techno-cconomic study of the project rcsulting in an
infructuous cxpenditure and recommendcd that the cntire matter should be
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thoroughly investigated by thc Government and the responsibility for the
loss fixed. This recommendation was rcitcratcd by the Committce in
their 60th Rcport (1974-75). Surprisingly, NMDC closcd the minc in
Junc, 1980 becasuc of its unviability but no such cnquiry has becn
conducted by the Government during thc last 18 years. The Sccrctary
(Stcel) had admitted during evidencc that “This is another bad casc
where a formal cnquiry was not instituted.”

The Committee notc that after their cxamination of the Ministry, an
Enquiry Committce was set up in March, 1991 to invcstigatc the wholc
mattcr and that Committee’s -Rcport was rcceived by Government in
July, 1991. The Enquiry Committcc is stated to have cxpressed their
inability to fix thc responsibility for thc lapsc bccause that involved
cxamination of very old records. Thc Committce take a scrious view of
non-implementation of their such an important recommendation in time.
They, thercfore, desire that Government should evolve some foolproff
procedurc and cnsurc its strict obscrvance so that such grave lapses arc
not rcpcatcd in future.

’

Reply of Government

Government rcgret the lapse. There is a well laid down procedurc for
prescrvation of importat records including those rclating to thc working
of important Committces. It will bc ensured that this proccdure is
mcticulously followed to avoid such lapscs.

[Ministry of Steel, OM. No. 10(22)90-RMI. Vol. VI, datcd
9.12.1992)

Recommendation S. No. 20 (Paragraph 5.36)

The Committee find that there is an established proccdure in the
Ministry that till thc implementation of thc recommendation is intimated
to thc Parliamcntary Committee concerncd the matter remains on a
regular rcviewing list and in cases wherc Government finds it difficult to
implcment the recommendation thc matter invariably goes to the Minis-
ter. The relevant files arc stated by thc Ministry to have been destroyed
but it is not clear whether or not the cxtant procedure was followed in
thc instant case. Thc Committec cannot but deprccate the casual
approach on the part of the Ministry in dcstroying such important filcs
without intimating to the Committce thc final action taken in thc
matter.

Reply of Government

As already mentioned under Recommendation No. 19, Paragraph 5.34
and 5.35, the Ministry has becn strictly following the proccdure laid
down for dealing with thc rccommendations of the COPU and also
cnsures that the relevant files ctc. arc kept intact for futurc reference.
In the prescnt case also, thesc procedurcs were followed. Dctails of the
samc were furnished to Lok Sabha Sccretariat vide Ministry of Steel,
O.M. 'No. 10(22)90-RMI. dt. 14.11.91 as reply to Point 6 of thcir
O.M. :
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No. 135/1(10)-PU/90 dt. 4.3.1991 enclosing all thc carlier correspon-
dences/CAG vetting on the said matter.

The said files scem to have been destroyed inadvertently in view of the
considcrablc lapsc of time of about two dccades. However, all nccessary
stcps will be taken in future to prevent a recurrence of such a lapse.

[Ministry of Stcel, O.M. No. 10(22)/90-RMI.Vol. VI, dated 9.12.1992]
Recommendation S. No. 21 (Paragraph 5.37)

The proposal to closc the Ramkhcria minc, being uneconomical, was
mootcd in 1973. Even though the actual production in thc mine ranged
between 1600 carats and 2300 carats per annum from 1973-74 to 1978-79 as
compared to the designed capacity of 11250 carats per ycar the mine was
finally closed in Junc, 1980 i.c. aftcr 7 years and during this period the
company incurred a loss of Rs. 158.87 lakhs on account of delay in taking
the decision and another Rs. 41.23 lakhs during July, 1980 to March, 1985
duc to maintcnance of mine and township. The rcasons advanced by the
Government in dcfence of these costly delays are hardly convincing. The
Committcc have no doubt that the loss of Rs. 200 lakhs in all suffcred by
thc company from 1973 to 1985 could have becn avoided if the Govern-
ment had moved quickly in thc matter. The Committcec cannot help
deprccating thc unnccessa'y and avoidablc dclay on the part of the
government in deciding the closurc of thc mine which was alrcady proving
a drag on the scarce financiol resources of thc Company.

Reply of Government

The obscrvations of the Committcc have been noted. Closure of the
mine was dclayed in view of thc large work force which had to be

rchabilitated.
[Ministry of Stccl, O.M. No. 10(22)90-RMI. Vol. VI, dated 9.12.1992]
Recommendation S. No. 22 (Paragraph 5.38)

The Committce notc that despite incrcasc in production of diamonds
from 13209 carats in 1988-89 to 16071 carats in 1989-90, the company
incurrcd a loss of Rs. 1.20 crore in 1989-90 as comparcd to Rs, 0.94 lakh
in 1988-89. According to the company, the main rcasons for increasc in
loss in 1989-90 as compared to 1988-89 were writc off of tuff, additional
payments on account of wage scttlcment, incrcasc in expenses due to
inflation ctc. NMDC hoped to reach break-even in 1990-91. The Commit-
tce trust that the company would achicve its aim. They recommend that
the company should make all out cfforts to maximisc production and
reduce their cost of production in order to improvc their profitability.

Reply of Government

In the ycar 1990-91 NMDC produced 17,401 carats of diamonds and
carncd a profit of Rs. 0.58 crorcs for the ycar. Taking into account the
reversal of cess provided for in the carlicr ycars, the profit before tax for
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the year came to Rs. 3.76 crores. In the year 1991-92 the production of
diamonds was 17,746 carats. The profit for the ycar was Rs. 1.93 crores.
After charging full depreciation on thc new additions to the existing plant
which has been fully depreciated, the net profit before tax was Rs. 0.80
crores.

From the above, it may be noted that NMDC has been making efforts to
maximisc production and improve profitability.

[Ministry of Stecl O.M. No. 10 (22)/90-RMI. Vol. VI dated 9.12.1992)
Observations of Audit
“The production of diamonds in the ycars 1991-92 was 17,741 carats’.
Comments of the Government

The production of diamonds in the ycar 1991-92 was 17,741 carats which
has been reflected in the Annual Report of NMDC for the year 1991-92.
The production of 17,746 carats earlicr indicated was the sitc weight
whereas the production of 17,741 carats as finally rcconciled is the net
weight.

[Ministry of Stcel O.M. No. 10 (22)/90-RMI. Vol. VII dated 2.3.1993]
Recommendation S.No. 23 (Paragraph 5.39)

The Committec note with concern that the requirement of manpower in
Ramkheria and Majhgawan mines was not provided for in the diamond
mining revival scheme of 1967. A study conducted in 1978 by the Industrial
Enginecring Unit of NMDC revealed that as against thc requirement of
607 cmployccs in Majhgawan Mine and Panna Officc thc actual strength
was 780 cmployces. The Company introduced voluntary rctirement scheme
and 327 daily workcers opted for it upto March, 1980. Conscquent upon
closurc of Ramkheria mine and transfer of its ecmployces to Majhgawan
Minc Panna Office the actual strength was far in cxcess of the requirement
during the years 1984-85 to 1989-90 and the total incidence of payments to
surplus staff as at the end of 1989-90 was Rs. 240.19 lakhs. The Committce
werc informed that there werc only 70 surplus employees now in
Ramkhcria Mine and the company hone to utilisc this manpower in their
cxpansion programme currently being implemented. Strangely, a number
of studics were conducted by the Industrial Engincering Unit of the
company to review the manpower requircment of Panna between 1979 and
1987 but the unit seems to have not bcen able to prescribe the actual
manpowcr rcquircment of Panna Diamond Mine. The Committee desirc
that an expert indepcndent agency may be engaged to scicntifically asscss
thc manpower requirement of the minc and some procedurc may be
deviscd to ensure that the strength does not excced the prescribed limits m
future.

Reply of Government

As desired by the Committce, NMDC is taking action to engage an
expert outside agency to scientifically assess the manpower requirement of
the mines. Pending a detailed report, tentatively, the company has assessed
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that most of the surplus employces at present will be absorbed in the
expansion schemes under implementation.

In future, the Industrial Engincering Dcpartment of the Company will
maintain a close watch on the manpower position to contain the strength
within prescribed limits.

[Ministry of Steel O.M. No. 12(22)/90-RMI. Vol. VI dated 9.12.1992)
Recommendation S.No. 24 (Paragraph 6.29 & 6.30)

The committee note that a scheme to devclop a deposit adjoining
Bailadila-14 viz. Bailadila 11-C was prepared in May, 1978 at an estimatcd
cost of Rs. 9.90 crores with an initial production of 33 lakh tonnes of
ROM per annum. The cost of the project as finally revised to
Rs. 29.52 crores was approved by Government in October, 1986 against
which an expenditure of Rs. 30.89 crores was incurred upto March, 1988.
Thus there was a huge increase of Rs. 21 crores, representing morce than
200 per cent increase over the original cstimated cost of Rs. 9.90 crores. It
is rcgrettable that the Bailadila 11-C which was concecived in May, 1978
complcted only in October, 1987, aftcr a period of more than 10 ycars.

According to audit the overall delay in completion of work was cxpected
to bc 41 months out of which 15 months was due to dclay in award of the
work order and 26 months was due to dclay in supply of the equipment by
the contractor. The Committee havc no doubt that 15 months delay could
have been avoided if other management had been alert in taking timely
action to award thc work order.

Reply of Government

The observations of thc Committec have been noted. Monitoring
systems arc now functioning morc vigorously to avoid future repetition.

[Ministry of Stecl O.M. No. 10(22)/90-RMI. Vol. VI dated 9.12.1992]
Recommendation S.No. 26 (Paragraph 6.33)

The Committee find that even though Hindustan Stcel Construction
Limited had delayed structural work by 2 years upto June, 1986 and
Alumimium Industries (Private) Limited which were to complete supplics
by December, 1986 completed the same by February, 1988 but no penalty
was lcvicd by NMDC against cither of thc companics. NMDC and the
firms arc stated to have filed claims/counter claims against each other and
the mattcr is before the arbitrator. The Committce desire NMDC to make
scrious cfforts to cxpedite thc award of the arbitrators.

Reply of Government
The arbitrator has since given the award.
[Ministry of Stecl O.M. No. 10(22)/90-RMI. Vol. VI dated 9.12.1992]



22

Recommendation S. No. 27 (Paragraph 6.40)

The Committee find that iron orc fincs produccd in Bailadila-5 werc
dumped in a vallcy as these were not a salcable product. Anticipating high
demand of iron ore fincs after thc Comminssioning of Visakhapatnam
Steel Plant, NMDC formulated a Finc Orc Handling Scheme (FOHS) in
July, 1980 for handling finc orc at Bailadila-5. The Committec note with
conccrn that the cost estimates of FOHS orginally asscsscd at Rs. 13.86
crores in July, 1980 werc intially reviscd to Rs. 25.94 crorcs in January,
1982 i.e. the cost doubled in just 16 months and were finally rcvised to
Rs. 30.77 crores and approved by thc Government in March, 1987. It is
surprising that thc scheme which was started in Scptember, 1982 and was
cxpected to be completed in Scptember, 1985 was actually complcted in
December, 1986 and commissioncd in July. 1987. This shows that there
was no control cither at NMDC's level or at the level of the Ministry to
scc that thc scheme is completed within the stupulated time schedule. In
Committce's view this is yet another bad casc of faulty planning and
implementation of scheme by NMDC.

Reply of Government

The observations of thc Committec have bcen noted. NMDC has
pointed out that thc delay in the complction of FOHS at Bailadila-5 was
mainly due to the problems faced in the supply of cquipment, and hence
not totally within the control of thc Company.

[Ministry of Stccl O.M. No. 10(22) /90-RMI. Vol. VI dated 9.12.1992]
Recommendation S. No. 28 (Paragraph 6.41)

The Committec note that as against its full ratcd annual handling
capacity of 1.8 million tonnes of fine orc the system could handle only 4.76
lakh tonncs in 1987-88 and 9.26 lakh tonncs in 1988-89. Thus NMDC had
not bcen able to achieve the installed capacity of this schcme since
commissioning. According to the company the rcasons for less handling of
fines during the above years was non-commissioning of Visakhapatanam
Steel Plant, for which FOHS had becn mainly installed, and lack of
dcmand for export. The Company handlcd 11.48 lakh tonnes of finc orc in
1989-90 and hopc that the demand would incrcase in thc coming years.
Sincc thc company foresee good marketability of finc ore from Bailadila-5
in future, the Committee desire that thc scheme be geared up properly so
that it can achieve its installed capacity without. further loss of time. They
also desirc that new areas both in domecstic and foreign ficlds be explored
to market the products fully.

Reply of Government

The observations of the Committec have been noted. It is also planncd
that thc FOHS at Bailadila-5 should finally handlc anothcr 1.00 million
tonnes of fincs per annum by reclaiming the carliecr dumped fincs.

The quantity of fine orc handled through thc FOHS of Bailadila-5 was
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15.53 lakh tonncs in 1990-91 and 21.30 lakh tonnes in 1991-92. Thus
NMDC is gearing up to utilisc the FOHS facility at Bailadila-5S to the
maximum cxtent possible by selling as much fine ore as possible from this
project both in the domestic and foreign markets.

[Ministry of Steel O.M. No. 10(22)/90-RMI. Vol. VI dated 9.12.1992]
Observations of Audit

“The quantity of fine ore handled through thc FOHS of Bailadila-5 was
21.27 lakh tonnes in 1991-92".

Comments of the Government

The quantity of finc ore handled through the FOHS in 1991-92 was
21,26,628 tonnes which had been rounded off to 21.30 lakh tonnes in
Government’s reply

[Ministry of Stcel O.M. No. 10(22)90-RMI. Vol. VII dated 2.3.1993]
Recommendation S. No. 29 (Paragraph 7.17)

The Committec find that during the ycars 1983-84 to 1988-89, thc cost per
tonnc in BINP-5 andl DIOP iron ore projects had been considerably higher
than the BICP estimates of March, 1987, except of course in 1986-87
when it was lcss than the BICP cstimate in BIOP. In thc case of BIOP-14,
though the actual cost was less than that of BICP cstimatcs during 1984-85,
1985-86 and 1986-87, it was much higher than thc BICP cstimate during the
ycars 1987-88 and 1988-89. Undoubtcdly, the cfficicncy of the management lics
in reducing the cost of production and achicving optimum rcsults with
minimum usc of resources. The Committece desirc NMDC to make concerted
cfforts to bring down the cost of production to thc standard fixed by BICP.
They also recommend that NMDC must identify the arcas where there is scope
for controlling the costs and takc appropriatc action to minimise the cost in
these arcas.

Reply of Government

NMDC has alrcady informed thc Committce that the cost standards
fixed by BICP arc at variance with thc methodolgy used by NMDC in
working out the cost of production. However, conccrted cfforts arc being
madec by NMDC to bring down the cost of production through increased
production quantitites, cncrgy conscrvation, incrcased output per man ycar
ctc. This is also being monitored through appropriate indicators in the
annual MOU of thc Company with thc Ministry.

However, as recommcnded by the Committcc, NMDC has becn asked
to specifically identify arcas where there is scope for controlling costs and
to initiatc appropriate action for minimising costs in thesc arcas.

[Ministry of Stecl O.M. No. 10(22)/90-RMI. Vol. VI dated 9.12.1992]
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Recommendation S. No. 31 (Paragraph 7.19)

The Committce find that during the years 1983-84 to 1988-89 thc cost of
production per carat of diamond in thc Diamond Mining Projcct, Panna
was much morc as compared to thc sales rcalisation. Consequcntly the
project had been incurring losses ycar after year. According to the
company thc reasons mainly responsiblic for loss have been high cost of
production due to increasc in cost of inputs, increcasc in salarics and wages,
surplus staff and low incidence of diamonds. The Committee note that with
the increasc in production from 13209 crarts in 1988-89 to 16071 carats in
1989-90, thc Panna Diamond Project has been able to reduce the loss from
Rs. 1196 per carat to Rs. 410 per carat during the same ycars. The
Committce arc, thercfore, convinced that the company can overcome thesc
factors which attribute to losscs by increased production and proper
utilisation of availablc resources in the project.

Reply of Government

The production in the Panna Diamond Mining Project in the ycar 1990-
91 was 17401 carats and in thc ycar 1991-92 was 17746 carats. With thc
incrcascd production and better sales rcalisation Panna is now earning
profits. It is cxpectcd that this trcnd will continue in futurc as well.

[Ministry of Steel O.M. No. 10(22) /90-RMI. Vol. VI dated 9.12.1992]
Observations of Audit

“The production in Panna Diamond Mining Project during the year
1991-92 was 17,741 carats”.

Comments of Government

The production of diamonds in Panna Diamond Mining Project in 1991-
92 as finally rcconciled was 17,741 carats which has been reflected in
Annual Report of NMDC. '

[Ministry of Steel O.M. No. 10(22) /90-RMI. Vol. VI dated 2.3.1992]
Recommendation S. No. 32 (Paragraph 7.20)

NMDC is also stated to be planning to modernise the process plant to
optimise production and improve the grinding process to recover larger
diamonds fetching highcr sales realisation per carat. The Committec desire
that in order to make the project viable, the company must framc some
time-bound programme to maximisc production and reduce the cost of
production by effecting cconomy in the sectors identified to be chicfly
responsible for increase in the cost of production. The company should
also explorc the possibility of purposcful utilisation of the surplus staff or
in the altcrnative offer them voluntary Retiremcnt Schemes to shed the
extra burden on the company, otherwisc by continuously incurring losses in
this projcct, the company would find it difficult to justify the continuance
of this project as the country can not afford to frittcr away its hard earned
money on such losing ventures.

...
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Reply of dovernment

The modification and rationalisation work to optimise thc production
improve the grinding process in thc Panna project has been completed and
is under trial run. The results obtaincd so far show that the breaking of
larger diamonds during grinding process has come down. Once this new
process gets stabilised, the production is expected to go upto 18000 carats.

In regard to surplus manpower of Panna, action is being taken to absorb
some of them in the modified proccsses which require additional hands.
Somc are being offered jobs at R&D Centre at Hyderabad which needs
cxtra manpower for the third shift operation of its Demonstration Plant for
producing ferric oxide. Further expansion of Panna is also being planned
and it is expected that the balance surplus manpower will be absorbed in
the expanded Project.

[Ministry of Steel O.M. No. 10 (22) /90-RMI. Vol. VI dated 9.12.1992]
Recommendation S. No.33 (Paragraph 7.21)

The Committee also desire the Government to kecp a watch on the
progress of implementation of thc plan chalked out by the company to
optimisc production and to improvc the incidence of diamonds cxtraction
and take appropriate corrective measurcs to cnsurc that thc project
becomes financially viable soon.

Reply of Government

The project to optimise production and improve diamond production has
been completed within the schcduled time with no cost over run. With
increased production at around 18,000 carats per annum, it is expccted that
Panna would continuc to make profits as was the case in 1990-91 and 1991-
92.

[Ministry of Stecel O.M.No.10 (22)/90-RMI.Vol.VI dated 9.12.1992.]
Recommendation S. No. 34 (Paragraph 8.29)

The Committce regret to notc that NMDC has been incurring losscs
since its inception in 1958. In 1986-87 thc company, howcver, made a
profit of Rs. 65.62 lakhs but incurred huge losscs of Rs. 1783.58 lakhs and
Rs. 1769.28 lakhs in 1987-88 and 1988-89. The accumulated losses of the
company as on 31.3.1989 werc of the order of Rs. 32.97 crores. According
to the company thc major causcs for the losses suffcred by it in the past
were the unremuncrative prices paid by MMTC for the iron ore, the policy
of the Government to export iron ore to carn forcign exchange and the
uncertain market conditions. Since the company entcred into an indepen-
dent commercial agreemcnt with MMTC in 1989-90 for four years from
1989-90 to 1992-93 for supply of iron ore for cxport and had also stafted
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supplying iron ore to Visakhapatnam Stccl Plant at mutally agrced prices,
NMDC turned the corner and made a profit of Rs. 38.85 crores in 1989-90
and wiped out the accumulated losses of Rs. 32.97 crorcs as on 31.3.1989.
As the domestic demand for iron ore has picked up with the coming up of
VSP and sponge iron units and there is stability on the price front due to
the agreement with the MMTC, the Committec hope that the company
will further improve and maintain its trend of carning profits in future.

Reply of Government

The profit earncd by the company on 1990-91 was Rs. 48.10 crores
(beforc tax) and in 1991-92 was Rs. 145.21 crores (before tax). The
company declared a maiden dividend of 4% per share in the year 1990-91
and a sum of Rs. 5.17 crores was distributed as dividend. The company has
declared a dividend of 20% on cquity for the year 1991-92, amounting to
Rs. 26.43 crores. As per the cxisting plans and sales tie up, it is cxpected
that NMDC would continue its trend of carning profits in the futurc also.

[Ministry of Stcel O.M. No. 10 (22)/90-RMI.Vol. VI dated 9.12.1993.]



CHAPTER 11

RECOMMENDATIONS WHICH THE COMMITTEE DO NOT
DESIRE TO PURSUE IN VIEW OF GOVERNMENT’S REPLIES

Recommendation S.No. 11 (Paragraphs 3.26 & 3.27)

The Committee on Public Undcrtakings (1972-73) aftcr examination of
thc working of Bailadila Iron Ore Projcct-14 had observed that rccovery
of lump orc from Bailadila had not cxcecded 65 per cent of the targeted
capacity of 4 million tonncs as comparced to 75 per cent envisaged in
DPR. The Committec had, therefore, rccommended that the Manage-
ment should strive to incrcasc rccovery of lump orc and cnhance
cfficicncy in production in order to improve the cconomics of the Project.
The Committec notc that NMDC appointed threc Committces in 1970,
1975 and 1977 to study thc achicvable rated capacity of thc minc. An
cxpenditure of Rs. 171.48 lakhs on augmentation of mining cquipment, as
recommended by the first Committce, was also incurred. The Committec
regret to observe that cven after augmentation of mining cquipment the
actual production did not improvc and ranged bctween 58 to 69 per cent
in later ycars upto 1989-90 and ncver rcached the cnvisaged level of 75
per ccnt. Thus an expenditurc of Rs. 171.48 lakhs proved infructuous as
it failed to -achieve thc desired results.

The Committee note that the iron orc reserves of Bailadila-14 were
deplcting and the production was to rcach zcro level in 1991-92. To
improve its cconomics thc Company has taken a decision to continue
mining under Deeper Level Mining Scheme at the rate of 2 million
tonnes per annum upto the ycar 2000 and also commissioned Bailadila
11-C mine as a part of Bailadila-14. The new designed capacity of the
mine has been fixed at 5.3 million tonnes of ROM per annum. The
Committee desire the Comapny to makc all out efforts to achicve the

designed capacity of the Projcct.
Reply of Government

With the addition of equipments in Bailadila-14, total cxcavation in thc
mine increased from a lcvel of about 29 lakh tonnes per annum in 1968-
69 to a level of 40 to 45/49 lakh tonncs per annum in the years around
1980 and 1981. Thc additional equipmcnt provided could take care of
additional waste excavation which had bccome neccssary, besides stepping
up ROM from a lcvel of around 26 lakh tonncs to 40 lakh tonnes in the
corresponding periods. Had the additional aquipment not been provided,
the total cxcavation would have staycd around 29 lakh tonnes per annum
thercby further reducing the ROM and conscquently lump orc produc-
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tion. Geological unccrtaintics camc into play in mining benches considering
that limited tests/drilling werc carricd out for preparing the DPR.

The fines produced and stacked in the carlier ycars have now become
salcable. With thc incrcase in cxport demand for fincs and the cstablish-
ment of domestic stcel plants including VSP, the ratio of lump recovery to
ROM is important primarily for producing the rcquired quantitics of lump
without sacrificing scicntific mining. Thercfore, purchasc of the additional
cquipment procured as per the recommendations of the three Technical
Committces should not be considcred infructuous since it has helped the
Corporation to maintain ROM production, adequately cater to incrcased
incidcntal waste mining, kccp the mining excavation on scientific lincs and
at the samc time mecct the target of production of lumps to the maximum
cxtent possible.

The production from thc combincd mines of Bailadila-14 & 11/C has
rcached 5.10 million tonnes of ROM in 1991-92. Thus, it can be scen that
the company is making concerted cfforts to achicve the designed capacity
of 5.3 million tonnes of ROM from thc combincd Dcposit Bailadila-14
(including Dceper Level Mining) and Deposit 11/C.

(Ministry of Stcel O.M. No. 10 (22)/90-RMI. Vol. VI dated 9.12.1992)
Observations of Audit

“The production from thc combincd mines of Bailadila-14 & 11/C has
recached 5.01 million tonnes of ROM in 1991-92".

Comments of the Government

.~

The production from thec combined mincs of Bailadila-14 & 11/C during
the year 1991-92 as finally reconciled and adopted for finalising the annual
accounts was 51,01,063 tonnes of ROM (i.c. 5.10 million tonnes of ROM).

(Ministry of Stecel O.M. No. 10(22)/90-RM 1 Vol. VII dated 2.3.1993)
Recommendation S. No. 17 (Paragraph 4.22)

The Committee find that the inciden-e of payment and benefit to labour
per tonne of production cxcecded the norms fixed by BICP in respect of
all the iron are projccts. In Bailadila-14, against thc BICP norm of
Rs. 5.18 in 1981-82 and Rs. 12.37 in 1987-88 the incidence of payment and
benefit to labour per tonne of production was Rs. 7.68 and Rs. 20.38
during the same ycars. Similarly in Bailadila-5 it increased from Rs. 8.90 in
1980-81 to Rs. 12.88 in 1987-88 as against the BICP norm of Rs. 5.62 and
Rs. 7.64 respectively. Likewise in the case of Donimalai it ranged from Rs
13.51 in 1981-82 to Rs. 26.28 in 1987-88 against the BICP norm of Rs. 5.55
and Rs. 7.91 during the samc years. Thc Company has contcsted the
norms fixcd by BICP on the ground that BICP took both fines and lumps
as products for working cost of production whercas NMDC calculated cost
of production based mainly on lumps orc as fines were not salcable. The
Committce are not convinced with this explanation. They arc of the view
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that if the norms were not acceptable to them, NMDC should have
represented against them when these were being fixed by BICP. Now that
the company has becn able to find a good domcstic market for salc of
fincs, the Committee desire that conccrted cfforts bc made now to obscrve
thc BICP norms as otherwisc it would badly affcct the financial hcalth of
thc Company.

Reply of Government

The Company did represent against the norms fixed by BICP. The
Three Reports submitted by BICP; in 1981, in 1984 and in 1987, adoptcd a
ccrtain basis for calculating the cost of production. cost of labour,
cscalations etc. When NMDC raiscd objcctions regarding the variations in
respect of the above cost/cxpenditure from the realistic situation, NMDC
was informed by BICP that thcy were working out a normative cost mainly
with a view to allocatc thc amount availablc from export rcalisation to the
various agencics involved in the iron ore cxports vizz. NMDC, Railways,
Port and MMTC. The issucs conccrning thce cost/price finally went into
arbitration to a onc man committcc called thc “*R.R. Gupta Committcc”.
NMDC had to accept the Report of this Committce in which no cscalation
was allowed for thc ycars 1987-88 & 1988-89, and thc price which was
fixed in 1986-87 was cxtended to 1987-88 and 1988-89 inspite of consider-
ablc increase in thcsc ycars.

Thus, thc actuals arc not strictly comparablc with the norms fixcd by
BICP.

NMDC statcs that thcy arc making all out cfforts to contain costs and
improve the financial health of the Company.

[Ministry of Stcel O.M. No. 10(22)/90-RMI., Vol. VI dated-9.12.1992)
Recommendation S. No. 30 (Paragraph 7.18)

The Committec further notc that, as acknowledged by BICP in 1981, the
pricc rcalised by NMDC by cxporting iron orc has not becn commensurate
with the cost involved in production, despatch and sale of iron orc. They
dcsirc that in case of exports Government should examine the feasibility of
rcimbursing to NMDC the difference between the cost and sales realisa-
tion, in the form of subsidy, as suggcstcd by BICP.

Reply of Government

Due to increase in domestic demand for Bailadila ore, and a better
commercial agreement with MMTC for export realisation, the Company
has becen making profits since 1989-90 and has wiped out its losses. It
attained a record profit of Rs. 145.21 crorcs in 1991-92. Therefore, there is
perhaps no longer any nced for grant of subsidy.

[Ministry of Stecl O.M. No. 10(22)/90-RML., Vol. VI dated 9.12.1992]
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Recommendation S. No. 35 (Paragraph 8.30)

The Committce find that the profit of Rs. 38.85 crores made by the
company during 1989-90 reportedly works out to about 22 perccnt rcturn
on investment of Rs. 169.95 crores. The company is stated to have
reccived a sizcable amount from MMTC in 1989-90 as arrears duc from
MMTC on account of scttlement of claims pertaining to the ycars 1986-87
and 1987-88. The ovcrall profit shown by thc company during the year
1989-90, thercfore, does not reflect a truc picture of operating performance
of the company. The Committec would like to be informed about the
opcrating profit during 1989-90 and thc rcturn on investment worked out
in relation to opcrating profit. The Committec feel that if the figures so
worked out rcveal a steep decline in return on investment, it would call for
a new strategy to be evolved to accelerate the profitability of the company.
As the company cnvisages to achieve a rcturn of not less than 15% on the
capital cmployed in future also, the Committec trust that NMDC will
make carnest cfforts to achicve their objcctive.

Reply of Government ’

NMDC did not account any amount in 1989-90 due from MMTC
as arrears pcrtaining to scttlement of claims for the years 1986-87 and
1987-88. However, it included subsidy of Rs. 9.95 crores. Excluding that,
the profit for the year 1989-90 was Rs. 28.90 crores which works out to a
return on capital employed at 17% which is higher than 15% of ROI
cnvisaged by the Company.

In subscquent years of 1990-91 and 1991-92 also NMDC achieved an
Return on Investment of more than 15%

NMDC cxpects to continue to achievc a rcturn of not less than 15% on
capital employed in future also.

[Ministry of Steel O.M. No. 10(22)/90-RMI., Vol. VI dated 9.12.1992]
Recommendation S. No. 36 (Paragraphs 8.31 & 8.32)

The Committec note that Bailadila and Donimalai Projects were
sanctioned by the Government with the prime objective of export of iron
ore to carn foreign exchange for the country. Iron ore produccd in
Bailadila and Donimalai mines is exported by NMDC through MMTC,
their canalising agent. Besides NMDC, MMTC Railways and Ports arc also
cngaged in the export of iron orc. The Committee also note that the sale
pricc demanded and reccived by NMDC in respect of iron ore exports has
been a matter of dispute between MMTC and NMDC for a number of
years. MMTC, Railways and Ports got their full sharc of cost whereas
NMDC received only the residual price which was not enough even to
cover their cost of production. As a consequence, NMDC continued
incurring heavy losses,
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The Committee further notc that the matter regarding payment of price
by MMTC for NMDC's iron ore during the rccent years was considered by
the Committec of Sccretaries chaired by thc Cabinet Sccretary in April,
1983 and a dccision was taken that MMTC would pay NMDC the cost of
production as determincd by BICP from 1983-84. Regrettably NMDC
continued receiving the residual price. The Committee of Secretarics again
met in 1983, 1986 and 1987 but no tangible solution to the vexed problem
was found as thcir decisions were not honoured by one or the other agency
leaving NMDC perpetually in a losing position. It is very surprising that
the matter defied solution even at the hands of Sccretary (Expenditure) to
whom it was referred for giving his final verdict, being an officer not
connccted with any of the agencies. Surprisingly the recommendations
made by him in February, 1988 [that (i) all agencics engaged in iron ore
export should be given a fair price and (ii) all agencics may bc paid the
standard cost without rcturn on investment worked out by BICP for the
year 1986-87, during April, 1986 to March, 1989] were not implementcd by
MMTC. It is rcgrettable that thc dccisions of such high powercd
Committec of Sccretarics were not implemented dcfcating the very
purposc for which these were appointed from timc to time and thc whole
matter remained unresolved for a considcrably long time resulting into loss
to NMDC for no fault of thcirs. From thc facts placed beforc them, the
Committec have come to an inescapable conclusion that the apportionment
of price of iron orc betwcen MMTC and NMDC was not handled with duc
seriousness and expedition. In the Committec's opinion if the problem was
beyond the capacity of the Committee of Sccretaries to resolve, the matter
should have been taken to thc highest authority of the Government. The
Committec are of the opinion that since iron orc was being exported by
NMDC at the instance of Government who werc mainly interested in
carning foreign cxchange, Government should havc adcquately compen-
sated NMDC by way of subsidy and hclped them to tide over their
financial difficultics. ‘

Reply of Government

The observations of the Committce have been notcd. Now that the
matter has been amicably scttled between MMTC & NMDC, and NMDC
has wiped out its accumulated losscs and is making increasing profits from
1989-90, therc is perhaps no longer any nced for grant of a subsidy by the
Government.

[Ministry of Steel O.M. No. 10(22)/90-RMI., Vol. VI dated 9.12.1992]



CHAPTER 1V

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE
COMMITTEE

Recommendation S. No. 1 (Paragraph 1.15)

In tcrms of BPE’s guidelines issucd in 1979 and 1984 each public
undcrtaking was required to formulate with the specific appgoval of the
administrative Ministry, a statcment of micro objectives consistent with the
broad objectives spelt out in Industrial Policy statement of December, 1977
to facilitate realistic and meaningful cvaluation of the enterprise by
Parliament and thc Governmcnt. Thc National Mineral Devclopmept
Corporation is stated to have framed its Long Term Corporatc Obijectives
and submitted thc same to thc Stecl Authority of India Limited (thc then
Holding Company) and the Government in 1979 for approval but werc not
approved by them all these years. The Sccretary, Ministry. of Steel &
Mines (Department of Steel) clarificd in evidence that Government had
examinced the objectives and rcturned the same to the Company suggesting
their revision. The revised objcctives werc resubmitted by NMDC for
approval of Government in October, 1990 i.c. after a gap of I't years but
these were again rcturned to them for making them more specific. The
delay of 11 years in submission of the objcctives to Government has been
attributed by the Company to the frequent changes in their controlling
agencies betwcen 1973 and 1977 and non-setticment by Government of
apportionment of salc procecds of iron ore between MMTC and NMDC.
The Company’s contention that frequent change of their masters was the
inhibiting factor in framing thcir long term objcctives docs not hold good
because since 1978 NMDC has been continuously under the control of the
Dcpartment of Stcel. It is surprising that neither the Ministry sent any
reminder to NMDC nor the NMDC pursued the matter with Ministry for
11 long ycars. It is also very strange that the objectives werc not even
discussed in the Board Meetings during this period. The Secretary,
Department of Steel had stated during evidence, “I do cntirely agree that
11 years' time is certainly a very long time for reviewing the Long Term
Objectives which had been sent carlicr.” The Committee are not able to
understand how in the absence of Long Term Objectives the performance
of the Company was being evaluated by the Government. The Committee
cannot but strongly deprecate the lackadaisical manner in which both
NMDC and the Ministry have handled this matter.
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Reply of Government

The broad role of thc Corporation was well identified since the
beginning of the 1970s. Its major role was to pursuc activitics in respect of
iron ore production for meeting the rcquircments of the stcel plants and
for export, develop minerals othcr than coal and oil, and undecrtake
improvements in mining technology.

NMDC has been continuously under the Ministry of Stcel since 1978. It
has prepared five year plans for its activitics for the pcriods 1980-81 to
1984-85 and for the periods 1985-86 to 1990-91 and thcsc were approved by
thc Board of Directors in which the Ministry’s represcntative is also a
Member Dircctor. In the context of these plans, the Corporation was
preparing its Annual Corporate Plans from 1978 onwards and these took
into account the nccessary reviews of the long term objectives prepared in
1977. Thus, there were objectives and action plans for the company which
were reflected in the Annual Corporate Plans prcparcd for cach ycar
during the above periods bascd on which the performance of the company
was being cvaluated by thc Government in the Quarterly and Half Ycarly
Review Mecetings held in cach year. These rcvicws were also attended by
representatives from the Planning Commission, Bureau of Public Enter-
priscs and other authorities as and when necessary.

The long term corporate objectives of the Company were also formally
cnumcrated and approved by the Ministry in April, 1991.

[Ministry of Steel O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]
Comments of the Committee
(Plcase see paragraph 6 of Chapter I of thc Report)
Recommendation S.No. 6 (Paragraphs 2.84 & 2.85)

The Committec note that the Bailadila Project-5 scheduled to be
completed in 1974 was completed and commissioned in 1977-78 at a much
higher cost due to delays in supply of cquipments by indigenous suppliers
likc HEC and MAMC and also becausc of thc tcchnological problems
faccd by National Projects and Construction Corporation in construction of
a tunnel. The Projcct was constructed with 80% indigenous cquipment and

machinery.

The Committcc also notc with conccrn that thc structural works
cntrusted to Triveni Structural Limited (TSL) and Hindustan Stcel works
Construction Limited (HSCL), both Public Scctor Undertakings in Janu-
ary, 1971 and November, 1971 to be complcted as per contract in
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Scptcmber, 1973 and July, 1974 respectively were both actually completed
in December 1976, after a delay of 29 months and 39 months respectively.
It is very strnage that despite such huge delays and increasc in the projet
cost by Rs. 8.08 crores on account of overall increcase in the period of
construction thc company did not levy any pcnalty/liquidated damages.

Reply of Government

The company has already informed thc Committce that both NMDC as
well as the contractors (who werc Public Scctor Undertakings) raised claim
on account of dclays and pcnalties against cach othcr on various accounts.
Finally a ncgotiated setticment was rcachcd between these contractors and
NMDC taking into considcration thcir claims and NMDC’s claims.

[Ministry of Stecl O.M. No. 10(22)/90-RMI, Vol. VI datcd 9.12.1992]
Observations of Audit

“Reply of Government does not touch upon thc penalty and hqundated
damages claimed from thc contractors™

Comments of the Government

The Government’s reply to this reccommendation has alrcady touched
upon the aspcct of panalties and liquidated damages raised by way of
claims and counter claims on each other by NMDC and the contractors
(who were also public sector undertakings). Though the dclays and
penaltics were not quantifiable in view of scvcral factors, a ncgotiated
scttlement acccptablc to both thc partics was finally rcachcd By NMDC
and thc contractors on the claims and counter claims.

[Ministry of Stecl O.M. No. 10(22)/90-RMI, Vol. VII dated 24.3.1993]
Comments of the Committee
(Plcasc see paragraph 9 of Chapter I of the Report)
Recommendation S. No. 8 (Paragraph 2.88)

The Committce notc that in Novemher, 1968 Government had issued
instructions to NMDC to place orders on Hcavy Engincering Corporation
(HEC) for the supply of machinery and in July, 1972 for placement of
orders on the Mining and Allicd Machincry for supply of equipment
requircd for the Bailadila-S Project with a vicw to devclopment indigenous
sources of supply. NMDC is stated to have cautioned thc Government
against it. The main rcason for the Government's dircctions for placing
orders on indigcnous manufacturers was the nccessity to keep the foreign
exchange componcnt to thc minimum. But thesc companics failed to comc
up to the expectations of the Government as the indigenous companics viz.
HEC and Tata Robins Frascrs, Jamshedpur on whom the orders for supply
of equipments werc placed themsclves went into collaboration with foreign
countries. HEC went into foreign collaboration with USSR for manufactur-
ing crushers and with DEMAG of West Germany for manufacturing the
reclaimer and thc Wagon loader and Tata Robins Frascrs with
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Robins Engineers and Construction Ltd. of USA for manufacturing the
downhill conveyor system. This resulted in incrcase by about 76.5% over
the original sanction towards the cost of plant and machinery. The foreign
cxchange component was incrcased by 255 percent and the total foreign
exchange incurred amounted to 46.84% of thc total cost of plant and
machinery against 23.25 percent cnvisaged in the original estimatc. The
Committec find that thc Government miscrably failed in achicving their
objective of encouraging the indigenous firms and in minimising outflow of
foreign cxchange.

Reply of Government

The general policy of Government at that timc was that imports should
bc resorted to only when indigenous availability is ruled out. Indigenous
capabilitics were to be encouraged to attain self-sufficicncy.

In the process of developing indigenous capability, some slippages may
occur as indigenous firms may rcquirc technology transfer, collaboration,
expert advice ctc. for carrying out certain arcas of sophisticated work.
However, the foreign cxchange outgo is likcly to be much higher and that
too on a continuing basis if orders for supply of machinery are placed only
on foreign supplicrs.

In the present casc, in fact, the Cabinet Committcc on Production,
Process & Exports had directed that NMDC should place orders on HEC
while thc Expenditurc Finance Committee had stipulated that NMDC
should straightaway settle with HEC and MAMC for all other items that
could bc fabricated by them.

The Committce may consider the issuc in the larger context of
Government policy to promote indigenisation and conserve foreign ex-
change.

[Ministry of Stccl O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]

Comments of the Committee
(Please see paragraph 12 of Chapter 1 of thc Report)
Recommendation S. No. 9 (Paragraph 2.89)

Not only the indigenous firms failed to cxecute the jobs entrusted to
them in time resulting thercby in abnormal time and cost overruns, but
also there werc inherent deficicncies/defects in cquipments supplied by
them. The reclaimer and wagon loader supplicd by HEC were based on
the design supplied by DEMAG of West Germany. As the defects in the
equipments could not be rectificd by HEC, NMDC had to call the German
experts and paid them Rs 2.85 lakhs for their visits. Similarly there were
frequent breakdowns in the apron fceders procured from MAMC being of
inferior quality and MAMC failed to supply sparcs of superior quality for
replacement. The Committee were informed during evidence that the
defects and dcficicncics of the indigenous equipments supplicd by HEC
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and MAMC adversely affected the production of the project. These
equipments cven now are not performing satisfactorily. The Committee
have no doubt that the Government purely out of their zcal to save foreign
exchange dirccted NMDC to place orders on indigcnous firms without
asscssing their capability and technical competence to do the jobs entrusted
to them and this dcfinitcly casts a poor reflection on the working of thc
Government.

Reply of Government

As mcntioned in Government’s reply to Rccommendation No. 8, there
may be some slippages at the initial stages of absorption of new technology
by indigenous manufacturers. However, this should not deter from the
larger objectives of improving local technologics, developing indigenous
capability and conserving forcign exchange. In the present casc, the
decision regarding placement of orders on HEC and MAMC was taken at
the highest level of the Government in the context of the need for
developing indigenous capability and its perception of the capacity of the
Indian firms.

[Ministry of Stecl O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992}
Comments of the Committee
(Plcase scc paragraph 12 of Chaptcr I of thc Report) *
Recommendation S.No. 37 (Paragraph 8.33)

The Committec find that on permission being granted by Government,
NMDC cxported 0.56 and 0.38 lakh tonncs of calibratcd orc, on trial basis,
to Carribcan Ispat and Malaysia respcctively in 1989-90 and made sizecable
profits. The Sccretary of the Ministry informed the Committec during
evidence that hc was confident that if NMDC was allowed to cxport
dircctly, it would do wecll. However, it is for thc Commerce Ministry to
scc. Sincc NMDC has madc a small beginning in cxport of iron ore
dircctly to some countrics and has mct with some success, the Committce
fecl that given an opportunity it can develop its own markcting expertisc,
which it lacks at present, and can make profits at the export front also.
The Committee, therefore, desire the Government to cxaminc the feasibi-
lity of cntrusting NMDC with the responsibility of cxporting its products
directly instead of through MMTC so that it may improve its financial
position and also earn valuablc forcign exchange for the country.

Reply of Government

The Ministry of Stecl had written to the Commecrce Ministry at the
hnghwt level strongly recommending that NMDC be allowed to make
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direct exports without the need of canalisation through MMTC. This has
not becn so far accepted by the Commerce Ministry for various rcasons.

[Ministry of Stcel O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]
Comments of the Committee

(Please sec paragraph 18 of Chapter I of the Report)



CHAPTER V

RECOMMENDATIONS IN RESPECT OF WHICH FINAL
REPLIES OF GOVERNMENT ARE STILL AWAITED

Recommendation S. No. 25 (Paragraphs 6.31 & 6.32)

The Committec notc that the Dcpartment of Stcel had sct up an
Enquiry Committcc in 1986 to go into thc rcasons for unsatisfactory
planning, prcparation and implemcntation of the projcct as also time
and cost overruns and that Committicc found thc various reasons for’
delay in thc implecmcentation of the project.

The Enquiry Committce is also statcd to have identificd some of the
factors which contributed to cost and time overruns. Since deficicncies in
the systcm of formulation and implementation of the project have becn
identified, the Committce desirc thc Government to lay down dctailed
guidclines for -the futurc to avoid such pitfalls. They also desiré-that the
monitoring machincry bc adecquately strengthened to cnsurc  strict
obscrvancc of thc timc schedules in completion and commissioning of
the project in futurc and to avoid repcatcd revision in cost of the
projccts.

Reply of Government

The cxisting proccdures for monitoring implementation of projects
provide for mandatory rcviews by NMDC from time to time as well as
obtaining clcarancc of the Government whencver variations in cost occur
beyond certain limits of the sanctioned cost. There is also a provision
for rcview of the cost by thc Government when 50% of the cost
estimatcs of thc project have been spent. In addition to these stipula-
tions, in the recent past, additional comprchensive guidelines have been
issued for prcparation of thc feasibility rcport and PIB clcarance which
are intended to improve the process of project formulation. In addition,
recent guidclines issucd by thc Ministry of Financc have increased the
monctary limit for PIB approval from Rs. 20 crorcs to Rs. 50 crorcs
and this should hclp in prcventing undcrstating of initial cost cstimates.

38
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Howecver, in order to further strengthen the monitoring mechanism, the
Ministry is referring the above recommecndation of thc Committce to the
Dcpartment of Public Enterprises and the Ministry of Programmec
Implementation for appropriate action.

[Ministry of Steel O.M. No. 10(22)/90-RMI, Vol. VI dated 9.12.1992]

NEw DELHI; A.R. ANTULAY
April 27, 1993 Chairman,
Committee on Public Undertakings.

Vaisakha 7, 1915(S)




APPENDIX I

Minutes of the 56th sitting of Committee on Public Undertakings
held on 23rd April, 1993.

THE COMMITTEE SAT FROM 15.30 HRS. TO 17.30 HRS.

PRESENT
Shri V. Narayanasamy—In thc chair
MEMBERS
2. Shri Rudrasen Choudhary
3. Shrimati Bibhu Kumari Devi
4. Shri Madan Lal Khurana
5. Shri Sushil Chandra Verma
6. Shri V. S. Vijayaraghavan
7. Shri Santosh Kumar Sahu
SECRETARIAT

Shri T.R. Sharma—Under Secretary
Shri P.K. Grover—Assistant Director
Shri A.L. Martin—Assistant Director

Orrice oFr THE CoMPTROLLER & AUDITOR GENERAL OF INDIA

bl it

Shri N. Sivasubramanian—Dy. C&AG (Commercial)-cum-Chairman,
Audit Board.

In thc absence of Chairman, thc Committcc chose Shri V. Naray-
anasamy to act as Chairman for thc sitting under Rule 258(3) of the Rules
of Proccdurc and Conduct of Busincss in Lok Sabha.

2. The Committce first considered the following audit based Action
Taken Reports and adopted the same:

(i) Draft Rcport on Action Taken by Govcrnment on the
reccommendations contained in the 6th Report of Committec
on Public Undertakings (1991-92) on National Mincral
Decvelopment Corporation Limited.

(“) (2] TEL] TTTS Ty

3 T 'TIL T1Y] sene

4 *a sEax sens EITY)
.

5. The Committce authorised the Chairman to finalise thc Reports on
the basis of factual verification by audit (in respect of reports mentioned in
para 2) and also thc Ministry/Undecrtakings concerncd and to present the
same to Parliament. '

The Committee then adjourned
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APPENDIX I

(Vide Para 3 of Introduction)

Analysis of the Action Taken by Government on the recommendations
contained in the 6th Report of the Committee on Public Undertakings
(Tenth Lok Sabha) on National Mineral Development Corporation Limited.

I Total number of recommcndations 37
II. Recommendations that have been accepted by Gov-
crnment (vide recommendations at Sl. Nos. 2-5, 7,
10, 12-16, 18-24, 26-29 and 31-34) 26
Pcrcentage to total 70.3%
III. Recommendations which the Committee do not

desire to pursuc in view of Government's rcplics
(vide rccommendations at Sl. Nos. 11, 17, 30, 35 and

36) 5
Pcrcentage to total 13.5%
Iv. Rccommendations in respect of which replics of

Government have not been accepted by the Commit-
tee (vide rccommendations at Sl. Nos. 1, 6, 8, 9 and

37). 5
Pcrcentage to total 13.5%
V. Recommendation in respect of which final reply of
Government is still awaited (vide rccommendation at
Sl. No. 25) 1
Perccntage to total 2.7%
41

MGIP(PLUMRND—2243LS—4-6-1983—1100 Copies



	0001
	0003
	0004
	0005
	0007
	0009
	0011
	0013
	0014
	0015
	0016
	0017
	0018
	0019
	0020
	0021
	0022
	0023
	0024
	0025
	0026
	0027
	0028
	0029
	0030
	0031
	0032
	0033
	0034
	0035
	0036
	0037
	0038
	0039
	0040
	0041
	0042
	0043
	0044
	0045
	0046
	0047
	0048
	0049
	0050
	0051
	0052
	0053
	0054

